
LINN acquires, develops and maximizes cash flow from a growing portfolio of long-life 
oil and natural gas assets. Since inception, LINN continues to be one of the industry’s 
most successful MLPs. Thanks to our people, strategy and assets we remain a leader 
in the industry.

Visit www.linnenergy.com or call 281.840.4000 to learn more about LINN.
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The CREATION of a TECHNOLOGY

FracMaxTM, our patent-pending, cutting-edge 

analytical software package, has transformed the 

competitive landscape and is quickly validating 

that Flotek’s CnF® technology should be the 

default completion chemistry in nearly every well 

across the country and around the globe. Over 

the past two years, 250-plus unique clients have 

experienced the benefit of our CnF® completion 

chemistries earning them over $8 billion in 

revenue from incremental production versus 

common completion chemicals.  With over 400 

million data fields and adding more monthly, 

FracMaxTM quantifies our long held belief that 

the use of CnF® completion chemistries will 

provide a significant economic advantage.  Flotek 

is on tomorrow’s horizon, shaping the future of 

completion technology and proactively working to 

create value for clients and shareholders alike.

www.flotekind.com  •  713.849.9911
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FEATURED CONTENT ▲ 
Get up-to-date news and featured content on OGFJ.com daily. 
Global demand growth is expected to slow from its five-year 
high of 1.8 mb/d in 2015 to 1.2 million barrels per day (mb/d) 
in 2016 – closer toward its long-term trend as previous price 
support is likely to wane, according to the International Energy 
Agency. The Zohr gas discovery in Egypt is of major significance 
to Eastern Mediterranean region, notes IHS. Read this, and 
much more, on OGFJ.com. 

WHITEPAPERS
Embedded software solutions: the next step in asset management 
cost reduction. Read this and other free whitepapers on the 
OGFJ Whitepaper page at ogfj.com/whitepapers today.   

VIDEO
Noted analyst Neal Dingmann of Suntrust Robinson Humphrey 
sat down for a video interview with OGFJ recently to share 
industry insights. Visit OGFJ.com to see the video today. 

GET SOCIAL! 
Have you visited our new OGFJ Showcase Page on LinkedIn? 
Follow our page to get the latest news and analysis right on 
LinkedIn.com. As always, you can find us on Twitter (@OGFJ) 
and Facebook and join other petroleum industry executives, 
managers, analysts, and investors looking for credible, useful 
information about oil and gas industry developments. Become 
a part of our social community and join the discussion today! 
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EDITOR’S COMMENT

DON STOWERS
CHIEF EDITOR – OGFJ

“Our aim is to provide you the reader with 
information that helps you perform your job 

better and accomplish your goals.”

Something for everyone
OUR YEAR-END editorial lineup in this 
issue of OGFJ is chock full of interesting 
articles that are intended to be informative 
and insightful. We recognize that not every 
column and feature will appeal to everyone 
in our diverse audience of industry execu-
tives, investment bankers, fund managers, 
investors, research analysts, consultants, 
attorneys, and other managers and profes-
sionals. However, we try to find the right 

mix of editorial content so that every subscriber finds some-
thing of value in each issue of this publication. Not to overstate 
our abilities, but our aim is to provide you the reader with 
information that helps you perform your job better and ac-
complish your goals. 

This month, we have a number of articles that should be 
of interest.

Our cover story is an interview with John White, Houston-
based senior research analyst with Roth Capital Partners. An 
industry veteran, White has been through previous downturns 
and understands the cyclical nature of the oil and gas business 
as well as anyone. He shares his insight into geopolitical issues 
involving Saudi Arabia and the OPEC nations, the lifting of 
sanctions on Iran, and the necessity of bringing supply and 
demand into balance. He says we’re in uncharted waters be-
cause never before have we had three million barrels a day of 
oil production from shale.

Stephen Phillips and Colin Graham of Orrick in London 
have written this month’s Capital Perspectives article about 
reserve base lending, which is always a popular topic with our 
audience. Past articles about RBL have generated thousands 
of hits on our website. The Phillips and Graham piece examines 
how the current downturn has affected basic structures in 
the global oil and gas industry and discusses what will emerge 
from the restructuring. The focus is on key issues that dis-
tressed funds should consider as the industry goes through 
this time of financial stress.

Per Magnus Nysveen and Leslie Wei of Rystad Energy are 
regular contributors to OGFJ. This month, they look at how 
the low-price environment is impacting North American shale 
producers and how resilient they are in responding to the 
crisis. Companies are coping with the downturn by become 
more efficient in their operations and in shifting their emphasis 
to the “sweet spots” in each of the shale plays. They predict 
US oil production will decline only 3% as we exit 2015.

Roman Boros, a senior analyst with Rystad, says that the 
Norwegian company has developed a GIS method of estimat-
ing the prospectivity of global shale plays and provides a 
simplified GIS valuation model that enables relative compari-
sons among the various plays in his article about mapping 

global shale potential. We also offer a new global shale map 
for your perusal.

Adi Karev, global oil and gas leader for EY based in Hong 
Kong, has penned an article about the rising popularity of 
joint ventures in the oil and gas sector. He says that more 
companies are opting for this structure due to ongoing capital 
constraints. JVs will play a major role in funding capital projects 
in 2016, says Karev.

How are UK-based small-cap E&Ps faring in the current 
downturn? Tom Fox and Adam Mitchell of StrategicFit in 
London discuss how valuations have been affected by falling 
oil prices and how too much debt has weakened the group’s 
financial strength.

Elizabeth McGinley and Vivian Ouyang of Bracewell & 
Giuliani in New York examine the tax consequences that may 
not be readily apparent in oil and gas restructurings. Sophis-
ticated tax advisors can help companies work through the 
hidden tax dangers, they say.

How can you stay competitive in a down market? Optimiz-
ing digital assets is critical for maximizing performance, say 
Josh Arceneaux and Jeff Gilley of North Highland in Houston 
and Denver, respectively. 

Syd Nejad, CEO and managing partner of Calgary-based 
NAFT Energy, asks a question that is on many minds – Is Iran 
worth the risk? A veteran of numerous projects in many 
emerging markets, Nejad writes about what we know about 
the Iranian Petroleum Contract and the 2016 Licensing Round. 

Frequent contributing author Muhammad Waqas of the 
UAE specializes in energy politics in the Middle East and 
elsewhere. For December, he examines the conflict between 
China and Japan over hydrocarbon reserves in the East China 
Sea and discusses a similar disagreement between China and 
neighboring countries over the South China Sea.

In the monthly Deal Monitor column, David Michael Cohen 
of PLS Inc. takes a look at the portfolio shuffle going on among 
A&D players. He says that the top 75 US E&P companies col-
lectively lost 40% of their equity value and added 23% to their 
debt during the year that ended on September 1.

John Graves, founder and president of Graves & Co., writing 
in The Final Word column, makes the case for lifting the crude 
oil export ban in the United States. He says that American oil 
producers should not be subject to global commodity prices 
if they can’t sell their crude globally. 
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CAPITAL PERSPECTIVES

Reserve base lending
A GUIDE FOR DISTRESSED DEBT BUYERS

STEPHEN PHILLIPS, COLIN GRAHAM, ORRICK, LONDON

THE RECENT FALL in the oil price is 
putting significant pressure on oil explo-
ration companies and the corporates 
which serve them. The decline has been 
precipitous, and sustained: Brent Crude 
was trading over US$100 a barrel in Sep-
tember 2014. At the time of writing (No-
vember 2015), it is now trading at less 
than half the September 2014 price. 
While many companies entered the low 
price era with cash and plenty of avail-
able debt funding, the longer the oil price 
hovers around $50 a barrel, the greater 
pressure on oil explorers and producers, 
particularly those located in the high-
cost producing areas of the world such 
as the North Sea. 

Lenders to these corporates, which 
chiefly provide their loans via Reserve 
Base Lending Facilities (“RBLs”), are fac-
ing some important decisions about 
their exposure. In Europe and Africa, the 
most prominent casualty of this environ-
ment to date has been the London-list-
ed, but Africa-focused, Afren plc, which 
collapsed into insolvency in the summer 
of 2015. Iona Energy Inc., the Canadian 
North Sea oil company, announced on 
November 18 that it was highly likely to 
enter into an insolvency process. The 
difficulties are also being felt in the oil 
field services sector with Ceona, the 
heavy subsea, umbilicals, risers, and 
flowlines construction contractor, filing 
for a UK administration on September 
18, 2015.

Funds that focus on distressed debt 
are now looking closely at the sector and 
seeking opportunities to become in-
volved in a number of ways, for example, 
via the provision of emergency financ-
ings or the purchase of distressed debt at 
a discount, perhaps with a view of imple-
menting debt for equity swaps. Many 
such distressed lenders may be unfamil-
iar with the market norms of RBLs (or be 
more familiar with US RBLs). This article 

will set out how these facilities work in the international market (which for conve-
nience we will refer to as the ‘Europe, Middle East and Africa or (“EMEA Market”), fo-
cusing on some key issues distressed funds should be thinking about as the industry 
goes through its current stress.

BACKGROUND

RBL facilities are markedly different in the US and the EMEA markets. Practice in 
EMEA is primarily based in London and market norms have derived from experience 
of financing North Sea oil fields, although the use of international RBL facilities has 
been extended far outside of the initial North Sea market, particularly for funding up-
stream development in Africa and the Middle East. The norms of the EMEA RBL mar-
ket are drawn from a mix of UK project finance techniques and US RBL techniques. 
While many EMEA-focused companies may initially use project financing techniques 
for initial project development, the RBL is the predominant method of financing, for 
EMEA oil explorers that have moved beyond the initial development stage.

Another notable difference is that, although the High Yield Bond market is used 
extensively in the US, it has only been used in an oil-related context in EMEA on a 
small number of select London-listed companies, including Enquest plc, Tullow plc, 
and Afren plc. This contrasts significantly with the US where high yield bonds have 
been used extensively for financing oil related corporates. Finally, there is also a signifi-
cant bond market in Norway and Sweden which has its own norms and practices and 
which is used extensively for oil and oil service related companies in that region. This 
article will therefore focus on RBLs and, in particular, the mechanics and the issues 
that are likely to arise for those funds seeking to make distressed debt investments in 
the current low oil price environment. Inevitably the article necessitates a degree of 
generalization, and it should be remembered that RBLs tend to be heavily negotiated 
and tailored for each borrower.
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CAPITAL PERSPECTIVES

KEY CHARACTERISTICS OF AN EMEA EBL 

Borrowing Base amount

The key feature of an EMEA RBL is the existence of a “Borrow-
ing Base Amount” that allows the level of availability under the 
loan to vary over the life of the loan. Typically, loans are re-
viewed or “redetermined,” as the industry usage puts it, every 
six months. In contrast to US RBLs, which have bullet repay-
ment requirements, and in line with their North Sea Project Fi-
nance roots, EMEA RBLs tend to feature amortizing schedules 
from the fourth year of the loan. The facility is usually revolving 
i.e. repaid amounts can be reborrowed. RBLs will often allow 
draw down via Letters of Credit. If the Borrowing Base is re-
duced (as a result of falling oil prices for example), the Borrower 
will need to repay the loan in line with the new Borrowing Base 
although the terms of the loan may typically provide a 30-day 
grace period (although we have seen as much as 90 days) for 
this repayment.

In recent months, redeterminations have been in the spot-
light. Ithaca Energy has become the first UK company to have 
its lending reduced from £625m to £515m following a redeter-
mination. In October 2015, Tullow Oil’s lenders decided to 
maintain the availability under its RBL facility at the then cur-
rent levels.

Assets

Typically, the RBL will be based on a portfolio of assets, many of 
which will be already in production phase, with only a small 
amount of the Borrowing Base attributed to development as-
sets. Borrowers may wish to add additional assets and this will 
normally be subject to a majority lender vote. The loan docu-
mentation will stipulate which reserves categories will be taken 
into account in a “Banking Case” prepared by a Modelling Bank.

Reserves

In the EMEA market, RBLs often take into account “proved” 
and “probable” reserves. The description of the reserves that 
will form the basis of the Borrowing Base will be a basket of re-
serves referred to as “P90”, being specifically those quantities of 
oil with a 90% chance of being recovered, and ‘P50’, where fields 
have a 50% chance of recoverability. 

Generally speaking, in the US, “probable reserves” are not 
taken into account in the Borrowing Base determination, and 
we speculate that this difference arises because in EMEA a 
combination of regulatory requirements and the nature of 
agreements between joint operators often mean that it is more 
certain that probable reserves are actually going to be drilled. In 
EMEA, the market practice seems to have emerged such that 
“proved” reserves are included in the valuation in the case of a 
loan involving undeveloped fields or fields that do not have a 
continuous production history, and “probable” reserves are in-
cluded in the case of a loan involving groups of producing fields 
or fields which have a production history.

Use of ratios to determine lending limits

The Borrowing Base Amount will be reviewed, often twice a 
year, based on a reserve report and adjustments will be made to 
the Banking Case by a Modelling Bank. The amount available to 
be borrowed will be determined by using ratios. The ratios will 
be negotiated but, often, the ratio might be the lower of a Loan 
Life Cover Ratio (“LLCR”) (the ratio of the net present value of 
cashflow over the term of the loan against outstanding debt 
balances) and a Project Life Cover Ratio (“PLCR”) against the 
Borrowing Base Assets. The Project Life Cover Ratio will be cal-
culated in a similar way although, instead of applying the net 
present value (“NPV”) of cashflows over the life of the loan, the 
cashflows will be modeled over the life of the project. 

Decommissioning costs towards the end of the project life 
can significantly reduce cashflows as money is spent on costly 
decommissioning liabilities. This is a key concern for North Sea 
assets in particular, where many fields are nearing the end of 
their lives and there are regulatory requirements stipulating 
that the producer must decommission, and provide sufficient 
financial coverage for, the licensed fields. Facilities vary but it 
would not be unusual for the Project Life Cover Ratio to be 1.5:1 
and an agreed Loan Life Cover ratio to be typically 1.3:1.

Occasionally EMEA RBLs include debt service coverage ra-
tios (net income divided by debt service in an agreed period). 
We have also seen other covenants used, such as net minimum 
production level requirements. Compared to the full suite of fi-
nancial covenants evident in most project financings however, 
the financial covenants included in RBLs tend to be less exten-
sive, but it would be standard to include a debt to earnings be-
fore interest, taxes, depreciation, amortization and exploration 
covenant.

 
Assumptions in Banking Case

Where assumptions are used there may be provisions for solv-
ing disputes. Either the Majority Lenders will need to agree or 
an independent expert might be involved where there are dis-
putes. The price assumed by the banks for determining the 
cashflows is often referred to as the ‘price deck,’ and it will usu-
ally be lower than (typically 75%) the prevailing forward curve 
of oil.

Hedging

Over the past year, borrowers have benefitted significantly from 
oil price hedges. Borrowers may use a number of hedging strat-
egies including zero cost collars and options, and more rarely, 
swaps. These are financially settled hedges and no physical de-
livery of oil takes place. In a zero cost collar, the borrower ob-
tains downside protection from low oil prices in return for giv-
ing up the upside of a higher price above an agreed strike price. 
The borrower enters into a call option allowing its counterparty 
to buy oil above an agreed strike price and at the same time it 
will enter into a put option where it can force the counterparty 
to buy oil at an agreed price. This technique involves no pay-
ment of a premium. 

By contrast, borrowers may also wish to buy options at the 
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cost of the payment of a premium. The borrower can buy an 
option to sell at an agreed price level. If the spot price of oil is 
above the strike price of the option, the option is not exercised 
and the premium has been paid in vain, but if the spot price is 
below the option price, the option is valuable and it will be exer-
cised. Typically, the spot price will reference Brent crude regard-
less of the quality of the oil the borrower is actually producing. 

In some weaker credits, banks have imposed limits on the 
amount of hedging that their borrowers can do. In stronger 
credits, banks simply insist that the borrower adopt a hedging 
policy.

Final maturity

The “Reserve Tail” is often a feature of EMEA RBLs. The Final 
Maturity Date will be the earlier of an agreed long stop date and 
the “Reserve Tail Date.” The Reserve Tail Date is the date by 
which a specified amount of the initial agreed reserves that are 
taken into account in the first Banking Case (often about 25%), 
remain to be recovered. The Reserve Tail will be reviewed and 
will possibly be re-set, at the time of each Banking Case review. 
The Reserve Tail Date may therefore increasingly come into 
play in the current oil price environment as it may be possible 
that fewer reserves are economic, and so this may in turn has-
ten the trigger of the agreed threshold.

 
ISSUERS FOR DISTRESSED DEBT FUNDS – LCS

EMEA RBLs often allow borrowers to utilize Letter of Credit 
(“LC”), and typically one bank will act as a “Fronting Bank” for 
the purposes of issuing an LC. LCs are often provided by up-
stream developers to satisfy the requirement by the UK govern-
ment to cover possible decommissioning costs. If the LC is 
drawn, then the Fronting Bank will be obliged to make payment 
regardless of whether the indemnifying lenders make good on 
their obligations under the facility to pay back their pro rata 
portion to the Fronting Bank. Accordingly, the loan documenta-
tion may require that the Fronting Bank’s consent is required for 
a change of lender, and/or that a non-bank lender deposit col-
lateral with the Fronting Bank. Distressed debt funds, which 
typically buy term loans that are fully drawn, may find this 
unusual. 

One alternative for non-bank funds wishing to purchase ex-
posure to the RBL market might be for the purchase to be struc-
tured as a participation such that the ‘selling’ lender retains the 
legal interest and the fund purchases the economic interest via 
a participation agreement. This may not be ideal, as many dis-
tressed debt funds often seek to avoid the use of participations 
because they generally wish to obtain a ‘seat at the table’ and 
prefer to deal direct with a borrower in situations where either 
a vote is required or where the loan is being renegotiated. Par-
ticipations are often structured to pass on all voting rights, al-
though the lender of record may often seek to retain the option 
to veto an instruction in certain circumstances, such as when 
the instruction may have a detrimental effect on the reputation 
of the lender.

KEY POINTS—INTER-CREDITOR DYNAMICS

Unlike leveraged finance structures, in which certain norms in 
inter-creditor agreements relating to the relative position of se-
nior and junior lenders have been developed, there is a lack of 
uniform practice for oil industry financing. Hence, it is far harder 
to make assumptions at the outset about the relative positions of 
RBLs versus other parts of the debt structure. However, once a 
company has moved beyond its initial exploration phase, during 
which it may be solely equity funded, an RBL may be its sole ma-
jor source of finance for the development phase. As companies 
get bigger, they may introduce additional debt structure into the 
capital. For  example, Afren plc issued high yield debt, project fi-
nance, and RBL debt.

In typical leveraged finance structures, it is often the case that, 
in an enforcement scenario, senior lenders are able to instruct a 
security agent during a share pledge enforcement process in or-
der to release the security, guarantees, or even the primary obliga-
tions of the debt of junior creditors in the debt structure. This is 
done in order to provide a buyer of the shares with a company 
free and clear of debts and encumbrances. We have seen such 
structures replicated in inter-creditor agreements relating to 
EMEA oil companies. It is, however, far harder to make general-
izations as to how the current market dislocation will play out in 
a severe downscale scenario, as there is a lack of standardization 
in the finance structures in comparison to leveraged finance 
structures. Note also that, in the smaller single asset producers, 
RBL lenders will usually insist on provisions that restrict any oth-
er debt in the capital structure.

SECURITY

Over the past 10 years in the North Sea, the provision of asset se-
curity in RBL lending has been rare and, generally speaking, RBL 
lenders’ security packages in the North Sea have been reduced to 
share pledges throughout the group. In the rare circumstance 
that RBL lenders have received asset security from group compa-
nies of borrowers in the form of a debenture, in a default scenario, 
this would allow RBL lenders to appoint a UK administrator who 
will have powers to sell the assets. 

Although largely theoretical as we mention above, it is worth 
noting that the UK government operates an “open permission” 
system that allows UK license holders to grant security over the 
license without seeking the consent of the UK government. In a 
rare case where security has been granted over a license, the gov-
ernment’s consent would, however, be required for a sale of the 
license interest resulting from enforcement. Accordingly, in prac-
tice, in a typical scenario where there is no asset security but 
share pledges, we would expect any security enforcement strate-
gy would focus on the enforcement of share pledges at a high 
level within the group.

In the African projects that we have seen, asset security is rare 
for a number of reasons, including restrictions in the granting in-
struments, provisions in applicable hydrocarbons law, and also 
because of the risk of triggering consent payments to the host 
government. Lenders will therefore often content themselves 
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with share pledges over the license holders. Even then, the hydro-
carbons regulations of the host state may provide that a license 
will terminate if the granting instrument is transferred or deemed 
to be subject to a change of control without government consent 
in the required form. 

In effect therefore, our experience is that a share pledge en-
forcement will be subject to government consent, although this 
may not be the case where enforcement of a share pledge is of a 
‘topco’ within the group. Each jurisdiction tends to be different, 
and lenders will need to review the applicable granting instru-
ment and hydrocarbon laws before taking enforcement action 
even against ‘topcos’ high in the group structure. Lenders will 
also need to consider the provisions of any joint operating agree-
ments that incorporate preemption rights in favor of new default-
ing partners, if a joint operator has defaulted or changed consent 
provisions. In practice, therefore, lenders and borrowers will seek 
to avoid insolvency processes at license holder level as failure to 
do so will almost inevitably result in value destruction.

KEY CONTRASTS BETWEEN US RBLS AND EMEA RBLS

Security

Many RBLs will relate to assets in Emerging Markets countries 
and this means there is far less certainty regarding the treatment 
of secured lenders on an enforcement or insolvency context (in 
comparison with the US). Often, instead of security over the oil in 
the ground, which is permitted in most US states, market lenders 
in EMEA countries may only be able to take security over licenses 
or production sharing arrangements (as discussed previously). 

Compared to long-standing US precedent, treatment of lend-
ers in emerging market jurisdictions is less tested. As a result, 
lenders in EMEA have taken less comfort from the value of the 
sales of the assets and tend to focus more on the potential cash-
flows from those assets over time. Accordingly, in the US, lenders 
focus on the value of assets so that lenders may seek to test cur-
rent ratios (i.e. assets versus liabilities) as opposed to project life 
or loan life cover ratios.

Absence of Reserve Tail and Longer Tenors

Generally speaking, the tenors of US RBLs tend to be a maximum 
of five years as opposed to up to seven years in some EMEA RBLs. 
The “Reserve Tail” concept, which may extend the life of an 
EMEA RBL, is not generally seen in US practice.

Default triggers

Banks in EMEA RBLs tend to impose more specific triggers based 
on licenses and joint operating agreements, in comparison to US 
RBLs.

Project accounts regime 

Given the uncertainty of legal enforcement procedures in some 
EMEA jurisdictions compared to the US, lenders tend to insist 
that the loan documentation contain a requirement that cash-
flows be routed through specific accounts. In EMEA RBLs, there 
will be requirements that all receipts are deposited into secured 

proceeds and revenue accounts. There may also be a require-
ment, similar to that found in many project financings, for the 
maintenance of debt service reserve accounts among other ac-
counts requirements.

Redeterminations

In US RBLs, banks tend to have far more discretion in the redeter-
mination of the Borrowing Base, as any increase tends to be a 
100% lender determination whereas, in EMEA, the Technical 
Bank’s determination will stipulate whether the Borrowing Base 
has increased or decreased with a majority lender vote to endorse 
or reject the Technical Bank’s view.

 
CONCLUSION 

We expect further distress in the market if the current oil price 
prevails into 2016. Capex spending is being slashed and the pres-
sure on oil companies is ricocheting into the seismic sector, drill-
ers, and other oilfield service companies. In the exploration and 
production sector, we would further expect the “fulcrum securi-
ty” where the “value breaks” in a restructuring will be in the RBL 
Facility. Expect a distressed debt market to develop in the up-
stream and oilfield services sectors as the existing lenders in that 
sector seek to exit those loans although, to date, lenders have 
generally tried to maintain their exposure and to support their 
borrowers. 

Where, following redetermination events, RBL lenders reduce 
their loans in line with prevailing market prices, we expect there 
may be an opportunity for distressed funds to provide additional 
financing to finish off capex spending, but that any loan offered in 
these circumstances will be at interest rates far greater than the 
industry has been used to. We have, thus far, seen only sporadic 
evidence of loan selling in this market. We expect, however, an 
acceleration in loan sales and in distressed M&A as the logic of 
the oil price forces consolidation in the industry. Furthermore, we 
expect more restructuring activity in 2016 and, sadly, that insol-
vencies will rise. 

As a former British Prime Minister once said, “The kaleido-
scope has been shaken, the pieces are in flux, soon they will settle 
again.” The settled order is the energy industry has been shaken; 
we shall soon see a new structure emerging. 
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SECOND THOUGHTS
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Energy industry tidbits

AS I PEN THIS COLUMN, holiday celebra-
tions are on the horizon. As the issue hits 
desks, the festivities will be in full swing. 
Among the joys of the holidays is the dizzy-
ing array of culinary options made available 
at every turn. Ever departed a holiday gath-
ering feeling peckish? Nor have I. 

I’ve mentioned my email inbox in a previ-
ous column. It’s full of tidbits from experts, 
analysts, and thought-leaders. And while 

certain snippets may not appeal to everyone, the beauty of the 
smorgasbord is that there’s something for everyone. With that 
as a backdrop, I devote this column to information tidbits from 
recent days. I hope you find something you like. 

In a late November update, Raymond James analysts circled 
back to November 2014 and OPEC’s decision to, as they put it,  
“no longer defend a price floor.” While more upbeat on oil prices 
(on a 6–12-month basis) going into 2016, the analysts said, 
“$40-oil in November 2015 has a direct relationship with the 
events of that unfortunate weekend a year ago.” 

Another morsel from that same update was a look at rig 
counts. As of this writing, the total US rig count was 757 rigs, 
down from the 2014 peak of 1,931 rigs, Raymond James said, 
detailing that since that peak, “the Hz US rig count has shrunk 
by 745 rigs (or 55%), with 99% of the decline (or 734 rigs) occur-
ring since the beginning of the year. The oil directed rig count 
is now down 1,045 rigs from its September 2014 peak of 1,609. 
By comparison, the gas directed rig count is now down 163 rigs 
from its peak of 356 rigs.”

In a post-earnings season recap in late November, Wunderlich 
Securities Inc. analysts described E&Ps as “moving slowly” given 
current commodity prices. “Following a month-long vacation 
for E&Ps and the OFS players, we think that 2016 will start slow 
with a January hangover effect as E&Ps remain careful and 
guarded with their spending plans. This might result in more 
serious US production declines that the market has been wait-
ing to see, and could possibly allow the US to begin working off 
its significant inventory of oil and natural gas,” they said.

If/when commodity prices show signs of improvement, 
expect E&Ps to benefit first, followed by the oilfield services 
companies. “While we are not expecting prices to recover 
overnight by any means, we think that when oil and natural 
gas prices begin to move higher, most E&Ps will use the addi-
tional funds to repair their balance sheets rather than add activ-
ity. This lag will likely cause the oversupply in the OFS space to 
continue even as commodity prices improve. As a result, we 
believe that E&P valuations may recover/improve before the 
OFS names, which is a reversal of the historical trends in a 
recovery,” the analysts continued. 

Deutsche Bank spoke at a Platts conference in Houston in 
November, and following the event, shared takeaways on relevant 
industry-wide trends. Catching the bank’s attention, they noted, 
was the talk of private equity capital waiting to be deployed. 
This year alone, even in the down market, $35 billion has been 
raised by 19 funds. Thirty-six funds were out raising money at 
the time the event took place. Eight of those 36 are new entrants, 
double the number that raised $8 billion in 2014, Deutsche Bank 
noted. “The overall trend is that large funds continue to grow. 
And while we think valuations at the parent level look compel-
ling, asset-level prices appear difficult due to this PE bid. Further, 
many participants noted the difficulties of midstream on a small 
scale—2-3 gathering systems is not competitive, while 2-3 
upstream assets can lead to good returns,” they detailed.

Noting the increasing importance of US production and E&P 
budgets to its 2016 midstream outlook, Deutsche Bank relayed 
remarks from a call hosted November 19 with Genscape. Gen-
scape’s Hillary Stevenson “framed up US production as peaking 
in April/May near 9.6 MMb/d and falling to 9.3 MMb/d at year-
end. She contrasted this with the sharp drop (~67%) in rig 
counts and suggested drilling efficiency gains are likely to hold. 
In this environment, she expects the Permian to be resilient 
and the Bakken to be moderately supported by termed-up rail, 
while the Eagle Ford, Mid-Con, and Rockies drop/stay low,” the 
bank relayed. Further, according to Genscape estimates, US 
storage is 60-65% full with Cushing close to 2001, 2009, and 
April 2015 highs. “Finally, with refinery runs already above-
average due to deferred maintenance, higher utilization is 
unlikely to fix the glut, leading to Stevenson’s WTI forecast: 
sub-$50 this year and still under $60 through all of 2016,” said 
the bank. 

In a post-view following a mid-November conference, Jefferies 
analysts described a “fairly bearish” sentiment across energy 
sub-sectors, but said they believes energy equity performance 
“is likely to be constrained by the already strong QTD up-move 
and short-term concerns around 2016 oil demand growth, deep 
external funding challenges and challenges in funding cash 
payouts.”  

Oily equity sentiment was slightly negative, they noted, as 
“investors clearly do not believe that large and small producers 
can keep 2016 volumes flat (we would agree) given weak cash 
flow generation, growing debt loads, limited external finance 
opportunities and large dividend burdens.” 

And finally, Jefferies noted, was the talk by E&Ps and oilfield 
service companies pointing to early 2016 activity on ‘fresh 
budgets.’ Jefferies analysts are skeptical. “Rising budgets seem 
unrealistic to us. 2016 curves are at very low levels, hedges are 
rolling off and bank credit is tightening.” 

Here’s to delighful options in 2016. Cheers.  
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UPSTREAM NEWS

WOOD MACKENZIE: KEY THEMES 

FOR THE MAJORS IN 2016 

 Wood Mackenzie’s corporate upstream research 

team has assessed the third quarter (Q3) results 

from the Major oil and gas companies, identifying 

four key themes to look out in 2016. Wood Mack-

enzie says the latest round of earnings results 

offered the industry an early glimpse at what lies 

ahead in 2016 in terms of companies’ budgets 

and strategies.  The stand out themes that Wood 

Mackenzie notes include: weak financial perfor-

mance in Q3, surging production levels, deep 

cost cutting; and tighter allocation of limited 

capital. 

Tom Ellacott, Head of Corporate Upstream 

Analysis at Wood Mackenzie commented: “The 

crash in oil prices this year is having a transfor-

mative impact on the industry. The majors are 

now making real progress in reshaping their in-

vestment strategies for a sustained period of low 

prices.” 

Earnings fall sharply: upstream earnings were 

weak for the fourth quarter in succession, the 

effect of a 50% year-on-year fall in oil prices ac-

centuated by over US$9 billion of impairments. 

Another stellar quarter for refining provided some 

support, and further reinforced the benefits of 

the integrated business model.

A strong quarter for production but growth 

will flatten out: production surged as the benefits 

of the last investment cycle, the impact of low 

prices on production sharing contract (PSC) vol-

umes and reduced maintenance downtime flowed 

through. Total was the top performer, delivering 

double digit production growth. Eni, Statoil and 

Shell also had strong quarters. But longer-term 

growth prospects are starting to suffer from lower 

investment. Chevron and Total have now down-

graded their 2017 production targets and lon-

ger-term growth trajectories will be flatter as 

companies focus on value not volume.

A new phase of cost cutting is under way: 

deeper cost cutting was a core theme as the 

Majors adapt to a scenario of lower oil prices for 

longer. The aim is to fund dividends through 

organically generated cash flow. Chevron’s revised 

Capex projection for 2016 – 2017 alone could be 

up to US$17 billion lower than the guidance in 

its 2015 Analyst Day earlier this year. Spending 

levels in 2017 could be down by around 30% 

versus guidance prior to the oil price crash as 

more projects are deferred and underlying costs 

continue to fall. 

Capital discipline being tightened up: BP pro-

vided a barometer of how companies are adjust-

ing planning assumptions in the new world of 

lower prices, announcing that it is using a mid-

teen hurdle rate for major greenfield projects at 

an oil price of US$60/bbl. We expect other Majors 

to be screening pre-FID projects under similar 

hurdle rates. 

STATOIL AWARDED NEW LICENSES 

 OFFSHORE EAST COAST CANADA 

Statoil and its partners were the successful bidders 

for six exploration licenses in the Flemish Pass 

Basin, offshore Newfoundland, and two licenses 

offshore Nova Scotia.

The licenses offshore Newfoundland total 

14,670 square kilometers, and are located in an 

area in proximity to the Statoil-operated Bay du 

Nord discovery. Statoil will operate five licenses, 

and participate in one license as a partner.  

The licenses offshore Nova Scotia (NS15-1 

Parcels 1 and 2) cover an area totalling 6,500 

square kilometers, and are located approximately 

250 kilometers from Halifax, Nova Scotia. 

The licenses awarded are located in an area 

nearby to Statoil’s previous discoveries in the 

Flemish Pass Basin – the Mizzen discovery was 

made in 2009, and Harpoon and Bay du Nord 

were both discovered in 2013.

SHELL CONFIRMS GOM DISCOVERY 

POTENTIAL, OUTLINES REORGANIZATION

Shell has confirmed that Kaikias, discovered in 

the Mars-Ursa basin in August 2014, is a “high-val-

ue opportunity” in the deepwater Gulf of 

Mexico.

Appraisal drilling revealed more than 300 feet 

of net oil pay in August 2015, the company noted, 

saying the development  potential of Kaikias 

could exceed 100 million barrels of oil equivalent 

recoverable. Full evaluation of the well results 

continues. 

Kaikias, located approximately 60 miles off-

shore, south of the Louisiana coast at water depths 

of 4,575, is 100% owned by Shell. Additionally, 

the company owns and operates three infrastruc-

ture hosts in the Mars-Ursa basin and the company 

believes near field infrastructure presents oppor-

tunities for cost efficiencies. 

Additionally, in its November 3 management 

day presentation, the company outlined its plan 

to reorganize its upstream organization. The goal 

is to create a simper organization “that reflects 

recent changes in the company’s portfolio, facil-

B R I E F S

APA ESTIMATES 

NORTH SEA ASSET 

POTENTIAL

On November 17, 
Apache Corp. hosted 
a webcast with ana-
lysts and investors to 
provide an update on 
the company’s North Sea 
operations. The com-
pany noted its assets in 
the region could yield an 
incremental 574 to 1,054 
MMboe of net resource 
potential from develop-
ment and exploration 
projects, noted Raymond 
James after the call. 
Since its acquisition of 
Forties field and Beryl, 
Apache has invested 
nearly $2.6 billion in 
infrastructure.

1512ogfj_12   12 12/2/15   10:52 AM

http://digital.ogfj.com/ogfj/december201512/TrackLink.action?pageName=12&exitLink=http%3A%2F%2FWWW.OGFJ.COM


DECEMBER 2015   OIL & GAS FINANCIAL JOURNAL   |   WWW.OGFJ.COM 13

UPSTREAM NEWS

itates our planning for the integration of BG 

post-completion of the recommended combina-

tion and that will facilitate subsequent streamlin-

ing of the portfolio.” Starting January 1, 2016, 

Integrated Gas, which has grown into a business 

that generated over the last 3 years on average 

$11 billion cash flow-per-year from around $2 

billion in 2009, will be established as a stand-alone 

organization. It will be led by Maarten Wetselaar, 

who will become Integrated Gas Director and a 

member of the executive committee. A new up-

stream organization will span Shell’s worldwide 

conventional oil and gas businesses. It will be led 

by the current Upstream International Director, 

Andrew Brown. Marvin Odum, currently Upstream 

Americas Director, will lead and become director 

of a new Unconventional Resources organization, 

spanning heavy oil and shales activities in the 

Americas. 

MORNINGSTAR: CVX, OTHER US OIL FIRMS 

LEAD IN EFFICIENCY, VALUE, DIVIDEND 

PRESERVATION

American integrated oil firms hold greater divi-

dend safety, better assets, and more attractive 

valuations than their European counterparts as 

oil prices look to remain lower for longer, accord-

ing a recent Morningstar report.

Investor concerns about dividend sustainability 

may be overblown, as increasing capital flexibility 

enables firms to trim investment budgets in a way 

that ensures dividend safety.

Key takeaways from the report include:

• Dividends are largely safe thanks to falling 

capital expenditures, but outside of Exxon and 

Chevron, Morningstar equity analysts expect 

stagnancy during the next five years. 

• European firms lack the US shale acreage of 

American firms, leaving them without poten-

tially valuable short-cycle investment oppor-

tunities in a volatile environment.

• European firms lead in cost-cutting measures, 

but have historically lagged in operational 

efficiency, a dynamic that’s unlikely to change. 

More efficient companies like Exxon should 

also deliver cost savings, despite a lack of 

public pronouncements. 

• The firms with the most at-risk dividends—To-

tal, Shell, and BP—are offering dividend pay-

ments in the form of additional shares to further 

preserve cash. However, this move is unlikely 

to generate sufficient free cash flow to cover 

dividends by 2018, so these less-efficient firms 

will need to sell assets to fund future 

shortfalls. 

• Chevron looks like the most undervalued in-

tegrated oil company, with improving coverage 

ratios, falling breakeven levels, potential for 

dividend growth, and an upstream portfolio 

that includes a large cost-advantaged Permian 

acreage position. 

• European firms remain largely overvalued, in 

Morningstar analysts’ view.

CHEVRON BEGINS FIRST PRODUCTION 

FROM LIANZI DEVELOPMENT OFFSHORE 

THE REPUBLIC OF CONGO AND ANGOLA

Chevron Overseas (Congo) Ltd., has commenced 

oil and gas production from the Lianzi Field, lo-

cated in a unitized offshore zone between the 

Republic of Congo and the Republic of 

Angola.

Located 65 miles offshore in roughly 3,000 feet 

of water, Lianzi, discovered in 2004, is Chevron’s 

first operated asset in the Republic of Congo and 

the first cross-border oil development project 

offshore Central Africa. The project is expected 

to produce an average of 40,000 barrels of crude 

oil per day.

Chevron Overseas (Congo) Ltd. is operator of 

the Lianzi Field and has a 15.75% interest, along 

with its affiliate Cabinda Gulf Oil Co. Ltd. (15.5%), 

Total E&P Congo (26.75%), Angola Block 14 BV 

(10%), Eni (10%), Sonangol P&P (10%), SNPC (the 

Republic of Congo National Oil Co. - 7.5%), and 

GALP (4.5%).

In late October, Cowen and Company analysts 

commented on Chevron’s cuts to ongoing Capex, 

noting the company’s 2017 cashflow neutrality 

target. Chevron plans to reduce its spending 

outlook by as much as 31% from roughly $35 

billion/$32 billion /$29 billion in 2015/16/17 to 

$25-28 billion in 2016 and $20-24 billlion in 

2017/18. 

“We see CVX as having one of the most flexible 

near-term capex profiles among its peers with 

several major capital projects (Gorgon, Wheat-

stone, Lianzi, Moho Nord, etc.) transitioning from 

cash consumers to cash producers. Opex has also 

been reduced by 12% y-y and upstream unit 

operating costs are running 14% lower YTD. Ad-

ditionally $4 billion of spend reductions are ex-

pected through headcount reduction of around 

6-7k, supplier engagements (~$2 billion) and 

efficiency gains. Lastly, asset sales target was 

increased by about $5 billion by year-end 2017,” 

the analysts detailed.

B R I E F S

CONSOL UTICA WELL 

HITS 24 HOUR IP RATE 

OF 44.7 MMCFE/D

In its Catalyst Week in 
Review for the week 
ending November 
19, Raymond James not-
ed flow back on CON-
SOL’s first Utica Shale 
well in Monroe County, 
Ohio. “The well had a 
24 hour IP rate of 44.7 
MMcfe/d, roughly 40% 
higher than any previous 
Utica well in the county.” 
The company has plans 
its next Utica well in 
Green County, Penn-
sylvania, the analysts 
said, “near EQT’s prolific 
Scotts Run well.” 
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MIDSTREAM NEWS

B R I E F S

MOODY’S:  ENERGY 

WOES TRICKLE TO 

MIDSTREAM

Moody’s Liquidity Stress 
Index (LSI) jumped to 
6.1% in October from 
5.8% in September, 
the index’s highest 
level since March 2010, 
as commodity prices 
remained under pressure 
in the energy sector, the 
rating agency said in 
its Nov. 3 SGL Monitor 
Flash. The oil and gas 
LSI continued to swing 
higher, to 19.2% in 
October from 16.9% in 
September, as liquidity 
ratings for four energy 
companies were lowered 
to SGL-4. Downgrades 
have been more con-
centrated in E&P and, 
more recently, oilfield 
services. However, the 
downgrade of Azure 
Midstream Energy LLC 
(B3 negative), a provider 
of natural gas services 
including gathering and 
transportation, indicates 
that lower drilling and 
throughput volumes are 
starting to be felt along 
the distribution chain.

SHELL MIDSTREAM PARTNERS  

ACQUIRES PECTEN MIDSTREAM

Shell Midstream Partners LP has agreed to acquire 

Pecten Midstream LLC, which owns Lockport 

Crude Terminal (Lockport) and Auger Pipeline 

System (Auger), for $390 million from Shell Pipe-

line Company LP, a wholly owned subsidiary of 

Royal Dutch Shell plc. 

Auger is a 174-mile offshore Gulf of Mexico 

pipeline system that transports crude from pro-

ducers in eastern Garden Banks and Keathley 

Canyon blocks. It shares a complementary stra-

tegic connection to Poseidon through SMI 205. 

Lockport is a crude storage terminal facility lo-

cated southwest of Chicago with two million 

barrels of storage capacity that feeds regional 

refineries, while also offering strategic trading 

opportunities.  

The acquisition price reflects an approximate 

8.6 times multiple of the assets’ forecasted 2016 

adjusted earnings before interest, taxes, depre-

ciation and amortization. The acquisition will be 

effective October 1, 2015 and is expected to be 

immediately accretive to unitholders. In connec-

tion with the acquisition, Shell Midstream Partners 

increased its total borrowing capacity under its 

revolving credit facilities to $580 million.

Shell Midstream Partners expects to fund the 

acquisition with proceeds from a capital markets 

transaction, borrowings under existing revolving 

credit facilities, cash on hand, or a combination 

thereof.

In its 3Q2015 report, the master limited part-

nership formed by Royal Dutch Shell reported 

net income attributable to the partnership of 

$54.3 million, which equates to $0.37 per limited 

partner unit. Shell Midstream Partners also gen-

erated adjusted earnings before interest, income 

taxes, depreciation and amortization of $57.1 

million and cash available for distribution of $46.4 

million.

ENLINK MIDSTREAM ACQUIRES FULL 

OWNERSHIP OF DEADWOOD FACILITY 

EnLink Midstream Partners LP’s subsidiary has 

acquired a 50% ownership interest in the Dead-

wood natural gas processing facility from a sub-

sidiary of Apache Corp. The cost of the accretive 

acquisition was approximately $40 million.

The facility is located in Glasscock County, 

Texas, in the Permian Basin. Pursuant to a 2011 

agreement, EnLink and Apache jointly funded 

the development of a new-build processing facility 

in which each company held a 50% undivided 

ownership interest. EnLink managed the plant’s 

initial construction, and has operated the facility 

since its startup.

The plant has a capacity of 58 million cubic 

feet per day (MMcf/d), and is currently processing 

approximately 45 MMcf/d. The acquisition brings 

EnLink’s net processing capacity in the Permian 

Basin to 343 MMcf/d, excluding the Riptide pro-

cessing plant, which is currently under construc-

tion and will add another 100 MMcf/d of process-

ing capacity in the Midland Basin.

TRANSCANADA TO BUILD US$500M 

NATURAL GAS PIPELINE IN MEXICO

TransCanada Corp. has been chosen to build, 

own, and operate the Tuxpan-Tula Pipeline in 

Mexico. Construction of the pipeline is supported 

by a 25-year natural gas transportation service 

contract with the Comisión Federal de Electrici-

dad (CFE), Mexico’s state-owned power 

company.

TransCanada expects to invest US$500 million 

in the 36-in.-diameter pipeline and anticipates 

an in-service date in the fourth quarter of 2017. 

The pipeline will be 250 kilometers (155 miles) 

long and have contracted capacity of 886 MMcf/d.

The pipeline will originate in Tuxpan in the 

state of Veracruz and extend through the states 

of Puebla and Hidalgo, supplying natural gas to 

CFE combined-cycle power-generating facilities 

in each of those jurisdictions, as well as to the 

central and western regions of Mexico. The pipe-

line will serve new power-generation facilities and 

those currently operating with fuel oil which will 

be converted to use natural gas as their base fuel. 

Construction is expected to start in 2016.

Today, TransCanada also owns and operates 

the Tamazunchale and Guadalajara pipeline sys-

tems and is completing construction of the To-

polobampo and Mazatlán pipelines. By 2018, with 

the Tuxpan-Tula Pipeline, TransCanada will have 

five pipeline systems, with approximately US$3 

billion invested in Mexico.

USD PARTNERS COMPLETES ACQUISITION 

OF CASPER TERMINAL 

USD Partners LP has completed its acquisition of 

the Casper, Wyoming, crude oil terminal for total 

consideration of $225 million.

The Casper terminal assets include a unit train 

capable rail loading terminal, 900,000 barrels of 

tank capacity for storage and blending operations 

and a pipeline connection from Spectra Energy 

Partners LP’s Express crude oil pipeline, currently 
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MIDSTREAM NEWS

B R I E F S

NBLX DELAYS IPO
Due to market condi-
tions, Noble Midstream 
Partners (NBLX) will delay 
its planned IPO. The 
anticipated sale price of 
$19.00 to $21.00 implied 
a valuation of 17x to 19x 
EBITDA, noted Stifel 
analysts following the 
announcement. 
“Removing the expected 
$270 million proceeds of 
the IPO from our 4Q15 
forecast causes our 
YE15 and YE16 debt/
TTM EBITDA estimates 
to increase to 2.7x and 
2.5x from 2.6x and 2.4x, 
respectively,” the ana-
lysts noted, saying that 
“While the incremental 
de-leveraging would 
have been modestly 
positive, the IPO delay is 
not a surprise given the 
expected price range 
relative to current mid-
stream valuations and 
has little impact on our 
estimates.”

the primary source of crude oil delivered to the 

terminal.

The Casper terminal is supported by take-or-

pay contracts with primarily investment grade 

refiners and is expected to contribute approxi-

mately $26 million of Adjusted EBITDA in 2016 

based on minimum contracted payments. The 

transaction is expected to be immediately accre-

tive to distributable cash flow per unit.

In addition, on Nov. 13, the partnership amend-

ed its senior secured credit agreement to increase 

its borrowing capacity from $300 million to $400 

million, supported by the partnership’s existing 

lenders and by the addition of Goldman Sachs 

Bank USA. The partnership also reset its ability 

to request an additional $100 million of incre-

mental revolving credit facility commitments, 

subject to receiving increased commitments from 

lenders or other financial institutions and satis-

faction of certain conditions. All other terms and 

conditions of the existing agreement remained 

unchanged.

QGC, PARTNERS INVEST $1.2B TO BOOST 

GAS OUTPUT IN QCLNG PROJECT

QGC Pty Ltd., along with joint venture partners 

China National Offshore Oil Corp. and Tokyo Gas, 

will invest $1.2 billion (AUD 1.7 billion) for devel-

opment of its natural gas tenements west of 

Wandoan to support gas production for the 

Queensland Curtis liquefied natural gas (LNG) 

project in Australia.

The investment, which follows receipt of Com-

monwealth and State Government environmental 

approvals, has been approved by QGC’s parent 

company BG Group and the joint venture 

partners.

BG Group’s share of the investment is within 

the Group’s previously disclosed capital expen-

diture program. QGC has a 73.75% interest in the 

relevant natural gas tenements.

The development, known as Charlie, involves 

the construction of 300–400 wells, a large field 

compression station, and associated pipelines 

and facilities that will feed into existing gas pro-

cessing and water infrastructure at Woleebee 

Creek. The works are part of the continuous de-

velopment of QGC’s tenements in the Surat Basin 

to sustain natural gas supply to both domestic 

customers and the two-train Queensland Curtis 

LNG (QCLNG) liquefaction plant on Curtis Island, 

near Gladstone. The QCLNG plant has delivered 

62 cargoes since first LNG production in Decem-

ber 2014.

SADDLEHORN, GRAND MESA COMBINE 

PROJECTS FOR DJ BASIN PIPELINE

Saddlehorn Pipeline Co. LLC is combining proj-

ects with Grand Mesa Pipeline LLC for the con-

struction of a 20-in. undivided-joint-interest pipe-

line that begins 20 miles north of Saddlehorn’s 

Platteville, CO, origin at a junction near Grand 

Mesa’s Lucerne, CO, origin. The pipeline will 

deliver various grades of crude oil from the DJ 

Basin to storage facilities in Cushing, OK.

As part of the undivided joint interest, Saddle-

horn and Grand Mesa will share in the costs for 

the pipeline, which is currently under construction. 

The initial capacity of the pipeline is expected to 

be 340,000 b/d, with Saddlehorn owning 190,000 

b/d of capacity and Grand Mesa owning 150,000 

b/d. Saddlehorn and Grand Mesa will be respon-

sible for their own commercial activities. Saddle-

horn has the option to expand the maximum 

capacity of the pipeline to more than 450,000 b/d 

at its sole discretion and cost. Grand Mesa will 

retain ownership of its previously acquired pipe-

line easements from Lucerne to Cushing for the 

potential future development of transportation 

projects involving petroleum commodities other 

than crude oil and condensate. With the consent 

and participation of Saddlehorn, the parties may 

consider future opportunities using these ease-

ments for projects involving the transportation 

of crude oil and condensate.

Saddlehorn will own origin points at Platteville 

(including one million barrels of storage) and Carr, 

CO, as well as the pipeline segment from Carr to 

the Lucerne junction. Grand Mesa will own origin 

points both at Lucerne and Riverside, CO, as well 

as the pipeline segment between Lucerne and 

Riverside. Saddlehorn is owned 40% by Magellan 

Midstream Partners LP, 40% by Plains All American 

Pipeline LP, and 20% by Anadarko Petroleum. 

Grand Mesa is owned 100% by NGL Energy Part-

ners LP.  

Magellan is serving as construction manager 

and operator. Saddlehorn expects to spend $650 

million for its share of the undivided-joint-interest 

pipeline and the additional assets it will own, 

compared to previous spending estimates of up 

to $950 million for a comparable project scope. 

When the pipeline is placed into service, oper-

ating costs will be allocated to Saddlehorn and 

Grand Mesa based on their proportionate own-

ership interest and throughput.
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MAHIN KHALID SIDDIQUI, GULF INTELLIGENCE, DUBAI

TRADING COMPANIES SHOULD NOTE THE CYCLICAL NATURE OF THE PETROLEUM INDUSTRY

Contango opportunities

THE ENERGY era has brought challenges and opportunities 
to the global oil and gas industry. For all stakeholders in the 
energy chain, this remains a critical and uncertain time, and 
adaptability has become vital.

As the US shale boom shows resilience and OPEC keeps 
its spigots at full flow, oil prices have halved to reach the $50 
glass ceiling. At the same time, oil supplies from the North 
Sea and West Africa have reached their peak from the last 
three years, while Russian nonchalance over a low price 
environment continues. Add to this the historic deal between 
Iran and the super powers concluded in June 2015 that is 
expected to add another two million barrels of crude to an 
overflowing energy market once sanctions are fully lifted. 

On the demand side, many worry about China. As the 
locus of world oil demand, a further oil spread is foreseen 
as Beijing slows down to 2% growth per year, according to 

the Wall Street Journal. As a consequence, August crude 
stocks climbed to about 2.7 million barrels, and Goldman 
Sachs estimates that crude supply will outstrip demand by 
two million barrels a day, warning of increasing pressure on 
global storage capacity. As winter approaches, refiners will 
have few options to find additional storage space for millions 
of barrels of oil flooding the global energy market.

For oil producers, these are tough times. But for traders, 
crude surplus provides them an opportunity to exploit con-
tango – a time when the price of a commodity in the present 
time is less than the price in the future.

In a cyclical industry, a contango market was previously 
witnessed in 2008 during the global recession as the dramatic 
economic downturn corresponded with a drop in oil prices. 
By the end of 2008, crude oil inventories reached a record 
high as oil fell to less than $38 per barrel and the difference 
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“For oil producers, these are tough times. But 
for traders, crude surplus provides them an 
opportunity to exploit contango – a time when the 
price of a commodity in the present time is less 
than the price in the future.” 

between long term and short term maintained the widest 
gap ever witnessed.

While the super-contango of 2008 is not seen in today’s 
market, it is still true that many other contango opportunities 
have emerged. In an interview in August, Vitol CEO Ian 
Taylor, who heads up the largest independent energy trading 
group, said there is mounting evidence of a futures market 
growing globally. 

Traders with access to physical onshore storage are keen 
to exploit the opportunity. According to Bloomberg News, 
the Caribbean island of St. Lucia and Africa’s Saldanha Bay 
are on the receiving end of oil bounty that provides substan-
tial profits to pro-active companies. Vitol has sent Nigerian 
crude to an onshore facility on Saldanha Bay on August 25 
while rival Glencore, not to be outdone, sent a medium-sized 
Everglade tanker full of North Sea crude to St. Lucia on 
September 9.

In the Middle East, around the same time last year, many 
worried about empty tanks and hollow storage vessels. Today 
the United Arab Emirates are undergoing aggressive expan-
sion as traders with access to physical oil storage scramble 
to profit from the great 2015 oil glut.

Vopak Horizon Fujairah – wholly owned by Emirates 
National Oil Company (ENOC) – has announced the seventh 
phase of an expansion plan that will see five new storage 
tanks installed for crude oil, with completion scheduled for 
the summer of 2016. Sharjah-based Gulf Petrochem has plans 
to spend $80 million, divided between Fujairah and East 
Africa. 

While expanding to exploit a contango opportunity in an 
era of low oil prices and high profits may be a smart business 
move, energy trading companies should take note of the 
cyclical nature of the petroleum industry. As storage tanks 
fill up and profits pour in, this is an ideal time for storage 
operators and trading companies with physical infrastructure 
to diversify cost effectively and aim to maintain a more di-
verse portfolio. Business models launched in times of steep 
oil prices can be revamped in an era of prolonged low prices 
to sustain the next price super cycle.

For some companies this could mean diversifying and 
modifying infrastructure to cater to more oil products. Market 
conditions in 2008 quickly turned into a backwardation 
market by 2011 – the opposite of contango where traders 
had empty stockpiles. However, diversification should be 
rational. For the Middle East’s Fujairah, it could mean con-
tinuing to build crude storage. However, other operators in 
the North might be well advised to cater to chemicals storage, 
and even expanding into the waste and recycling storage 
market.

A key investment opportunity for trading companies could 
be to supervise construction of flexible storage facilities. 
Facilities with the necessary infrastructure for storing and 
blending fuels will be regarded as more efficient and hence 
attract greater profits. More daring storage operators can 

take this a step further and create infrastructure for green 
fuels to ensure relevance in the sustainable energy sector. A 
typical lesson learned in this industry is to diversify one’s 
business or die.

Lastly, trading companies need to ensure that any expan-
sion plans come at a cost effective and efficient location. For 
example, the East Coast of England remains an ideal location 
for inland distribution of fuels through strategically developed 
transport links, while the Rhine River in Germany remains 
a strategic location in the heart of Europe with access to the 
major international ports at Antwerp, Rotterdam, and Am-
sterdam. Certain locations on the Baltic Sea also provide 
opportunities to play contango for a diverse range of products, 
including jet fuels, diesel, and fuel oils.

In the Middle East, Fujairah is the only UAE emirate sit-
uated outside the prone-to-conflict Strait of Hormuz on the 
Arabian Sea. While neighboring Oman is gearing up to in-
troduce Duqm’s crude park, Fujairah’s strategic location gives 
it a distinct geographical advantage for trading companies 
with well-developed infrastructure.

While this is obviously a hallelujah time for the trading 
community, expensive investments in the post-easy oil era 
should be made with caution. In these uncertain times, 
trading companies and storage operators that are looking 
to invest in infrastructure would do well to consider key 
locations with diverse portfolios if they want to survive and 
thrive in a distinctively Darwinian oil and gas industry. 
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THE BEHAVIOR of North American shale is a key 
driver for the balancing of the oil markets in the short 
term. Official results have proven the resiliency of shale 
in 2015 as production values continued to climb for 
the first half of the year despite the ~50% drop in the 
rig count. While production will decrease for the re-
mainder of the year, the drop is expected to be minimal 
due to the efficiency and shifts in operational 
approaches. 

Eagle Ford, Bakken, and Permian make up ~75% of 
the 2015 unconventional light oil production in the 
US. Figure 1 shows the 2015 quarterly light oil additions 
for the three plays. Eagle Ford production increased 
70 kbbl/d in the first quarter, but will experience the 
largest decline during the second half of the year as 
the main operators (Chesapeake, EOG Resources, and 
Marathon Oil) continue to decrease the rig count. 
Permian Midland’s oil production grew during the 
third quarter, driven mainly by Pioneer Natural Re-
sources, where the company doubled its rig count 
from April to October. Permian Delaware will have flat 
production for the rest of the year where the average 
rig count increased slightly at the end of the summer, 
but has since returned to the bottom level. Bakken 
production was positive in the third quarter, but will 
drop in the fourth quarter as the result of consistently 
lower rig counts takes effect. Overall, Rystad Energy 
expects to see a decline of ~3% in unconventional oil 
production from the three big plays from the peak in 
early summer to the end of the year. 

 One of the main drivers for the slow production 
decline is the development of the Drilled–yet–Un-
completed wells (see “Reexamining shale as a swing 
producer,” October OGFJ). Figure 2 compares the 
spud, completion, and startup time for horizontal 
wells in North America. From 2012 to the end of 2014, 
there was an average delay of four months between 
the spud and completion of wells. Since the end of 
2014, the trend shifted as operators began completing 
more wells than they spud. This indicates that the 
time between spud and completion should be a dy-
namic factor, and that the current rig count is not a 
good predictor of production. The relationship be-
tween completion and startup also changed in 2014, 
when the startup of wells followed the completion 
much closer. The result is wells coming online faster 
in 2014 compared to 2013. 

Eagle Ford, Bakken, and Permian
RYSTAD DETAILS OIL PRODUCTION FORECAST AS IT EXPECTS  

A MERE 3% DROP FROM PEAK TO EXIT 2015 

PER MAGNUS NYSVEEN AND LESLIE WEI, RYSTAD ENERGY

F1: QUARTERLY LIGHT OIL ADDITIONS FOR BAKKEN, 

EAGLE FORD, AND PERMIAN IN 2015

Source: Rystad Energy NASWellData and Rystad Energy analysis 
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F2: NUMBER OF SPUDDED, COMPLETED AND STARTUP

HORIZONTAL WELLS IN NORTH AMERICA

Source: Rystad Energy NASWellData 
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Spud Completion Startup 

 In addition to the number of wells put onto production each month, it is also 
important to consider the productivity of each well put online. Figure 3 shows the 
average EUR per well for the main shale plays by spud quarter. The EUR per well is 
estimated using the reported Initial production (IP), observed decline, and a play 
specific hyperbolic factor. Since 2012, EUR increased over 100% on average as opera-
tors tend to drill longer laterals, more completion stages, and increase proppant 
usage. The combined effects of these three factors have resulted in continuously 
higher EURs each quarter. Well results in 2015 increase even more as companies 
focus the lower rig count on the very best acreage. The EUR results of the latest 
wells are an important factor in predicting the monthly production forecasts.
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 Short-term forecasting is challenging, as there are 
many moving parts. A robust approach is to have a 
well-by-well model continuously refreshed with the 
latest official results and company reporting to capture 
all the dynamics in the industry (NASWellData). Based 
on such a model, Rystad Energy estimates that oil 
production from the US will only drop 3% from peak 
to exit 2015. 
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F3: AVERAGE OIL EUR PER HORIZONTAL OIL WELL BY STARTUP QUARTER

Source: Rystad Energy NASWellData 
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F1: PLAY PROSPECTIVITY MODEL OF PIMIENTA SHALE FORMATION

Source: SENER – www.energia.gob.mx 
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Mapping global shale potential

DIRECT EXTRACTION of oil and gas 
from the shale source rock is currently 
only actively developed in the Americas 
(United States, Canada, and Argentina).
However, other nations have the geo-
logical capabilities to develop shale 
resources too. Rystad Energy has stud-
ied the geology and economic condi-
tions for more than 200 known shale 
formations outside North America.

Rystad Energy has developed a GIS 
method to estimate the prospectivity 
throughout the shale play. This auto-
mated method does not attempt to 
replace expert geologic exploration 
research, but it provides a simplified 
GIS valuation model, which enables 
relative comparison of shale play acre-
age. It observes variation of geological 
parameters across the plays and deter-
mines zones, which are more prospec-
tive than others, using the proved anal-
ogies from North American shale plays. 
The GIS valuation model looks for 
optimal combinations of key geological 
parameters, such as play depth, thermal 
maturity and thickness, in order to 
identify play fairways.

The method is further briefly de-
scribed on Pimienta shale formation 
in the Tampico-Misantla Basin in Mex-
ico (Figure 1).

The depth of the play continuously 
increases from 860m below the surface 
in the center to 4,400m in the southeast 
part of the play. Based on analogies in 
North American shale plays, the ideal 
depth is in the range of 1,500-2,100m 
(~5,000-7,000 ft). An ideal depth range 
receives the highest score in the model. 
The score of shallower areas is lower 
because of possible low deliverability 
of the formation (lower formation pres-
sure), while deeper areas receive lower 
scores because the wells would become 
more expensive to drill.
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Another key geologic parameter is the thermal maturity 
of a play, indicated by vitrinite reflectance (%Ro). Scoring in 
the model is based on price differentiation of different hy-
drocarbon types. The wet gas/condensate (1.1-1.3 %Ro) 
window receives the highest score, followed by the oil (0.55-
1.1 %Ro) and dry gas (>1.3 %Ro) windows. Vitrinite reflectance 
of the Pimienta shale formation increases in the northeast 
to southwest direction with the gas window in the 
southwest.

The third input in the model is the play thickness, where 
scoring increases continuously with higher isopachs. Pimien-
ta shale formation is thickest in the central and southwest 
part with a maximum of 370m (~1,200 ft).

Total organic carbon (TOC) can be one of the multiple 
optional input parameters in the model. Similar to the play 
thickness, scoring increases continuously with higher TOC 
values.

The weighted overlay of these four scored inputs results 
in the final prospectivity map (see map inset 2 on Figure 3). 
The combination of the best scores of play depth, thermal 
maturity, thickness, and TOC determines the fairway of the 

F2:  PROSPECTIVITY MAP OF LONGMAXI SHALE

Source: Rystad Energy research 
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Pimienta shale formation, with highest prospectivity in the 
central and southwest part of the play together with small 
areas in the northwest extension. 

The described valuation method helps to uncover areas 
with higher or lower geologic potential for shale development. 
However, there are plenty of other geologic and non-geologic 
factors, which can determine the commerciality of uncon-
ventional production from shale plays. One such factor is 
topography, where hardly accessible mountain areas, or 
dense urban areas, may limit development activities signifi-
cantly. Figure 2 shows an example of Longmaxi shale in Si-
chuan Basin in China. Northeastern and western areas with 
relatively high prospectivity are located in mountainous 
terrain, which prioritizes the prospectivity trends just east 
of Chongqing city. 
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DON STOWERS, CHIEF EDITOR – OGFJ 
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US PRODUCTION IS DECLINING. NOW WE NEED OPEC TO STEP UP AND DO ITS PART

We need meaningful cuts from OPEC

OIL & GAS FINANCIAL JOURNAL:  John, as a research analyst, 

you have an ear to the ground and catch on to trends faster 

than most. What can you tell us about the direction in which 

the industry is headed? Is the current downturn mainly a 

supply-demand issue, or is there more to this than meets the 

eye?

JOHN WHITE:  Thank you for the opportunity, Don. Yes, it’s 
mainly been a situation caused by an oversupply of crude oil. 
The surge in US oil production of about three million barrels a 
day over the past couple of years caused by the emergence of 
the shale plays was the catalyst for Saudi Arabia to not cut 
production as it had done previously to help keep oil prices at 
higher levels. But, as many analysts have stated, the US shale 
oil companies are not the primary target of the Saudi oversupply 
strategy, and I agree with that.

Saudi Arabia’s issue here is mainly about its relationship 

with other OPEC countries that historically have done little 

to cut production when there is a supply-demand imbalance. 

The Saudis are not happy that they’re the ones who typically 

do most of the production cutting. For example, during the 

crash in oil prices during late 2008 and early 2009, OPEC 

EDITOR’S NOTE: OGFJ recently visited with John White, se-

nior research analyst in Roth Capital Partners’ Houston office. 

John is a member of OGFJ’s Editorial Advisory Board and is 

also a contributing editor. He is one of the top analysts cover-

ing the oil and gas sector, and we wanted to talk with him about 

the industry and any trends he is seeing. 
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agreed to cut 4.2 million barrels a day from the September 

2008 output of about 29 million barrels a day. The cuts were 

led by Saudi Arabia, which trimmed its production by nearly 

2 million barrels a day from 10 million to 8 million. Also, the 

Saudis want to pressure Russia to bear a portion of any even-

tual production cuts. Third, Saudi Arabia wants to gain as 

much market share as it can prior to the formal lifting of 

sanctions against Iran. Finally, the oversupply and lower prices 

are pressuring the US shale plays and slowing the growth of 

production.

Woven into this complex mosaic are the underlying geo-

political issues. The Saudi government is led by Sunni Muslims, 

while Russia provides economic and military backing to the 

Shiite-led Iranian government, which in turn provides benefits 

to the Alawite-led government of Syria. The Alawites follow 

a branch of the school of Shiite Islam. 

  If Saudi Arabia is having supply issues with other OPEC 

countries, what are those countries?

WHITE:  Iraq has ramped up its oil production significantly. 
According to the most recent OPEC report, Iraqi production for 
October was just over 4 million barrels a day, about a 750,000-bar-
rel-a-day increase compared to its average of 3.3 million barrels 
a day in 2014. Part of this surge in Iraqi production is from Kurd-
istan, which is exporting more than 500,000 barrels of oil a day. 
The Kurds have been very creative is getting their oil out of the 
country amid protests from the central government in Baghdad. 
They hired a veteran oil trader who had worked for Glencore to 
assist in executing trades, make shipping arrangements, and 
learning who they could work with. The Saudis also want Vene-
zuela and Nigeria to bear a good portion of eventual cuts.

One thing is clear – US production growth has slowed. It 

reached a high earlier this summer of about 9.7 million barrels 

a day and recently dropped to about 9.3 million barrels per 

day. The declines have been led by declines in the major shale 

plays. We are seeing production roll over in the Eagle Ford, 

Bakken, and the Niobrara, but not quite yet in the Permian, 

which was the last major basin where the industry began to 

use horizontal drilling and hydraulic fracturing completion 

technology. It will be interesting to see how all this plays out 

in 2016 with the sharply lower rig count and the high decline 

rates in shale production. The industry is truly in uncharted 

waters here because never before have we had about 3 million 

barrels per day of production from shale. 

On the demand side, people are watching the slowing of 

economic growth in China, which recently had a currency 

devaluation and several months of sub-50 PMI figures. China’s 

nearby trading partners have also suffered from slow economic 

growth with recent disappointing economic figures out of 

South Korea and Japan. 

  Commodity markets, historically, tend to be highly 

reactive to global events that might impact supply or demand. 

That doesn’t seem to be happening anymore. The Middle 

East, which is a huge supplier of oil and gas to overseas 

markets, is in turmoil with strife and political unrest through-

out the region. Given this situation, one would think that 

markets would be concerned about the continued availability 

of energy supplies – yet prices haven’t gone up. What is 

different today?  

WHITE:  I think part of it is the geography of where the oil fields 
are located. For instance, most Iraqi production is in the south-
ern region, which is a good distance away from the area in and 
around Baghdad and the border with Syria where ISIS has been 
active. There has been a revolution in Yemen, but that country 
is a minor oil exporter. Libya, in North Africa, has been an on-
again, off-again exporter. It has a capacity of about a million 
barrels a day of exports, but the loss of Libyan production has 
been offset by the surge in production from Iraq. With the 
amount of oil in storage and the current oversupply, the markets 
just don’t seem to be affected by the unrest. Now, if the strife 
were to spread to southern Iraq or to Saudi Arabia, the reaction 
would be drastically different.

  Oil prices have been on a roller coaster the past year, 

moving up and down with at least one apparent recovery in 

the spring, followed by a second downturn. Will prices con-

tinue to bounce around, mostly between $40 and $50? 

WHITE:  Not to be flippant, but we can expect a recovery when 
the market gets balanced. There are so many moving parts in 
the price equation. While we have declines in US production, 
we also have the worries about Iranian production coming back 
that will offset those declines. That’s a real wild card. The sanc-
tions have been in place for a number of years, and there is no 
credible information on what additional Iranian capacity might 
be in the near or intermediate term. 

  If the current downturn, which has already lasted more 

than a year, continues for another year or longer, as many 

analysts predict, how severe an impact will this have on shale 

development in North America and elsewhere?

WHITE:  Let’s look at the “elsewhere” first. Shale development 
requires a huge amount of well-established infrastructure in 
terms of drilling rigs, sophisticated downhole equipment, large 
amounts of readily available sand or proppants, and a lot of 
talented technical crews to execute these horizontal wells and 
to perform the fracking and completions. The US has the most 
intensive oil service industry in the world, and you just can’t 
find the same intensity of oil service equipment and operations 
in other countries. Of the other countries, Argentina is perhaps 
best suited for shale development. The Argentines have a major 
resource in the Vaca Muerta shale play, and Argentina is an 
established oil producer with good oil service infrastructure 
already in place. 

1512ogfj_25   25 12/2/15   10:52 AM

http://digital.ogfj.com/ogfj/december201512/TrackLink.action?pageName=25&exitLink=http%3A%2F%2FWWW.OGFJ.COM


26 WWW.OGFJ.COM   |   OIL & GAS FINANCIAL JOURNAL   DECEMBER 2015

INTERVIEW / JOHN M. WHITE OF ROTH CAPITAL PARTNERS

To answer the first part of your question, we’ve seen how 

resilient and how innovative American oil and gas companies 

can be when faced with the challenge of lower prices. They 

have reacted with creative technology, and we’re seeing a 

continuation of the themes of longer laterals, more sand, and 

more sophisticated drilling equipment in order to keep the 

drill bit in the right part of the shale while drilling the hori-

zontal portion. Companies have also been very creative on 

the production side in order to manage these decline rates. 

A good example is Earthstone Energy, which is experimenting 

with a managed choke-and-pressure production system. A 

lot of operators flow these shale wells flat out during the initial 

several months of production. Earthstone has reported good 

results in using smaller chokes flowing at lower rates, but 

with higher pressures over an extended period of time. 

  Where does Earthstone operate?

WHITE:  These wells are in their core Eagle Ford area.

  How has the offshore Gulf of Mexico been affected by 

the downturn?

WHITE:  The GoM has two parts, the shallow-water shelf and 
the deepwater. There are a relatively small number of players 
operating on the shelf. A decade ago, there were 12 to 15 pub-
licly-traded companies actively drilling on the shelf, offshore 
Louisiana and Texas. Today, my relative-value sheet has only 
four or five companies operating there, and several are very 
highly leveraged. It will be another fingers-crossed situation for 
the shelf GoM players. 

As for the deepwater, the reserve targets are very large and 

require very long lead times to develop. This is generally re-

garded as a province for the major oil companies. The price 

horizon for them is $35 to $40 oil for their deepwater projects. 

Because of the large reserve targets, I expect these to continue 

to move forward. These deepwater reservoirs are typically 

100 million barrels and higher. 

  I realize this is a difficult question to answer, but I’d 

like to pose it anyway. Do you see the industry recovering in 

a series of fits and starts, or will it come back in a steady 

upward trend? What factors into a recovery?

WHITE:  If demand growth holds pretty steady to recent levels 
and with US production rolling over, I think we’ll get closer to 
a balance in 2016. But if you look at previous industry downturns, 
what we really  need is a meaningful production cut from  OPEC.   
I think we’re going to continue to see Saudi Arabia put pressure 
on Venezuela, Iraq and Nigeria to bear their share of production 
cuts.  Relying on  natural declines to take care of an oversupply 
that’s between 1.2 and 1.6 million barrels a day will be a pro-
longed process. So, we’re going to need help on the demand 
side and we’re going to need more US declines in production, 

“US production growth has slowed. It reached 
a high this summer of about 9.7 million barrels 
a day and was recently about 9.3 million barrels 
per day. The declines have been led by the major 
shale plays. We are seeing production roll over 
in the Eagle Ford, Bakken, and the Niobrara, but 
not quite yet in the Permian.” – John White, Roth 
Capital Partners
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but what we’re really going to need is a cut from OPEC. I don’t 
see a really dramatic price increase absent some major geopo-
litical event.

  But aren’t things moving in the opposite direction? 

Iran is an OPEC country, and with the lifting of sanctions, 

that likely means that more OPEC production will be added 

to the global oil market – not less. 

WHITE:  Yes, and that is motivation for the Saudi strategy. 
Consensus opinion seems to be expecting increases from Iran 
in the range of 250,000 to 400,000 barrels a day during the first 
two quarters of 2016. A lot of people in the industry expect that 
will be offset by the declines in US onshore production. So that 
should roughly be a wash.

  Let’s talk about bankruptcies in the industry. We have 

seen quite a few overleveraged companies file for bankruptcy 

in 2015, and some bankruptcy attorneys I’ve spoken with 

expect this will increase next year. The longer the downturn 

lasts, the harder it will be for companies to avoid bankruptcy. 

What will be the significance of this? Will we see a lot more 

industry consolidation?

WHITE:  During the second half of 2015, we had a second crash 
in oil prices from when prices reached around $60 a barrel in 
June. Prices actually fell to about $38 for a couple of days in 
August. When we look back at the second half of 2015, I think 
we’ll characterize it as the “year of restructuring.” A lot of these 
highly levered E&P companies saw the low prices in the second 
half of 2015 and moved proactively to restructure their balance 
sheets, mainly addressing the senior unsecured notes. You’ve 
seen these companies work proactively with bond-holders to 
restructure the notes. There have been all kinds of swaps and 
exchanges taking place to the goal of extending maturities, 
reducing the actual amount of debt, and providing the oil 
companies more flexibility to continue to operate, and the 
bond-holders are cooperating. So this allows the company to 
avoid bankruptcy and buy some time for, hopefully, an eventual 
increase in crude oil prices. Some of these exchanges have in-
volved a reduction in the principal amount of the notes in ex-
change for some warrants or some common stock or some 
other sweeteners – higher coupons and the like so that both 
parties are happy with the trade. 

In my view, no company has been more proactive in man-

aging its balance sheet than Halcón. Halcón has a very expe-

rienced management team, and they have pulled every lever 

available to improve the balance sheet. They have swapped 

common stock for senior unsecured notes, and they’ve done 

a second lien note deal. And, I haven’t seen this in previous 

downturns, but we’ve seen the advent of third-lien notes. 

Halcón has swapped third-lien notes for a big chunk of its 

senior unsecured notes, and that’s taken about a net $500 

million of debt off the balance sheet. 

Also, during the yield-happy days of 2011, 2012, and 2013, 

we saw a number of companies issue preferred stock. A lot 

of the smaller companies have had to suspend dividends on 

their preferred stock because of the financial stress they’re 

under.  

  How big an impact will LNG exports have on the US 

natural gas industry? Will this be a game-changer?

WHITE:  I would term this as slightly favorable for the natural 
gas industry, but I wouldn’t call it a game-changer. Cheniere 
will make the first LNG shipment in January. However, the 
volumes of US natural gas planned to be shipped overseas as 
LNG just aren’t going to have a major impact on the industry 
in the near term.

  There have been efforts on the federal, state, and local 

levels to regulate hydraulic fracturing. Where do you think 

this is headed? Will we see more regulation next year and in 

coming years?

WHITE:  I think dealing with potential regulatory threats will 
be a bothersome issue for E&P companies, but I don’t see a 
long-term draconian setback. Federal authorities will continue 
to regulate drilling activity on federal lands. However, states 
traditionally regulate such activities on non-federal lands. As 
long as the states get the lion’s share of taxes from this activity, 
they will not allow local municipalities to take over this function. 
There is a mountain of legal precedent for the states to control 
drilling activities, and they are incentivized to support more oil 
and gas production.

  Were oil prices too high at $100 a barrel, and were they 

too low at $40 a barrel? Is there a price range that is best for 

both producers and consumers, and how do we reach that 

equilibrium?

WHITE:  We had three years of $100 oil, and that was sort of 
the result of a perfect storm where we had the Arab Spring, 
Libya went off-line, and we also had the Fukushima nuclear 
incident in Japan that resulted in the shutdown of all that 
country’s nuclear power plants. The Iranian sanctions also went 
into effect during that period. So these events on both the supply 
and demand sides came together at about the same time. During 
this time, the US oil industry got very innovative and productive 
and increased oil production by 3 million barrels a day, so that 
served as a catalyst to an oversupplied market.

We’re running a $62.50 case for 2016, and I think a lot of 

US onshore oil and gas companies that have acreage in the 

sweet spots of the shale plays can have very attractive returns 

in this price range. While that looks optimistic with today’s 

spot prices, the market can turn fast.  
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F1:  PROPORTION OF JV PROJECTS FACING OVERRUNS – 
BY OPERATOR TYPE
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F2:  RELATIONSHIP BETWEEN AVERAGE PROJECT SIZE AND NUMBER
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OUTLOOK REMAINS STRONG DESPITE ONGOING COST AND SCHEDULE OVERRUNS  

Joint ventures

JOINT VENTURES (JVS) CONTINUE to 
gain popularity in the global oil and gas 
sector. More companies are opting for these 
structures to manage ongoing capital con-
straints and, with commodity price recov-
ery very much uncertain, they will play a 
big role in funding capital projects in the 
year ahead. 

JV structures provide companies with 
the benefits of collaboration while distrib-
uting risk and maintaining corporate in-
dependence. In many ways, they have all 
the benefits of a merger or acquisition 
without the economic or political risk. They 
are also a favorable route to capital funding 
in the current market environment. EY 
analysis shows, however, that JVs are far 
more likely to experience cost and schedule 
overruns than their single-entity counter-
parts. In fact, of 333 oil and gas capital proj-
ects reviewed, 92% of JVs experienced cost 
and schedule overruns compared to 83% 
of non-JVs. 

JV projects can involve several partners; 
the larger the project, the greater the num-
ber of partners. These partners come in all 
different sizes. Analysis shows that com-
panies, often independents, use JVs to par-
ticipate in projects far above their own 
market capitalization. These characteristics 
do not necessarily predispose projects to 
cost and budget overruns but they do con-
tribute to their complexity. 

Several forces contribute to the downfall 
of JV structures. Errors in the planning stage 
are not the only areas that cause challenges. 
Companies often invest the most time and 
resources into pre-signature due diligence 
and fail to maintain oversight once the 
capital project is underway. While upfront 
planning is an essential component of JV 
success, the majority of problems take place 
throughout the project life cycle. 

The life cycle of projects — particularly 
megaprojects — can be upwards of 15 years. 
A lot can change in that amount of time. 
The drop in oil price is the most significant 
example of an unforeseen market event. 

These kinds of developments have the potential to significantly disrupt a JV. Individual 
company objectives or, in the case of this example, capital capabilities may change over 
the course of the project. JVs set up prior to the drop in oil price undoubtedly now include 
partners under financial stress. This can lead to further project delays or, in the worst 
instances, JV exits. This example underlines the need for companies to invest in alignment 
throughout the entire project while preparing for the risk of an exit. 

Critical areas that define success throughout JV planning, formation, operation and 
exit stages include:

JV structure 

The JV structure is the framework for capital project success. Failure to select and engage 
the right partners or to develop an adequate commercial structure is an immediate indi-
cator of trouble down the road. Strategy, culture, capability or priorities (as they relate to 
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joint activities) require particular compatibility between partners. 
Finding the right partner is a growing challenge. Companies must 
anticipate future market dynamics that may influence the JV. 

Alignment of goals and strategy

It is very common for JV partners to disagree on joint goals and 
strategies for the project and its activities. This results in disjointed 
planning and investment activities. Insufficient planning ultimately 
leads to a lack of preparation and disruption during the project life 
cycle. Companies must align and communicate goals and strategies 
in order to effectively address project needs. 

Mutual benefit and the development of trusting 

relationships

Failure to adequately align goals and strategy can damage trust 
between partners. When companies lack trust, effort is often du-
plicated and bureaucracy takes over. If two companies are aligned, 
however, trust develops and companies can avoid misunderstand-
ing within the JV team. 

Effective integration

Integration of the JV from day one operations is critical. Lack of 
integration can lead to immediate disruption. This is especially 
important in regions where relationships are not regulatory driven. 
Companies can avoid material damages to their projects by setting 
priorities that build trust between partners. This may include 
developing a joint cross-party business case, performing scenario 
planning to understand the likely decisions of each partner and 
investing in an external, independent assessment of key decisions 
and cash calls. 

Project/organizational leadership

Companies must dedicate the necessary time to jointly defining 
roles and responsibilities and appointing key personnel together. 
These individuals are tasked with managing all of the critical factors 
of operating a JV project. Ensuring the best possible resources are 
used to manage these relationships should be an ongoing 
consideration. 

Timing of exit

A partner may choose to leave a JV for a number of reasons but 
the timing is not always planned. It is not always possible to predict 
when market forces may take their toll on a company. Companies 
can, however, plan for the unknown. Alignment between partners 
on exit/sales strategy can reduce the impact of an exit and allow 
the remaining partners to increase value. 

Dispute resolution

Not all JV relationships end on good terms. Conflict or disagreement 
can arise between parties. Prioritizing investment into a dispute 
resolution agreement will allow companies to reach a resolution 
far more quickly without causing long-term damage to the rela-
tionship or the project. 

Over the last year, the global oil and gas industry has moved 

from a period of relative stability to one of high instability. JVs will 
remain an important structure to bring capital projects online in 
2016 as companies identify opportunities to pool capital and share 
risk. While research indicates that JVs have a higher probability of 
cost and schedule overruns, it also shows that they perform better 
on the extent of failure. For overrunning projects, completion costs 
were, on average, 107% above target for non-JVs and 84% above 
for JVs. That is good news. By undertaking the necessary steps to 
strengthen relationships and enhance project oversight, companies 
can bring projects across the finish line on budget and schedule. 
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F1:  CHANGE IN THE TOTAL AIM E&P MARKET CAPITALIZATION

AND BRENT SPOT PRICE SINCE JUNE 2014
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F2:  NORMALIZED CHANGE IN MARKET CAPITALIZATION OF

COMPANIES IN TOP AND BOTTOM DEBT QUARTILES SINCE JUNE 2014
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TOM FOX AND ADAM MITCHELL, STRATEGICFIT, LONDON

HOW HAS THE SECTOR REACTED TO THE FALL IN OIL PRICE?

UK small cap E&Ps

LONDON’S AIM MARKET is one of the 
key financial hubs for junior E&P com-
panies, with 89 currently listed on the 
exchange. This sub-section of the oil and 
gas industry is often overlooked and 
unbiased, in-depth research is scarce. 
What can we learn from how these com-
panies have been affected by the recent 
weakening in Brent crude price? We aim 
to answer three key questions.
• How have valuations been affected 

by the falling oil price?
• How has financial strength affected 

the response to low oil price?
• What could this mean for these com-

panies in the future?

HOW HAVE VALUATIONS BEEN 

AFFECTED BY THE FALLING OIL 

PRICE?

The UK AIM market has seen investors 
divest from junior energy companies as 
the Brent oil price has weakened. The 
total market capitalization has fallen by 
55%, losing $7 billion of value since June 
2014. 

Surprisingly, equity prices have only 
fallen in lock-step with the drop in Brent, 
despite the amplified effect on already 
fragile income streams. While in 2014 
70% of the 42 producing companies de-
livered positive operating cashflow, 2015 
could see this fall to below 10%. This is 
driven by the $45 difference in average 
oil price between 2014 and 2015.

HOW HAS FINANCIAL STRENGTH 

AFFECTED THE RESPONSE TO THE 

LOW PRICE?

Sustained high prices have allowed these 
smaller companies to raise debt finance 
(debt refers to the portion of liabilities 
which bear interest) over the past five 
years. While equity valuations were 
strong the ratio of debt to market capi-
talization (debt ratio) was low. The fall 
in share prices has raised the debt ratio 

which has weakened the group’s financial strength. The drying up of E&P financing 
has compounded this issue.  

Up until January 2015 companies with both high and low debt ratios suffered a 
similar decline. Since the New Year there has been a more pronounced dip in the 
value of companies with a high ratio. The widespread acceptance that there would 
not be a v-shaped recovery in oil price may have triggered this. 

The price of crude recovered across Q1 and Q2 2015 but then dipped back to $50/
bbl. This may have quashed hopes of a quick recovery. Investors are likely reacting 
to the reality that it is much harder for these companies to service their debts in a 
low oil price world, and M&A hasn’t yet been forthcoming. 
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F3: DEBT MATRIX SHOWING DETERIORATING FINANCIAL HEALTH OF E&P COMPANIES DURING OIL PRICE SLUMP
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Indus Gas 328.0

Ithaca 298.3

Petroceltic 154.3

Xcite Energy 100.2

IGas Energy 95.1

Circle Oil 43.6

Nighthawk 34.9

Frontera Resources 34.5

Empyrean 28.1

Jupiter Energy 21.3

Trinity 11.0

Gulfsands Peetroleum 7.4

Edge Res 5.9

Jubilant Energy 3.5

Ascent Resources 2.5

Caza Oil & Gas 1.9

Healthy debt ratio Moderate debt ratio Concerning debt ratio

Analyzing 2015 interim results indicates that hedging only 
supported prices by more than $10/boe for one company. The 
average revenue per barrel was $50/boe, across the companies 
which have released results (excluding those which produce 
solely gas), showing that the expiry of hedges is not a factor in 
the divergence of valuation.

WHAT COULD THIS MEAN FOR THESE COMPANIES 

GOING FORWARD?

This has put a strain on the balance sheets of many companies. 
The number with a moderate debt position (debt ratio greater 
than 40% but less than 100%) has increased by a third while 
the number of companies with a concerning debt position 
(debt ratio greater than 100%) has quadrupled. A major question 
for this group is whether signs of a sustained recovery will 
cause a spur in corporate action? 

Five companies have been taken over or sold the entirety 
of their assets in the period examined. But larger independents 
may have been too preoccupied with shoring up their own 
cashflow to take advantage of low valuations. Could this mean 
a race to acquire undervalued smaller players on a market 
rebound?

Despite the fall in the valuation of these junior companies 
there does not seem to have been much consolidation - yet. A 
first mover in M&A would have a lot of scope to take advantage 
of this situation. In the recent past (1998-2000), sustained low 

prices saw a wave of M&A across both small and large players. 
There are many different ways to analyze these companies; 
market valuation, their asset portfolios and their financial 
positions. However, investors seem to be overwhelmingly driven 
by sentiment around the price of crude at the moment. Does 
this mean for the right buyer some portfolios represent par-
ticularly good value? Our first step to finding that value is to 
analyze and identify potentially attractive companies using a 
database which covers the whole of AIM E&P. 
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TAX CONSEQUENCES IN OIL AND GAS RESTRUCTURINGS 

Hidden tax dangers

AS OIL AND GAS PRICES continue to languish, some up-
stream, midstream and oilfield services companies have been 
forced to consider restructuring their debt, out of court or 
through the bankruptcy process. While a successful restruc-
turing can increase liquidity and eliminate disputes with 
creditors, the unwary debtor or its investors can have signif-
icant negative tax consequences. 

Two significant federal income tax consequences that often 
result from restructuring transactions are the recognition of 
cancellation of debt income (“CODI”) and the limitation of 
available net operating losses (“NOLs”). CODI generally arises 
when a taxpayer settles a debt claim for less than the amount 
due. It is taxable income recognized by the debtor which is 
not related to the immediate receipt of cash or liquid assets 
which can be used to pay the resulting cash tax liability. The 
rationale for the recognition of CODI generally is, when a 

taxpayer increases its assets by an amount borrowed, no 
taxable income is recognized because such asset is offset with 
the related liability and there is no net increase in the taxpayer’s 
wealth. However, if the debt is released through a payment of 
less than the amount borrowed, the resulting net increase in 
assets is treated as taxable income.  The federal tax law pro-
vides certain exemptions from the current recognition of 
CODI, including exemptions when the debtor is insolvent or 
in bankruptcy. 

NOLs are net losses of a corporation that can be carried 
back or carried forward, to offset taxable income in years prior 
to, or after, the year they were incurred, reducing cash tax 
liability in those years. Accordingly, corporations experiencing 
losses attributable to the drop in oil prices are generating a 
tax asset in the form of NOLs that will reduce their cash taxes 
in the future when they generate income. Preserving the ability 
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to utilize those NOLs is important to building future liquidity. 
Certain restructuring transactions can severely limit a debtor 
corporation’s ability to utilize its remaining NOLs. Thus, with-
out careful tax planning, restructuring transactions can cause 
corporations to inadvertently lose much of the value of their 
unutilized losses, raising cash tax liability in future years.

RENEGOTIATION OF THE TERMS OF EXISTING DEBT

The simplest way to relieve the pressure of existing debt service 
obligations often is to renegotiate the terms of the debt. The 
debtor and creditor can agree to extend the maturity, defer 
interest payments or make the covenants less onerous. Though 
not intuitive to many debtors, for federal income tax purposes, 
a negotiated reduction in the principal amount of the debt 
generally will result in CODI. In addition, the aggregate changes 
to the terms of a debt obligation can be deemed to constitute 
an exchange of “old debt” for “new debt” for federal income 
tax purposes, which also may result in CODI.

If the modifications, in the aggregate, are determined to 
constitute a “significant modification” of the debt, the debtor 
will be treated as satisfying the old debt with new debt. If the 
old debt or the new debt is publicly traded, and the fair market 
value of the new debt is below its face amount, the principal 
amount of the old debt could be treated as satisfied with the 
fair market value of the new debt.  The result is that the debtor 
may realize CODI equal to the excess of the principal amount 
of the old debt over the fair market value of the new debt.

DISPOSITION OF ASSETS IN SATISFACTION OF DEBT

When creditors, lenders or distressed debt investors are willing 
to accept assets in exchange for their claims, they can offer 
their debt claim in exchange for the assets, or credit bid for 
the assets. If the debt is non-recourse debt, the transaction is 
treated as a sale of the property for the amount of the debt.  
As a result, the debtor recognizes gain or loss equal to the 
difference between the amount of the debt and the tax basis 
of the property. If, however, the debt is recourse debt, the 
debtor is treated as selling the property for its fair market 
value, resulting in gain or loss, and satisfying the debt for the 
fair market value of such property. The excess of the amount 
of the debt discharged over the fair market value of the property 
is CODI.  As discussed below, debtors that are insolvent or in 
bankruptcy may prefer to recognize CODI rather than gain 
on the sale of the assets because there are exceptions that 
allow the debtor to avoid current recognition of CODI. 

Tax planning such as negotiating the discharge of a portion 
of the debt prior to the exchange of assets for the remainder 
of the debt, or converting the debt from nonrecourse to re-
course can increase the amount of CODI recognized and reduce 
the taxable income resulting from the transaction. However, 
careful planning is necessary for these transactions to be 
respected and not disregarded for federal income tax 
purposes.   

EXCHANGES OF DEBT FOR EQUITY

Often, when the debtor is seeking to reduce its debt service 
costs without a current cash expenditure, it will offer creditors 
the opportunity to convert their debt into equity.  While these 
exchanges can be achieved in transactions that are not taxable 
to the creditor, they can result in CODI to the debtor. Generally, 
when a creditor exchanges debt for equity, the debtor recog-
nizes CODI equal to the excess of the amount of the debt 
discharged and the fair market value of the equity received in 
exchange. Such CODI can be significant when the debtor is 
highly leveraged and the equity value is low.

EXCEPTIONS TO CURRENT RECOGNITION OF CODI

The federal income tax law provides that, if a debtor is insol-
vent, it can exclude CODI from its taxable income to the extent 
to which it is insolvent. A debtor is insolvent to the extent its 
liabilities exceed the fair market value of its assets immediately 
before the debt discharge. However, debtors must evaluate all 
relevant authority in making this determination, as certain 
liabilities are excluded and assets of the taxpayer are broadly 
defined, which may limit the availability of the exemption. A 
critical aspect of this exemption is, when the debtor is a part-
nership, or a limited liability company (“LLC”) treated as a 
partnership for federal income tax purposes, the exemption 
applies at the partner or member level.  Thus, even if the 
partnership or LLC is insolvent, the partner or member allo-
cated income of the partnership often is not, making the 
exemption unavailable with respect to the CODI allocated to 
such partner or member.

There also is an exemption from recognition of CODI avail-
able for entities in bankruptcy. Generally, a debtor in bank-
ruptcy may exclude all CODI from current taxable income, so 
the exemption is much broader than the insolvency exemption. 
Like the insolvency exemption, however, when the debtor is 
a partnership, or an LLC treated as a partnership for federal 
income tax purposes, the exemption applies at the partner or 
member level. So, if the partner or member is not, itself, in 
bankruptcy, it cannot utilize the exemption with respect to 
CODI of the partnership or LLC allocated to it.

While these exemptions may allow taxpayers to avoid 
current cash tax liability, there is a cost to the taxpayer. The 
amount of CODI excluded from taxable income must be ap-
plied to reduce the taxpayer’s tax attributes, in a specified 
order. Generally, the taxpayer reduces its NOLs, tax credits, 
and basis in its assets. Accordingly, the taxpayer’s future taxable 
income will be increased as a result of the reduction in favor-
able tax attributes. The debtor, or its partner or member, can 
elect to apply the CODI exemption first to reduce taxable basis 
in its assets. Such alternative may be advantageous if such 
assets are not expected to be sold for an extended period of 
time or have long depreciable lives, as the detriment of the 
reduced basis will have less impact in the short term. Careful 
tax planning is necessary to optimize the results of the CODI 
exclusions. 
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POTENTIAL LOSS OF NOLS

To prevent corporations from acquiring other corporations 
primarily to obtain the value of their NOLs, and not for any 
other valid business purpose, the tax law significantly limits 
a corporation’s ability to utilize its NOLs after an ownership 
change. The rules for determining when an ownership change 
has occurred are extremely complex, but, generally, an own-
ership change occurs when there is a change in ownership of 
the corporation’s stock aggregating more than 50 percentage 
points over a three-year period. Stock offerings, issuances of 
equity in exchange for debt, conversions, redemptions and 
recapitalizations all are counted for this purpose. Upon an 
ownership change, the annual limitation on the use of the 
existing NOLs generally is equal to the product of the value 
of the old loss corporation’s stock immediately prior to the 
ownership change, multiplied by the long-term tax-exempt 
rate, which currently is about 2.6%. Accordingly, for example, 
a corporation with an equity value of $100 million that expe-
riences an ownership change upon the conversion of debt to 
equity could utilize no more than $2.6M of NOLs per year, 
until those NOLs expire.

However, if the debtor corporation is in bankruptcy, there 
are special exceptions to these rules.  The primary exception 

is that, if the debtor corporation is in bankruptcy, and the 
shareholders and creditors of the old loss corporation own at 
least 50% of the stock of the corporation after such ownership 
change, the annual limitation on NOLs will not apply.  However, 
the NOLs are reduced by the last three years of interest de-
ductions on the debt converted to equity.  

Accordingly, if a debtor corporation is contemplating trans-
actions that could trigger an ownership change, it must con-
sider the lost value from a limitation on NOLs, particularly if 
the debtor has significant NOLs, currently has a low equity 
valuation, and anticipates recognizing taxable income shortly 
after the ownership change. Careful planning can help the 
debtor maximize the value of its NOLs when an ownership 
change is anticipated.  

CONCLUSION

Clearly, when negotiating the settlement of debt of a corpo-
ration or partnership, it is critical to evaluate the federal in-
come tax consequences to avoid or minimize the recognition 
of CODI when the debtor or its partners or members may 
have limited liquidity to pay the resulting cash tax liability. 
Further, with respect to corporations that have suffered tax 
losses for multiple years, the corporation’s NOL may be one 
of its most valuable assets. Ignoring the tax consequences of 
restructuring transactions can result in the unintended loss 
of that tax asset. Sophisticated tax advisors working closely 
with finance and bankruptcy attorneys and financial advisors 
can mitigate the potential negative tax consequences to the 
debtor, including reducing CODI and protecting losses.   
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OPTIMIZATION OF DIGITAL ASSETS IS CRITICAL FOR MAXIMIZING PERFORMANCE

Staying competitive in a down market

A YEAR SINCE the price of oil first began to drop, and many 
years on since the stagnation of natural gas prices in North 
America, the oil and gas industry is reeling from the effects, 
with many firms in a tremulous position. One defining charac-
teristic of those that remain competitive originates from the 
ability to maximize their creation and utilization of digital 
assets.  

“Digital” is a broad term and includes information and data 
streaming from sensors, telecommunication networks, robotics, 
and other sources that, when coupled with advanced compu-
tational power and massive amounts of storage, provides the 
capability to perform predictive modelling and analytics. This 
can, in turn, create intuitive and powerful visualizations of 
information for consumption by any number of operators, 
decision makers, engineers, or external customers, such as 
investors and regulators. The integration of these components 

and capabilities provides the ability to make smarter decisions 
faster, more effectively allocate scarce resources, and improve 
the efficiency of operational capabilities.  

A digital strategy that sets a foundation on which technologies 
can be brought to bear that drives a positive end user experience, 
and enhances and supplements the instincts and knowledge 
of staff (whether in the field or office), can provide a very com-
pelling competitive advantage.  

This article explores: 
• Barriers to a digital transformation within the industry
• Strategies to identify gaps in operations where digital can 

provide improvements
• Examples of specific areas where the industry is shifting 

to digital 
• How organizations in the industry can get started on a digital 

transformation
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F1: BLOCKERS OF DIGITAL TRANSFORMATION
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F2: COMPONENTS OF AN AGILE ENVIRONMENT
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BARRIERS TO SUCCESSFUL  

DIGITAL TRANSFORMATION 

Many might be quick to think that technological constraints 
present the biggest impediment to adoption of digital trans-
formation within the oil and gas industry. The technology, 
however, does not pose the biggest challenge; the adoption 
of the mindset and the shifting of culture to digital within 
the industry present the biggest impediment to digital adop-
tion. This manifests itself in the following ways (See Figure 
1): 
• Behaviors of firms during the many boom-bust cycles in 

the industry, 
• The siloed organizational structures built into many or-

ganizations in the industry,
• The hands-on and labor-intensive approach to operational 

delivery, 
• The regulatory environment, 
• A mentality in the industry that rejects ideas and ap-

proaches that are successful in other industries as not 
applicable to the oil and gas environment.

IMPLICATIONS OF BOOM-BUST CYCLE  

As the current depressed commodity prices reveal, the in-
dustry has seen its share of boom and bust times, and this 
will likely be the prevailing norm for many years to 
come. When the boom times are in, the pace of business 
moves quickly and the margins are wide enough that many 
issues find resolution through ramping up staff and contrac-
tors, rather than through digital innovation. Oil and gas 
companies often find it easier and faster to add “bodies” to 
a problem than to transform to a digital mindset.  

The inflection point from boom to bust typically occurs 
at a sharp transition point where the corporate focus shifts 
to cost reduction. This typically occurs through selling assets 
that drag on a company’s balance sheet and reducing labor 
expenses. This prevailing cycle leaves little motivation, and 
little room, for making drastic changes to the existing cultural 
norms and ways of working.  

SILOED ORGANIZATIONAL STRUCTURES 

Additionally, most oil and gas companies were built on op-
erating models that support rigorous engineering processes 
that follow a more traditional “waterfall” lifecycle model. 
This has enabled the development of technologies that are 
deemed safe and reliable to manage operations, but has also 
created significant siloes within the organizational structure. 
In many cases, this results in capital projects and technologies 
being tossed over the fence to an operational organization 
not ready or equipped to operate them.  

In digital, the environment takes on an agile mentality, 
which provides a striking contrast to the cultural norms 
designed into many organizations. Figure 2 provides a look 
at some of the characteristics of an agile environment. 

THE HUMAN ELEMENT

Another impediment to digital transformation stems not from 
the nominal operations that oil and gas companies perform, but 
the off-nominal situations that occur and require the innate human 
element and judgment to process and act upon. The oil and gas 
industry has long relied on individuals building their own personal 
expertise over the course of their career. Baby-boomers, in par-
ticular, possess a great deal of industry “know-how,” and companies 
will need a way to transfer that knowledge to younger generations 
before the wave of retirements currently in progress is 
complete.  

While massive data streams exist from the component tech-
nology that extracts and processes hydrocarbons, a human element 
still exists that must be ever present in any digital transformation. 
The immediate value proposition for moving to a digital world 
comes from being able to move from providing staff not just with 
data, but with reliable information, presented in a clear and ac-
tionable way, that they can take action upon. The significant 
potential to reduce risk, increase value delivered, and improve 
competitive advantage exists for those willing to make the leap 
of understanding required to embrace a digital transformation.  
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F3: DIGITAL TRANSFORMATION
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REGULATORY ENVIRONMENT

Additional impediments to undergoing a digital transformation 
come from fact that the industry must deliver their operations 
in a manner that complies with many governmental regulations. 
This has slowed adoption of digital technologies in the past, 
because of a mindset in the industry that compliance and in-
novation cannot go hand-in-hand. However, this should not 
inhibit digital transformation. 

 By embracing the digital world, it becomes possible to move 
from a data collection and analysis effort focused on regulation 
to one focused on achieving the best business results where 
regulation comprises but one component. As a corollary, com-
panies may find that they have the ability to help shape the 

regulatory environment by producing insights from their data.

BUSINESS OPTIMIZATION

Finally, the oil and gas industry lags well behind other industries 
in the adoption of digital for driving business optimization. 
While many of the challenges ripe for digital innovation may 
be very unique to the industry, the approaches to come about 
with those innovations are not. Look to the retail industry and 
simply replace “customer” with “operator/driller/mechanic/
technician/geologist/engineer,” and you will see a pattern emerge 
that centers around the end-user experience that truly drives 
digital innovation.

GAPS IN OIL AND GAS OPERATIONS  

WHERE DIGITAL CAN HELP

Making a digital transformation consists of much more than 
bringing in new technologies and expecting your business to 
realize a step-change. The complete shift in company mindset, 
organizational structure, and the way you conduct business 
makes the human element critical to successful digital trans-
formation (See Figure 3).

Two activities must occur to navigate these shits, identify 
gaps, and plan for closing those gaps to create a fit-for-purpose 
digital transformation relevant to an organization’s business 
environment and corporate culture:
1. Define where you are and where you want to be: Assess your 

organization and its readiness for transforming to a digital 
mindset.

2. Know how to get where you’re going: Map the journey your 
organization and your stakeholders will undergo to achieve 
your desired state of digital adoption.
Setting a clear vision through the two activities above may 

require a look at the current state of your organization today. 
Major areas to look for gaps that can have the greatest impact 
to your business and field operations consist of:
• Domains of core data and information that influence the 

execution of decision making processes.
• Key integrating process that span more than one business 

function or business unit.
• Processes/Operations where the timeliness of decision or 

reaction to new information is important to safety and/or 
business performance.

• Areas where major streams of data are already available, 
but the ability to understand or react to those data streams 
requires both a significant investment in labor, and ingrained 
knowledge that can only be developed through years of 
experience.
Uncovering these areas and understanding how they work 

form a large majority of the information used for critical decision 
making at both the corporate and field operations level.  Deci-
sion-makers often want information, yet the underlying systems 
and data management capabilities do not enable this in a timely, 
accurate, and reliably consistent manner. The gaps that create 
these issues tend to focus around three areas: 
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F5: CURRENT IMPACTS OF DIGITAL TECHNOLOGY IN OIL & GAS
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• Poor data management,
• Existing processes/workflows are not 

integrated,
• The ability to present information in 

context is not available.
Resolving issues in the critical deci-

sion-making path can generate signifi-
cant return from going digital in a rela-
tively short period of time. Figure 4 
summarizes the key areas to assess for 
gaps when determining readiness for and 
executing a digital transformation.

These gaps may seem insurmountable 
to organizations where past initiatives 
attempted to drive major systems inte-
gration and reporting solutions failed to 
deliver value. However, look further and 
it may become evident that those initia-
tives focused on a purely technology-driv-
en solution, without the benefit of a shift 
in company mindset or organizational 
culture. While digital transformation at 
the core consists of bringing technology 
to bear in order to gain a competitive 
advantage, the organization that avoids 
a wider conversation about how the com-
pany must change will most likely fail on 
its journey.

AREAS AND TRENDS WHERE 

INDUSTRY  

IS SHIFTING TOWARDS DIGITAL

The leading edge companies, especially 
in upstream and oilfield services, already 
have a significant head start in digital 
transformation from the perspective of 
drilling and extraction technology. Over 
the past several years, the industry has 
worked at improving on existing tech-
nologies, which includes the incorpora-
tion of sensors into much of the equip-
ment used by the industry.  Many 
companies have dabbled in initiatives to 
further exploit the data streams and dig-
ital technologies, yet many of these never 
went beyond a pilot-phase, or only re-
sulted in minimal changes to the way 
things were done. 

BUILDING INDUSTRY MOMENTUM

Through the many successful (and failed) 
digital initiatives and pilot programs, 
digital technologies have become perva-
sive in the industry where they find use 

tackling tough problems that have seemed overwhelming in the past. These include 
tough questions such as:
• What would happen if the drilling manager were given real-time recommendations 

to optimize his workover schedule and rig movements?  
• How would the industry change if scenarios for pump changes, injection rate 

modifications, or completion parameters were available with predicted ROI and 
expected reservoir response? 

• What if a reservoir manager were able to accurately predict when sand was going 
to enter the well and take preventative action to avoid it? 

• What if autonomous vehicles were able to detect anomalies along remote sections 
of pipeline and raise appropriate work orders to drive remediation and avoid a loss 
of containment?

• What if a pump could monitor its vibration frequency, determine that its bearings 
were wearing out, and raise a requisition to order additional bearings and a service 
request to replace them in advance of failure?

• What if an organization could leverage 50 years of well history across multiple cor-
porate divisions to determine if and how to re-enter the well for further production 
in a more efficient manner than ever before?
These are not science fiction scenarios in the industry; they represent the appli-

cation of digital technologies in various forms of use today. In fact, there exist a number 
of areas where digital has found a foothold, as illustrated in Figure 5.

A key question to ask is: why are these digital applications not pervasive and 
spreading to other processes within the industry? On the upstream side, the risk in-
herent in the work performed and the want of human interaction/intervention to 
provide operational assurance remains a very strong driver. 

On the downstream side, it has been a numbers game, where the investment in 
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F6: TWO BASIC APPROACHES TO PUTTING DIGITAL
       TRANSFORMATION IN MOTION

Small project wins will 
help showcase the value 
of digital, earn buy-in 
from the rest of the 
company, and build 
momentum to organically 
expand the program.

Set up a new company 
with separate governance 
and procedures, build out 
autonomous, cross-
functional teams, and 
allow them to reinvent the 
stakeholder experience. 

Start with one project Project Greenfield

this technology hasn’t necessarily been aligned with a clear 
market or margin potential. For midstream, there hasn’t been 
a significant carrot for advancement. However, recent safety 
and environmental incidents may change that notion. 

COMPETITIVE PRESSURES

Some of the larger oilfield equipment and service companies 
are driving the digital transformation faster than other areas 
within the industry. This advance comes from competitive 
pressures where companies have seen digital technologies as 
a differentiator when competing, and in some cases, E&P op-
erators have begun choosing to work with the firms that bring 
a robust digital suite with them. For these companies, they are 
seeing the direct impact digital has on their bottom line. 

Many vendors and service providers across the oil and gas 
value chain are at work building the equipment, tools, software, 
and infrastructure necessary to aggregate data for the upstream, 
midstream, and downstream operators. Massive streams of 
data available to the industry 
from drilling and completion 
activities; production, processing 
and refining equipment; and in-
spection work exists without a 
sound capability to convert this 
increasingly large volume of data 
into actionable information. 

Capturing this in data struc-
tures and systems, with integrity, 
and transforming it into relevant, 
timely, and actionable informa-
tion is the promise of digital. In 
fact, there is a wave of recent 
investments in oil and gas digital 
technologies from a very different area: Silicon Valley.  According 
to Bloomberg, industry startups have attracted over $155 million 
in investments in the last year alone. Many investors see the 
slump in oil prices as the time for companies to make an in-
vestment in technologies that will improve overall company 
performance.

HOW TO IMPLEMENT A MORE ROBUST DIGITAL 

PLATFORM

Making the decision to embrace a digital transformation is 
difficult. However, operators across the industry must embrace 
digital. Those that do will gain more than a tactical advantage, 
and those that don’t may begin to lose out.

  For example, imagine the competitive advantage you would 
have over other operators if you knew the complete history of 
a well that you were considering re-investing in within hours 
instead of weeks or even longer, and individuals from the geol-
ogist to the production revenue accountant could have access 
to that information in perpetuity.

Imagine a world in which your organization was able to 
harness and apply even a subset of the capabilities described 

earlier across your planning, investment, engineering, and field 
operations. Digital provides a true game-changer, but, the or-
ganization must be ready to adapt in order to truly make a 
digital transformation. Figure 6 describes two basic approaches 
to putting a digital transformation in motion.

THE DYNAMIC PROCESS

The prospect of ushering your company into the digital age can 
seem overwhelming. Companies must realize that you will not 
overhaul your entire organization within a few months. Instead, 
try to view digital transformation as a dynamic process in which 
you make iterative changes that require a smaller investment 
(and produce faster results) each time that build upon one 
another much like compound interest builds slowly at first and 
then faster over time. 

 When implementing changes across an organization, starting 
with a simple digital foundation that allows you to do something 
basic on the digital platform, and then expand, provides a good 

starting point. Then, you can 
make smaller, iterative changes. 
Existing models of delivering 
technology at many companies 
in the industry will not work. 
Taking two years to roll out a 
new platform and then discov-
ering that it doesn’t work will 
devastate any digital transfor-
mation. But when you release 
small changes every few weeks, 
the occasional failure is tolerable 
and provides unparalleled learn-
ing opportunities.

THE GREENFIELD APPROACH

Other organizations may need to look to a Greenfield approach. 
Rather than retrofit the organization for digital with piecemeal 
projects, the goal of a Greenfield exercise is to start from ground 
zero. Set up a new company with separate governance and 
procedures; build autonomous, cross-functional teams; and 
allow them to reinvent the stakeholder experience from the 
ground up by asking, “If we could start fresh, without any of the 
baggage of our current organization, what would that look like?”

EXECUTING YOUR DIGITAL TRANSFORMATION

So, how do you make digital transformation a reality for your 
organization?  This process of transformation should follow a 
proven roadmap with dedicated program membership. Figure 
7 provides a high-level process for charting the digital waters.

DELIVERING VALUE

The digital shift will fundamentally change how your organi-
zation views and processes information.  Users will access in-
formation from any device with a consistent user experience. 
They will view content aggregated from a variety of sources, 
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F7: EXECUTING YOUR DIGITAL TRANSFORMATION

Assess

• Consider how the company would be performing if it were a   
 best-in-class digital organization and use that as a benchmark
 for success.
• Assess several areas to see where the company falls short and   
 provide recommendations and develop solutions along the way.

• Define who your stakeholders are and where and how they’re
 engaging with you.
• Map the journey of each stakeholder and look beyond the
 transactional elements to each point in the value chain where
 that stakeholder is engaged.
• Continuously map and evolve this definition as it will change
 as the market changes.

• Take a top-down approach to change.
• Don’t just bring in a single leader. Bring innovative ideas and
 expect success.
• Leadership must be fully engaged, bought-in, and able to
 communicate the benefits. From there, you must build the
 organization to manage the initiative.

• Work toward becoming an agile organization or your company
 won’t be able to keep up with the rapid pace of digital.
• Focus on your stake holders, put in the correct frameworks to   
 implement new initiatives quickly, and build a culture that
 enables innovation.

• Understand your dependencies for success.
• Ensure that the capacity is available for what you need to accomplish.
• Ensure that your employees have the education and skillsets
 to deliver.
• Improve governance and processes to drive transformation.

Map

Align

Build

Remove

ensuring that the information is complete 
and accurate.  This creates a significant 
change challenge for any organization, 
however, the benefits of this transition 
far outweigh the costs in terms of:
• Higher quality information leading to 

better decision making,
• Better information transparency 

where and when it is needed,
• Creation of a seamless experience for 

business users,
• Decreased cycle times for business 

process execution,
• Greater knowledge capture and shar-

ing to support employees,
• More accurate and effective commu-

nications with stakeholders.
These outcomes all create value and 

enable faster attainment of business, 
operational, and safety excellence 
throughout an organization.

MAKING THE TRANSITION

Making the leap to digital represents a 
significant change for the oil and gas in-
dustry in general.  The capture, integra-
tion, and dissemination of data to users 
empowered to make complex decisions 
in real time presents a daunting chal-
lenge. The volumes of data for newer 
systems and monitoring tools can often 
seem too complex and difficult to work 
with unless there are strong data man-
agement practices in place that extend 
to the technology used and how the data 
is aggregated into actionable informa-
tion. Additionally, the challenges of mov-
ing an organization to a posture that is 
ready for digital transformation presents 
a significant challenge that can create 
difficulty in gaining buy-in within the 
leadership of an organization. For this 
reason, digital must be a transformation 
drive with backing from the highest levels 
of the organization. 

As technology adoption and the tran-
sition to a digital world begins to take 
form, the operators that take advantage 
of the efficiencies provided by digital 
transformation can work to stabilize their 
workforce, solidify their capital base 
through each industry cycle, and better 
position themselves to make informed 
decisions on how to best navigate the 

economic environment. We predict that those companies that choose to operate in 
alignment with a digital world will come out on top over organizations that eschew 
digital transformation over the course of the many cycles that will follow in the in-
dustry. 
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WHAT WE KNOW ABOUT THE IPC AND THE 2016 LICENSING ROUND

Is Iran worth the risk?

MORE THAN 80% of known hydrocarbon reserves worldwide 
are controlled by state oil companies. To satisfy shareholders 
and keep the reserves life index (RLI) high, international oil 
companies (IOCs) and independents have to diversify their 
portfolios with unconventional assets, which naturally demands 
bringing in a mix of barrels with higher capital intensity, finding 
and development costs (F&D), and operational expenditures. 

Iran’s low capital expenditures (Capex) and operational ex-
penditures (Opex) barrels are deemed to be a relief in the current 
low price environment for those who dare the above-surface 
risk of the country.

IRANIAN OIL & GAS FIELDS

Today more than 70% of Iran’s crude production comes from 
fields with 50 years and more life. Major investment is needed 
to offset the 8% to 10% decline in Iran’s 3.2 million barrel crude 

production per day and turn the curve upward.
The National Iranian Oil Company’s (NIOC’s) estimation of 

the cost of Iran’s barrels is about $8 to $10 per barrel. Our analysis 
suggests that F&D plus Opex of Iranian fields can have a range 
of $8.0 to $16.0 per barrel of reserve.

 A quick review of Iranian projects developed from 1995 to 
2005 indicates that the capital-intensity of greenfield onshore 
projects in Iran was around $10,000 to $15,000 per flowing-barrel. 
Accounting for 3% annual inflation between 2000 and 2015, 
this is about a third of the same for unconventional fields in 
North America.

IRAN PETROLEUM CONTRACT (IPC)

Iran has a long history of oil contracts (Figure 1). First oil started 
in 1901 under a concession that later turned into a production 
sharing contract (PSC) in 1951. The latter went through revisions 
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F1:  HISTORY OF IRAN OIL CONTRACTS

US Coup in Iran
Iran Oil Participants
BP 40%, Total 6%

RD Shell 14%, Exxon,
Mobil, Gulf Oil,

Chevron, Texaco
each 8% (50/50

profit sharing but
closed books)

b/d  666                                                        6.0mm  2.0mm  3.9mm  2.8mm

1872   1901  1908   1914     1951      1953 1960   1978-
1979

1981-
1988

1995-
2005

2013
Year

Baron J Reuter
Concession

Discovery
in MIS

Nationalization
NIOC was born

OPEC
formed

Iran/Iraq war 
Damage to

infrastructure
Min. investment

Sanctions
tightened

W. Darcy, 20Y
Concession

APOC
15% net to Iran

British
government
control over

APOC
(changed to

AIOC in 1935)

~50 billion
invested in the

form of JV 
and buyback

projects

Iranian
Revolution

until the Iranian revolution in 1978 when 
the right of producing and owning natural 
resources, including oil and gas, was given 
to the new Iranian government on behalf 
of Iranians. Booking reserves by IOCs is 
still one of the red-lines set by the Iranian 
constitution.

Lately, Generation Three of her tech-
nical contracts ( famous in Iran as buy-
back contracts) attracted about $50 bil-
lion between1995 and 2005 until nearly 
all investors flew away when the sanction 
pressures increased between 2010 and 
2014.

Under the buy-back contracts a joint 
master development plan (MDP) was 
prepared, parties agreed on a ceiling of 
Capex investment, a cost-recovery period 
was negotiated, and a fixed ROR was 
agreed upon. IOCs provided all the Capex 
and developed the field. The spent Capex 
was treated as a loan to the state, which 
then produced annuity payments from 
the onset of production (or the achieve-

ment of the production target) until the end of the contract term. Through payments, 
the IOCs recovered their capital expenditures, operating expenditures, and bank 
charges accrued during the development phase. The IOCs could be paid in kind. The 
development phase usually was two to four years, and the production phase was about 
five to 10 years. 

Low oil prices are not always bad. They drive us to refine 

and improve our technologies. For every marginal or mature field, 

there is a cost-effective solution to maximize your profits.

Hereís how we put our know-how to work.
SEE OUR SOLUTIONS 
FOR MARGINAL AND 
MATURE FIELDS AT 
frames-group.com/

together

ì

Jacques Melman, Managing Director, 

with Frames since 1991

We are facing 
the same challenge.î

Take our standardized and fit-for-purpose solutions. We work 

together with you to find the right balance. For more examples, 

download our white paper at frames-group.com/together.
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F2: IPC STRATEGIC MAP
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Note: At the field level NIOC’s priorities can be summarized at a) 
competitive drainage fields (23 fieldsincluding South Pars and its 
oil-layer); b) high impact fields (material): Azadegan, Yadavaran, 
Yaran, Darquein) and C) major EOR/IOR fields (Ahwaz, Marun, 
Gachsaran, Bibi Hakimeh, Aghajari,...)

Although NIOC’s buy-back format was not the best of tech-
nical-service contracts, but the 15% to 18% rate of return on 
investment was attractive enough to engage several IOCs in 
the 1990s and the first few years of the new century.

The Iran Petroleum Contract (IPC) is the latest product of 
NIOC and is being promoted as a hybrid oil contract, as it is 
not a PSC but tries to include some of its advantages. Booking 
of reserves will still be a red-line but several shortfalls of the 
buy-backs seem to have been addressed (See Table 1).

At the 2016 IPC licensing round, IOCs will bid coefficients 
for different aspects of the development plan, including but not 
limited to minimum contractual work commitment, production 
plateau, unit Opex, fee per barrel, and the speed of cost recovery. 
A matrix will calculate each bidder’s score. Other factors that 
come into the play are the complexity factor (e.g. development 
vs. EOR), and geological possibility of success (POS) in the case 
of exploration blocks. Sounds complicated, but with the trans-
parency that NIOC has promised not a mission impossible.

Technology transfer and building local capacities are among 
the strategic objectives of the IPC. To serve this purpose, the 
IPC has a tiered base remuneration system that allows increase 
of the fees to the IOC on each produced barrel if the target is 
overachieved. The model is designed to encourage IOCs to 
deploy the latest technological advancements in the domain 
of reservoir management, optimization, and production.

WHAT WILL BE THE IPC’S FOCUS?

Iran’s goal is to attract $180 billion to its upstream oil and gas 
industry and boost crude production to 5.7 MMb/d by 2020. 
NIOC is aiming for about 1.0 MMb/d production boost through 
the upcoming 2016 IPC licensing round, of which 150,000 b/d 

is expected to come from competitive drainage fields (23 onshore 
and offshore fields), about 300,000 from improved oil recovery 
projects (IOR), and about 550,000 b/d from major fields discov-
ered over past two decades (Figure 2). The final list of the projects 
is expected to be announced at a summit in London in February 
2016. The first IPC licensing round is expected to start in the 
second quarter of 2016. 

In view of the volume of the work that NIOC needs to handle 
in a short period of time, the IPC licensing bid is likely to be 
held in two or three rounds. With regard to the country’s need 
for cash-flow, most of the exploration blocks are expected to 
be postponed while IOR projects of major fields, which were 
not in the initial lists (distributed by NIOC in 2014), are expected 
to show up in the first round. 

The technology goals of the NIOC are summarized as 
follows:
• IOR/EOR-related technology: high-tech basin and reservoir 

modeling, hi-res seismic interpretation, reservoir character-
ization, waterflood schemes, gas injection, hydraulic frac-
turing, reservoir management, and optimization;

• Sour gas handling know-how and hardware, particularly for 
the South Pars field;

• Small-scale LNG and GTL technologies;
• Exploration for gas and gas monetization onshore to support 

growing domestic demand and serve/expand regional export 
contracts; and 

• Exploration in the Persian Gulf – a low priority, but needed 
as the NOC lacks extensive exploration expertise, especially 
offshore.
The deepwater Caspian Sea and regional shale are unlikely 

to be in the short to medium scope of the NIOC.

IRAN’S RISK PROFILE

The Middle East in general is not an investment heaven, and 
Iran is no exception. Ongoing conflicts with Saudi Arabia and 
Israel and anti-west political views of the leadership drags Iran’s 
investment score down. Business Monitor International (BMI) 
research awarded a score of 28.1 out of 100 for Iran’s Trade and 
Investment Risk. This places it in the fourth-highest risk position 
regionally out of 18 countries. Higher country risk translates 
into higher insurance rates and higher costs of capital, and this 
while the country carries a dual-exchange rate system and a 
double-digit inflation rate. Legislations and jurisdictions are 
well defined and documented, but at the time of execution one 
notices how interpretive they can be (Figure 3).

The business community and private sector in Iran have a 
long history of trade with international companies, but mostly 
in the agency and dealership format. Long-lasting, win-win 
business relationships through JVs and partnerships have not 
been common. 

Our analysis rates Iran’s above-ground risk at 5.7 (in a zero 
to 10 scale where the higher score means higher risk), and the 
country’s below-ground rewards at 8.2 point basis, where the 
higher number means higher reward (Figure 4). 
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the impact this will have on pricing. 
Historically, OPEC has internally ab-

sorbed the production boost of its members 
and has committed to its overall budget. 
However, the cartel’s recent strategy to 
secure market share may suggest that Iran’s 
production boost would not be absorbed 
by its members, but used as a stronger push 
against further development of unconven-
tional resources.

WHO MIGHT BID?

Majors and super-majors offer a package 
deal. They will bring Iran the technology, 
financial strength, political stability, and 
organizational capacities. Majors also have 
higher tolerance and more experience with 
risk profiles in markets such as Iran. Total, 
Eni, Shell, Lukoil, OMV, Petronas, and 
ONGC are already in conversations with 
NIOC. We do not expect US-based E&Ps 
to participate in IPC licensing rounds, at 
least not in the first round. The next mile-
stone for US oil and gas companies is the 
November 2016 presidential election.

Mid-cap E&P companies were engaged 
at the time of buy-backs and are expected 
to show up again. They may not bring a 
heavyweight political tie with their respec-
tive governments, but if they demonstrate 
their competitive advantage and target a 
niche, they would have a good chance in 
securing below 50,000 b/d assets (of which 
there are many on the IPC project list). 

There are a few small- to medium-sized 
E&Ps with success stories in places such 
as Kurdistan and Oman that could expand 
on synergies in the region by participating 
in the licensing rounds. Maersk has an op-
eration on the Qatari side of the South Pars, 
and DNO’s experience in Kurdistan and 
Oman are good examples. Mid-caps with 
prior experience in emerging markets have 
fewer concerns with Iran’s risk profile.

Start-ups will not meet NIOC’s prequal-
ification cut-offs. However, juniors may 
have a chance if they start early and build 
the relationship, showcase unique compe-
tencies, and target a field that is a good fit. 
The success CCED’ has seen in its explo-
ration program of Oman’s Blocks 3 and 4, 
as well as its ability to set up the early-pro-
duction system nine months after its dis-
covery is a bright regional example.

F3: IRAN’S SWOT ANALYSIS
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Ambiguities in Iran’s Petroleum Contract (IPC)
Social/political unrest
Complex business culture
Access to data and information, quality of data
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Risk of under/overestimation in bidding
Poor visibility and guidance on security and 
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Local partner; local entity, authority, conflict 
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Currency volatility; inflation
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Limited exit options
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Brent pricing
Proximity to market e.g. Asia
Investors from emerging markets
NOC’s interest driven by strategic vision
Synergies, e.g. with CIS, Kurdistan
Low oil price

Re-imposing sanctions and lack of clear direc-
tion for US/Canadian companies on residual 
sanctions
Low level of diplomatic relations
Regional conflicts (ISIS, Arab spring…)
Competing licensing rounds (Pemex, Africa…)
Rise of renewable energies

T1: IPC IMPROVEMENTS OVER BUY-BACK CONTRACTS

Term 25+ years (versus 5-10 Y in case of buy-backs).

Reserves 
Includes provisions allowing transfer of ownership of hydrocarbons to the foreign 
partner at a defined delivery point.

Ownership Has a provision for shared ownership of the project assets.

JV
In buy-backs the NIOC subsidiaries acted as the Owner. In IPC the IOC, Local 
Partner and NIOC subsidiary form a JV and jointly develop the field.

Capex
Capex is not preset anymore. JV will create the master development plan and has 
provisions to allow changes in Capex if needed. A yearly budget and work-plan 
will be developed and approved by the JV.

Complexity Factor
Risk-reward factors linked to the complexity of each field are included. These 
factors allow higher fees paid to IOC for ‘high risk’ fields compared to ‘low risk’ 
ones.

Remuneration Cost recovery plus fee per barrel; in cash or in-kind.

Asset Life-Cycle
Allows smooth transition over various stages of the reservoir i.e. exploration, 
development, production and EOR/IOR without retendering.

Marketing Allows IOC to market products if they choose to.

SCR
Encourages IOC to undertake civil and other social projects (e.g. hospitals) in 
oil-producing regions.

Transparency Higher financial transparency to reduce risk of corruption.

Local content
Min 10% and max 20% local partnership, first priority with Iranian companies, 2nd 
with Iranian-foreign JVs.

MARKET IMPACT

Iran’s petroleum minister repeatedly has emphasized that Iran will open up despite the 
current low-price environment. Thanks to the low-cost barrels that enable the country 
and the investors to make reasonable margins even at $40 to $50 per barrel crude prices. 
Some market analysts believe that the current low-price environment already takes into 
account the negative psychology of Iranian crude hitting the market in the first quarter 
of 2016, post implementation  of the JCPOA, however it is hard to estimate the extent of 
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F4: IRAN’S RISK PROFILE
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We have observed the successful execution of start-ups and 
small-cap E&P operators into emerging markets such as Oman, 
Kurdistan, Angola, Kenya, and Mozambique in the past decade. 
Crafting of an entry strategy, diligent planning, and early engage-
ment are keys to a successful engagement into the 2016 IPC licensing 
round, in particular for small-cap companies.

In addition to E&Ps, oilfield service companies have a chance 
for success in the upcoming IPC round. After all, technical-service 
contracts fit them the best. We expect Schlumberger to participate 
given the company’s extensive data and information from Iranian 
fields and the operational footprint SLB already has in Iran. Other 
major oilfield service companies may pick a safer entry strategy 
and choose to sell products and services at first, at least until the 
US presidential election is over.

HOW TO ENGAGE

Investors targeting emerging markets expect higher rates of return, 
but should also mind higher risk of such markets. Often oil and 
gas is the only (or major) source of income for the state, so the 
native industry is usually highly political, which adds to the risk 
and complexity of entry, and later, on running the business.

Participation in the 2016 IPC licensing round should not be 
treated similar to bidding for a license in the Norwegian Continental 
Shelf or the Gulf of Mexico. One cannot afford to show up right at 
the opening, purchase the bid packages, bid, and hope for the best. 
Understanding the business culture in Iran and learning and ap-
preciating local values is a good place to start.  Furthermore, IOCs 
should get to know NIOC, its  concerns, objectives, and goals.

 A thorough planning, meeting with stakeholders, and under-
standing of market dynamics, coupled with the development of 
an engagement plan is vital. Creditors and shareholders will have 
a higher appreciation if IOCs do their homework and have an entry 
strategy and risk mitigation plan in place before taking part in the 
bid round.

CONCLUSION

Iran’s oil and gas renaissance might be bad news for E&Ps in general, 
but not necessarily for the ones taking advantage of the opportunity 
and attempting to balance portfolios by adding in some low-cost 
barrels. Like entering into any emerging market, crafting an entry 
strategy and proper risk mitigation plan is a must. 
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ASIA’S LARGEST ENERGY CONSUMERS IN DISPUTE OVER HYDROCARBON RESERVES

China, Japan clash over East China Sea

CHINA AND JAPAN have had a long-standing dispute over ter-
ritorial boundaries in the East China Sea, which separates China 
and southern Japan. The disagreement is mainly over hydrocarbon 
reserves in the sea and has been exacerbated by the energy crunch 
both countries are facing. 

This article is intended to shed some light on the intractable 
position each disputant has adopted, which has become an obstacle 
to resolving the issue peacefully and amicably. It will further examine 
the ramifications of UNCLOS on this dispute. And, finally, we will 
discuss the benefits both nations can reap by exploiting the oil and 
gas reserves jointly in the disputed areas. 

CHINA’S OIL AND GAS NEEDS

China, the most populous country in the world, is also one of the 
biggest consumers of energy in the world. As food is to humans, 
energy is to a country’s economy, and this is true for China. China’s 

massive energy costs are driven by a dynamic and vibrant economy 
that averaged double-digit growth during the first decade of this 
century (See Figure 1). Although growth has slowed in recent years, 
the Chinese people have remained upbeat. Such growth would 
not have been possible without the availability of energy to fuel 
China’s economic engines.

The extent of China’s energy consumption during this period 
of rapid economic growth can be understood from the fact that it 
was the second largest net consumer of oil. It imported an average 
of 6.2 million barrels of oil per day in 2013 (Figure 2). A year later, 
in 2014, it eclipsed the United States as the top importer of oil. 
However, this is partly due to the emergence of shale oil in America 
and the recovery of much of the world from a recession.

At one time, China was a net exporter of petroleum products 
(See Figure 3), but its rapid economic growth propelled by the 
extravagant consumption of energy has turned China into a net 
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F1: GDP GROWTH
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F2: TOP 10 ANNUAL NET OIL IMPORTERS, 2013

Source: US Energy Information Administration, Short Term Energy Outlook, January 2014.

Note: Estimates of total production less consumption. Does not account for stockbuild.
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importer of hydrocarbons. In just three 
decades, China’s total energy consumption 
increased five times the level it was in 1980 
(See Figure 4). 

The energy make-up of China is domi-
nated by coal consumption. China is cur-
rently producing about 69% of its energy 
requirements from its vast coal reserves. 
However, by exploiting its coal reserves, 
China has largely escaped the lengthy oil 
and gas bill but that has come at the ex-
pense of carbon emissions, which has con-
tributed significantly to the country’s pol-
lution problems. In order to curb emissions 
and keep a tap on its pollutants, China has 
developed a short-term plan to decrease 
its coal dependency to 65% of current levels 
by 2017 (See Figure 5).

By lowering its dependency on coal, 
China is stretching its non-coal energy re-
sources, especially other hydrocarbons, to 
make up the shortfall from coal energy. 

Currently, nearly 81% of Chinese hydro-
carbon production capacity is located on-
shore, while the remaining 19% of produc-
tion is contributed by shallow offshore 
reserves. China has also opened doors to 
IOCs to explore and produce oil and gas in 
offshore and challenging hydrocarbon 
fields. In 2013, China invested $13 billion 
on exploration to help compensate for its 
reduced reliance on coal as a fuel.

All these factors have squeezed China 
and have resulted in China pushing its bor-
ders to look for oil and gas in areas like the 
East China Sea and South China Sea, both 
of which have resulted in territorial disputes 
with neighboring countries, including Ja-
pan, the Philippines, Vietnam, and 
Malaysia.

JAPAN’S ENERGY REQUIREMENT

Japan is the third-largest net importer of 
oil after China and the USA, is the sec-
ond-largest importer of coal, and is the 
largest importer of LNG products. Japan is 
an economic powerhouse and needs mas-
sive amounts of energy imports to sustain 
its economy because it has very few do-
mestic sources of energy – at least none 
that are being widely exploited. Japan pro-
duces less than 15% of its energy require-
ments from within its borders, making the 

nation almost entirely dependent on imports (Figure 6). 
Prior to 2011, nuclear energy contributed nearly 26% of Japan’s energy needs. But in 

March of that year, a 9.0 magnitude earthquake off the northeast coast of Honshu resulted 
in a tsunami that inundated Japan’s shore and triggered the Fukushima nuclear disaster. 
Post this catastrophe, Japan lost almost all its nuclear energy for a time. However, in 
recent days, Japan has resumed operations at some of its nuclear power-generation plants 
(Figure 7).

Japan’s energy bill for imported hydrocarbons has swelled to approximately $250 billion, 
resulting in a trade deficit that is adversely affecting its economy. Energy consumption 
remains high, but with a major chunk of energy being taken off-grid after the Fukushima 
tragedy, Japan is desperately searching for available energy in places such as the East China 
Sea as it watches its energy deficit soar.

EAST CHINA SEA

The East China Sea or Tung Hai (literally meaning Eastern Sea in Chinese) lies in between 
the coastal states of China and Japan and its limits are defined in the Limit of Oceans and 
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F4: CHINA ELECTRICITY NET CONSUMPTION (1980-2011 )     

Source: US Energy Information Administration 
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F3: CHINA ESTIMATED PETROLEUM NET EXPORTS (1980-2012)

Source: US Energy Information Administration 
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Seas, 3rd Edition, 1953, International Hydrographic Organization.

EAST CHINA SEA HYDROCARBONS

Due to the contentious nature of the dispute over territorial claims 
in the East China Sea, there has been very limited seismic activity 
in this region. It has been estimated that East China has reserves 
from 60 million to 100 million barrels of crude oil. That extent of 
reserves, though, does not make the East China Sea an attractive 
investment and thus a point of contention for China and Japan. 
But it is the gas reserves which have the potential to make one of 
these super economies virtually independent of costly hydrocarbon 
imports. There have been an estimated 1 to 2 trillion cubic feet 

(tcf) of gas underlying in the East China Sea. That significant volume 
of gas reserves is enough for any nation to maliciously push its 
boundary limits and claim sovereignty over the reservoir (See 
Figure 8).

EAST CHINA SEA DISPUTE

While chalking out the boundaries and determining sovereignty 
over the disputed territory (See Figure 9 map), three main factors 
should be noted:
1. Treaties
2. Historical boundaries (uti possidetis juris)
3. Effective control (effectivités) 
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F6: NET IMPORTS OF THE TOP THREE FOSSIL FUEL 

IMPORTING COUNTRIES (2012)

Source: US Energy Information Administration
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F5: TOTAL ENERGY CONSUMPTION

IN CHINA BY TYPE, 2011

Source: US Energy Information Administration, International Energy Statistics. 
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The main dispute between China and 
Japan revolves around Daiyou (Chinese 
Name) or Senkaku (Japanese Name) Island 
which consist of three barren rocks and 
five uninhabited islets. Both countries have 
laid their claim to these islands, which 
cover roughly 81,000 square miles. 

The root cause of the dispute dates back 
to the nineteenth century Sino-Japan war. 
China asserts that Daiyou/Senkaku Islands 
were part of the Japanese occupation of 
Taiwan while Japan has contested this 
assertion vigorously. Japan ceded control 
of Taiwan, which the Japanese called For-
mosa, to Mainland China after the defeat 
of the Japanese Empire in World War II 
but without mentioning anything specific 
about these islands. Thereafter, no party 
challenged the sovereignty claim of the 
other until 1969 when UN CCOP estimated 
huge hydrocarbon deposits near the 
Daioyu/Senkaku islands. 

China claimed disputed land based on 
its historic use as navigational assistance. 
The Chinese government also iterates that 
Japan ceded this territory to China as part 
of 1895 Shimonoseki Peace Treaty.

Japan disputes this claim and asserts 
sovereignty over these islands as vacant 
territory (terra nullius). Japan also pro-
claims that it administered these islands 
as part of Nansei Shoto. This makes ad-
ministration of these islands separate from 
Taiwan and the Shimonoseki treaty. Japan 
further mentions the lack of Chinese de-

mands to this territory prior to 1970 as validation to its claim.

CHINA’S CLAIM TO THE EAST CHINA SEA

China’s claim to the East China Sea is based on UNCLOS article 76(1). 
China asserts that the disputed territory falls within the outer edge of 
the natural prolongation of its continental shelf. China’s foreign ministry 
has issued a statement saying in part, “The natural prolongation of the 
continental shelf of China in the East China Sea extends to the Okinawa 
Trough and beyond 200 nautical miles from the baselines from which 
the breadth of the territorial sea of China is measured.” 

Henceforth, China submitted its evidence of natural prolongation of 
its continental shelf to the commission on 14th December 2012 as per 
article 76(8) of UNCLOS (See Figure 10).

JAPAN’S CLAIM TO THE EAST CHINA SEA

Japan, too, has claimed sovereignty over the disputed territory using the 
same UNCLOS. The government in Tokyo claims that Japan has a sov-
ereign claim over the Daiyou/Senkaku Islands and that disputed areas 
fall within its Exclusive Economic Zone (EEZ), as per Article 57. However, 
as per Article 121(3), rocks do not extend an EEZ or continental shelf.

RECENT DEVELOPMENTS

China has disputed the boundaries of the East China Sea ever since the Okinawa Rever-
sion Treaty in 1972. Chinese interest in the disputed area was ignited by the discovery 
of hydrocarbons in 1969. Since then China and Japan have each accused the other of 
violating its territorial sovereignty. Beginning in 2004, both economic giants agreed to 
conduct bilateral talks to resolve the dispute. The Chinese foreign minister said, “We 
are willing to work with the Japanese side to push forward bilateral relations.” However, 
there was no significant development till 2008, although Japan had intermittently crit-
icized China of exploiting hydrocarbon reserves in the disputed area. Finally, a break-
through was reached in 2008 when both parties agreed in principle to explore and exploit 
four East China Sea fields jointly and halt all activities in the contested areas. At the time, 
this was hailed as a sign of greater cooperation in the long-standing dispute. 
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F8: NATURAL GAS, MEAN UNDISCOVERED TECHNICALLY

RECOVERABLE RESOURCES, 2012

Source: US Energy Information Administration, USGS World Estimate of Undiscovered Resources 2012 
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F7: TOTAL ENERGY CONSUMPTION

IN JAPAN BY TYPE, 2012

Source: US Energy Information Administration, International Energy Statistics. 
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Japan’s 1996 Law on the EEZ and the Continental Shelf further 
diffused the situation. Japan said it was open to have an equidistant 
line separating its territory from China’s. However, China refused 
to recognize the demarcation of the East China Sea, and the previous 
cooperation between the two parties disintegrated. Increased 
tension between China and Japan was exacerbated in 2008 when 
a Taiwanese vessel rammed into a Japanese patrol boat. This event 
fueled mass discomfort by the Chinese who see Japan as an assailant 
to Chinese sovereignty.

Both countries are signatories to the United Nations Charter 
and have an obligation to abide by Article 2(4) of the UN Charter, 
which they have been ignoring in the dispute. China launched its 
first aircraft carrier in 2012 “to effectively protect national sover-
eignty, security, and development interests.” While Japan responded 
with its first increase in defense spending in 11 years. Japan also 
began providing military aid to some of its regional allies in the 
area. 

China, on the other hand, has declared an Air Defence Identifi-
cation Zone over the East China Sea. All these events are pointing 
to a head-on collision between China and Japan and an arms race, 
which could threaten world peace.

POSSIBLE WAYS TO A PEACEFUL SOLUTION

According to Article 2(3) of the UN Charter, both parties have an obligation to resolve 
their border disputes peacefully and amicably. The charter further emphasizes in Article 
2(4) on refraining from the use of force to resolve disputes and underlines the need for 
“negotiation, inquiry, mediation, conciliation, arbitration, judicial settlement, resort to 
regional agencies or arrangements, or other peaceful means of their own choice” as per 
article 33(1).

History tells us that bilateral talks and negotiations are the best way to resolve border 
disputes. This usually results in a treaty that becomes a source for boundary demarcation 
and any potential future disputes. The attractiveness to this method is that both parties 
reach a solution cordially and thus do not leave a bad taste as neither party feels pushed 
to the solution. The Sino-Soviet agreement of 1991 and Vertrag von Shimoda, entered 
into by Japan and Russia in 1895, are examples border disputes being resolved by bilateral 

talks and agreements by China and Japan 
with a third party. Unfortunately, negoti-
ations with respect to the East China Sea 
thus far have not been successful. There 
has been a general reluctance by both 
parties to press on with the solution since 
negotiations began 10 years ago. 

Another method has been mediation 
and conciliation, although this avenue 
sometimes the mediation body’s decision 
is viewed as forced and parties tend to 
reject the findings, as was the case in the 
Maroua Declaration between Cameroon 
and Nigeria.

The mediation body can be either reli-
gious or ethnic, as was the case in Act of 
Montevideo in 1979, or an independent 
entity, as in the example of a dispute be-
tween Chile and Peru, which was mediated 
by the United States. 

Using mediation or conciliation as an 
option for the East China Sea dispute does 
not seem practical because there is little 
common ground between the disputants. 
Similarly, an independent entity like the 
US or the UK cannot be taken as a mediator 
because of the 1952 Anko Joyaku treaty. 
China is also a permanent member on UN 
Security Council and has grown in global 
political stature in recent times, so there 
is a high probability that China would reject 
all kinds of mediation or conciliation.

If a collaborative means of dispute res-
olution fails, that leaves either arbitration 
or judicial settlement as the only peaceful 
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F9: CHINA-JAPAN DISPUTE OVER EAST CHINA SEA

* Indicative map - not to scale
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resolution to the East China Sea dispute. The Philippines has al-
ready adopted this route and has taken China to international 
arbitration over their demarcation dispute in the South China 
Sea. However, the case has not progressed because China has 
declined to participate thus far. 

UNCLOS RULING

Japan’s claim to the East China Sea indeed has merit. Japan claims 
the disputed islands of Daioyu/Senkaku and its associated EEZ, 
which it has administered as part of terra nullius. Japan cites uti 
possidetis juris and effectivités to assert sovereignty over these 
uninhabited islands.

The historical context of Japanese administration over the 
islands can be verified by the fishery permit applied by a resident 
of Okinawa Prefecture back in 1894. After the defeat of the Japanese 
Empire in World War II, Japan ceded control of Taiwan to China 
but did not specifically include mention about the control over 
the Daioyu/Senkaku islands as part of the Shimonoseki Treaty. 
Also as per Article 3 of the subsequent 1951 San Francisco Peace 
Treaty, these islands fell under the administration of the United 
States for a time, and later Japan resumed administration over 
the islands as part of the Nansei Shoto Islands, post Okinawa 
Reversion Treaty. All these facts reinforce Japan’s claim to sover-
eignty over these five islands.

China, too, claims historical context to these islands and asserts 
that they were part of China during the Qing and Ming Dynasties 
and were taken over by Japan after the 1895 Sino-Japan War. As 

per Article 8 of the Potsdam Declaration, “Japanese sovereignty 
[was] limited to the islands of Honshu, Hokkaido, Kyushu, Shikoku 
and such minor islands.” China cites this declaration as evidence 
that the islands were ceded by Japan to China at the end of World 
War II along with Taiwan. Consequently, China claims sovereignty 
over the islands and the EEZ as per uti possidetis juris. It further 
stresses that the disputed area falls within the natural prolongation 
of its continental shelf, which makes a compelling argument by 
China.

However, a concrete Chinese claim to these islands dates back 
only to the Okinawa Reversion Treaty in 1972 when hydrocarbons 
were discovered in the East China Sea. Previously, China had not 
expressed any objection either to Japanese control or US control 
in the years after World War II. This is evidence that China is only 
interested in the hydrocarbon deposits in the area. The absence 
of China from the arbitration proceeding with the Philippines 
over their dispute in the South China Sea tends to reinforce the 
view that China’s interest in the islands is purely economic.

EQUIDISTANCE AND JOINT OPERATIONS

Article 15 of UNCLOS advocates equidistance in the event of two 
opposite coastal states, as is the case in the East China Sea dispute 
between China and Japan. It further instructs that such arrange-
ments have to be made effective as per Articles 73 and 84. While 
equidistance is the initial point for delimitation, there can be a 
general exception as was the case in the Nicaragua-Honduras 
and Gulf of Maine cases where a bisector method was used in 
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F10: MARITIME ZONES

Source:  Geoscience Australia
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the absence of baseline identification. Furthermore, UNCLOS 74(3) and 83(3) allow 
disputants to “make every effort to enter into provisional arrangements of a practical 
nature during this transitional period” in order not to stall any economic development 
in the disputed areas. Joint development agreements are generally a temporary arrange-
ment in such disputes, as was the case in Guyana-Suriname. 

Looking at the Japan-China dispute, Japan did propose an equidistance line, which 
was rejected by China. In 2008, both parties agreed to jointly explore four East China 
Sea hydrocarbon fields, but that was met with the Minjinyu 5179 Incident that triggered 
a war of words between the two rivals. Since then, prospects for resolving the dispute 
have been bleak. 

In a situation such as this, where both Japan and China are in a regal tussle not to 
recognize each other’s territorial claims, joint operations are not a viable option. Similar 
examples are the territorial disputes between Kuwait and Saudi Arabia’s Neutral Zone 
and between Eritrea and Yemen and in controversies involving the North Sea continental 
shelf. The ICJ ruled that “an equal division of the overlapping areas or by agreements for 
joint exploitation” will be the best way forward to economically extract the underground 
riches.

BENEFITS OF JOINT OPERATIONS

There are many benefits for both China and Japan by jointly undertaking the exploitation 
of East China Sea by either NOCs or IOCs due to:
4. The infrastructure required to develop East China Sea reservoirs would be very capital 

intensive due to the intense logistics and the geography of the area. By undertaking 
joint operations, both parties would reap the benefits of reduced investment exposure. 
Japan is already facing a huge trade deficit, and by undertaking development jointly, 
Japan would reduce its exposure to capital investment.

5. The East China Sea has an average depth of 349 meters (about 1145 feet). The ex-
ploitation of oil and gas reserves at such depth would require expertise in both sea 
drilling and pipeline laying. Joint ventures would combine the scientific knowledge 
and expertise of both countries. 

6. At present, both countries depend on fuels that are inherently pollutants – coal in 
the case of China and nuclear in case of Japan. If the two countries were to work to-
gether in the East China Sea, both would reduce their dependency on these fuels and 
diversify their domestic energy consumption. 

7. China and Japan, as we stated previously, are two of the world’s top three oil importers 
(along with the United States). Resources in the East China Sea could help both nations 
reduce energy imports and put them on the road to a self-sustaining economy.

8. China and Japan have been traditional 
rivals. Undertaking a joint venture of 
this magnitude would enable them to 
reduce defense spending and would 
provide substantial employment op-
portunities for both countries. Working 
together shoulder to shoulder would 
allow for greater harmony to develop 
between the Chinese and Japanese 
populations. 

9. Finally, China and Japan are both 
among the world’s great economic pow-
erhouses. The trade volume between 
them is worth billions. Both countries 
export and import from each other. 
Mutual trade will grow only if neither 
country is adversely impacted by not 
having sufficient domestic energy. 

CONCLUSION

China and Japan have locked horns for a 
long time. Neither is showing any flexibility 
in their dispute over hydrocarbon assets 
in the East China Sea. There are compel-
ling arguments on both sides. However, it 
is crucial that these neighbors settle their 
argument in order to deescalate the situ-
ation and avoid a potential military con-
flict. It is high time that China and Japan 
put their legacy differences aside and try 
to find solution.

With its mammoth reserves, the East 
China Sea has the potential to reverse the 
negative impact petroleum imports are 
having on the fiscal budgets of both coun-
tries. These traditional rivals need to show 
flexibility and strive to find a solution along 
the same lines as the countries involved 
did over the North Sea continental shelf 
demarcation lines. The benefits of such an 
arrangement would be far reaching. 
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DEAL MONITOR

After rough and tumble year,  

A&D players hard at work in portfolio shuffle

DAVID MICHAEL COHEN, PLS INC., HOUSTON

PLS INC. MONTHLY DEAL MONITOR – 10/17/15 - 11/16/15

SELECT US UPSTREAM TRANSACTIONS

Date 
Announced Buyer Seller

Value 
($MM) Asset Location Deal Type O/G

9-Nov-15 Undisclosed Marathon Oil $205 Deepwater GOM Property Oil

5-Nov-15 EOG Resources Endeavor Energy, Undisclosed $368 Texas: Permian Property Oil

4-Nov-15 SandRidge Energy EE3 LLC $190 Colorado: Niobrara Property Oil

4-Nov-15 Memorial Production Partners Silver Point Capital $101 Offshore California Property Oil

3-Nov-15 EnerVest Range Resources $876 West Virginia: CBM Property Gas

2-Nov-15 Undisclosed MDU Resources $450 Multi-Region Property Oil + Gas

28-Oct-15 Undisclosed Hess $120 Ohio: Utica Acreage Gas

23-Oct-15 Yantai Xinchao Industry Tall City, Plymouth Petroleum $1,300 Texas: Permian Property Oil + Gas

Total $3,610

Number of Transactions 8

SELECT GLOBAL MIDSTREAM TRANSACTIONS

Date  
Announced Buyer Seller

Value 
($MM) Asset Location Deal Type Asset Type

11-Nov-15 Shell Midstream Partners Shell Pipeline Co. LP $390 US: Gulf of Mexico Asset Pipeline/Terminal

10-Nov-15 Tesoro Logistics LP Tesoro Corp. $500 US: California Asset Pipeline/Terminal

9-Nov-15 Colonial First State Infrastructure Vector Ltd. $623 New Zealand Asset
Pipeline/ 

Distribution

6-Nov-15 TC Pipelines LP TransCanada $223 US: Northeast Asset Gas Transmission

3-Nov-15 Targa Resources Corp. Targa Resources Partners LP $10,726 US: Multiple Corporate
Gathering/ 
Processing

26-Oct-15 Mitsui Petrobras $488 Brazil Asset
Pipeline/ 

Distribution

Total $12,950

Number of Transactions 6

Prepared by PLS Inc.   For more information, email memberservices@plsx.com  
Validity of data is not guaranteed and is based on information available at time of publication.  

OIL PRICES are nearly a year and a half into the down cycle, 
the seventh since 1986 and already twice as long as the aver-
age. It’s been a tough period for public US E&P companies, the 
top 75 of which lost 40% of their equity value and added 23% 
to their debt during the year ending September 1, according to 
TPH analysis. Despite a wait-and-see attitude by sellers, which 
for much of this year held out for a V-shaped rebound, this 
prolonged cycle is turning the table in favor of buyers.

To illustrate, for about half the 29 US upstream deals an-
nounced since July 1 exceeding $100 million, PLS’s proprietary 
analysis attributes all the value to existing production and re-
serves, often leaving substantial acreage positions as la-
gniappe, providing buyers significant upside once prices turn 
north. This is a vast change from the blow-and-go days of the 
previous five years when acreage was the name of the game.

The hottest play today is the Permian, where even at to-
day’s prices turning to the right still makes money. PLS analy-
sis shows Permian acreage still commanding an average of 
~$15,000/acre with a high-water mark of $34,800/acre—RSP 
Permian’s $274 million Midland Basin bolt-on in August. More 
recently, EOG Resources paid ~$13,000/acre (after adjusting 
for production value) in a $368 million Delaware Basin bolt-on 
acquisition in November. The Permian is attracting Chinese 
attention, with real estate developer Yantai Xinchao Industry 
announcing a $1.3 billion acquisition from private producers 
Tall City Exploration and Plymouth Petroleum. Tall City 
broadcast back in September that it had a $750 million sale in 
the works. A trend over recent years has developed, with 
mixed results, whereby non-state-owned Chinese firms are in-
creasingly bidding on US onshore assets. Another real estate 
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SELECT INTERNATIONAL UPSTREAM TRANSACTIONS

Date  
Announced Buyer Seller

Value 
($MM) Asset Location Deal Type O/G

16-Nov-15 Det Norske Premier Oil $120 Norwegian N. Sea Property Oil   

12-Nov-15 Gran Tierra Energy Petroamerica Oil $84 Colombia Corporate Oil

9-Nov-15 PrairieSky Royalty Canadian Natural Resources $1,353 Canada: Multiple Royalty Oil + Gas

9-Nov-15 Pine Cliff Energy Undisclosed $139 Canada: Alberta Property Gas

9-Nov-15 Maersk Group Africa Oil $350 Kenya Development Oil

31-Oct-15 Grupa Lotos ExxonMobil $160 Norwegian N. Sea Property Gas

27-Oct-15 American Energy Partners Armour Energy $55 Australia Corporate Gas

22-Oct-15 Undisclosed Pengrowth Energy $61 Canada: Alberta Property Oil + Gas

19-Oct-15 Sequa Petroleum Total $173 Norwegian N. Sea Development Oil + Gas

Total $2,495

Number of Transactions 9

SELECT GLOBAL OILFIELD SERVICE TRANSACTIONS

Date  
Announced Buyer Seller

Value 
($MM) Asset Location Deal Type Asset Type

6-Nov-15 Rice Midstream Partners Rice Energy $200 US: Marcellus Asset Water Handling

2-Nov-15 Team Industrial Furmanite $335 Global Corporate EPC

22-Oct-15 DryShips Nautilus OffShore Services $120 Brazil Asset Supply Vessels

19-Oct-15 Infosys Noah Consulting $70 North America Corporate EPC

17-Oct-15 Fondo Strategico Italiano Eni $538 Global Corporate EPC

Total $1,263 

Number of Transactions 5

firm, Meidu Holding, jumped into the Woodbine in 2H13, but 
Beijing-based Goldleaf Jewelry’s takeover deal with ERG Re-
sources in 1H14 was blocked by US regulators over security 
concerns.

Though the bid-ask spread in the US upstream has nar-
rowed on an asset level, this reconciliation remains notably 
absent in the merger market. To illustrate, Anadarko con-
firmed rumors that it had been rebuffed by Apache in a take-
over offer that included “a modest premium,” citing little room 
given the valuation of Apache. At the time, Apache and 
Anadarko had respective market caps of $18 billion and $34 
billion. Investor chatter suggests that Anadarko may have 
been trying to grow to head off a takeover attempt—perhaps 
by ExxonMobil, which has $320 billion available for deals.

In Canada, PrairieSky Royalty is charging ahead, acquiring 
Canadian Natural Resources’ 5.4 million-acre royalty holdings 
for $1.35 billion. The deal follows Encana’s spinoff of royalty 
assets into PrairieSky in 2014 and Cenovus’ $2.7 billion sale of 
its royalty assets to the Ontario Teachers’ Pension Plan this 
year. With these transactions, the Canadian E&P industry has 
monetized its three largest fee title positions. Others  have 
taken advantage of the appetite for royalties by manufactur-
ing gross overriding royalties (GORRs) and selling them to 

firms such as Freehold Royalties. Unlike fee title land, howev-
er, GORRs expire with production and don’t generate leasing 
bonuses, so they command smaller multiples.

Midstream dealmaking is particularly active between affili-
ated companies, mostly asset dropdowns from C-Corps to 
MLPs. Bucking the trend, Targa Resources Corp. is rolling up 
the 91.1% equity it doesn’t already own in MLP affiliate Targa 
Resources Partners for $10.7 billion in stock and debt. Targa 
expects the deal to allow 15% dividend growth in 2016 vs. the 
MLP’s current flat distribution outlook. Targa is following a 
playbook written by Kinder Morgan last year when the pipe-
line giant made the at-the-time unprecedented move of reab-
sorbing its MLP offspring in a $71 billion deal, which was sec-
ond in size only to the Exxon-Mobil merger ($82.3 billion) 
until this April’s Shell-BG announcement ($81.8 billion).

Finally, in the oilfield service space, the US DOJ gave uncon-
ditional clearance to Schlumberger’s $14.8 billion acquisition 
of Cameron. This was not unexpected as they have few over-
lapping services. The deal helps Schlumberger maintain a 
qualitative market share advantage in the new OFS landscape, 
particularly as Halliburton and Baker Hughes anticipate bil-
lions of dollars of divestments in order close their $31.1 billion 
combo.   
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RANGE RESOURCES QUIETS LEVERAGE CONCERNS 

WITH $876M NORA SALE 

Range Resources Corp. agreed to sell its Nora assets in Virginia 

to EnerVest Ltd. for $876 million, improving balance sheet 

metrics and likely alleviating leverage concerns. The divested 

properties encompass nearly 3,500 operated wells and approx-

imately 460,000 net acres in the Nora/Haysi combined fields, 

and include midstream assets. Resource potential is estimated 

at roughly 5-6 tcfe. Third quarter production for the Nora assets 

was 109 MMcf/d representing 7.5% of Range’s net production. 

Assuming $4,000 per flowing Mcf, Seaport Global Securities 

values the undeveloped assets at approximately $440 million, 

“a fair value,” the analysts continued in a note to investors 

following the deal’s announcement. By monetizing the assets, 

the company can “meaningfully delever its balance sheet (we 

estimate 2015 net debt/EBITDA of 3.2x vs. 4.2x previously), the 

analysts said, noting that “although Nora receives premium 

pricing (we estimate Q3’s differential of -$0.82 would have been 

-$0.93 ex-Nora, and Q4’s calculated differential could drop to 

-$0.47 from -$0.38), we think this will be largely offset by lower 

operating costs and a healthier balance sheet.” Raymond James 

Equity Research analysts said that Range has grown production 

in the coal bed methane and tight gas properties over the past 

decade from its initial 15 MMcf/d level, but “given Range’s 

Marcellus acreage, the Nora Field was receiving minimal cap-

ital,” and selling off the assets offers benefits to the company 

outside the obvious debt reduction, including expected oper-

ating margin improvements stemming from lower operating 

costs of Range’s Marcellus production, and the likelihood that 

the transaction will free up capital to invest in developing the 

Utica shale. The company holds 400,000 acres in southwest 

Pennsylvania, which it considers prospective for the play. Ac-

cording to Raymond James, Range drilled and completed its 

first well with an EUR of 15 bcf, a second well was drilled with 

a choke - managed rate of 13 MMcf/d, and a third well is ex-

pected to be drilled and completed in the first half of 2016. 

SANDRIDGE ACQUIRES NIOBRARA  

OIL ASSETS FOR $190M 

SandRidge Energy Inc. agreed to acquire the assets of EE3 LLC 

in a privately negotiated transaction for $190 million in cash, 

pending standard due diligence and post-closing adjustments. 

The transaction is expected to close in 4Q15. With the acqui-

sition, SandRidge will have a material, derisked Niobrara Shale 

position in the North Park Basin, Jackson County, Colorado. 

The purchase includes 16 wells currently producing 1.0 Mboe/d 

and contains 27 MMboe of incremental proved reserves (82% 

oil cut). Commenting on the deal in a note to investors days 

following the announcement, Raymond James analysts ac-

knowledged SandRidge’s work to address its over-levered 

balance sheet and noted that “while the Niobrara acquisition 

was a surprise given the balance sheet concerns, the market 

clearly liked the move. While we agree that it’s nice to have 

another asset besides the Miss Lime to direct capital towards, 

we still see a tough road ahead for the company given near-

term commodity headwinds.” In that same November 7 note, 

the analysts cited SandRidge’s debt of approximately $4 billion 

despite the company’s efforts addressing $925 million of senior 

notes over the past six months.

MARATHON TO DIVEST GULF OF MEXICO ASSETS

Marathon Oil Corp. has agreed to sell its operated producing 

properties in the greater Ewing Bank area and non-operated 

producing interests in the Petronius and Neptune fields in the 

Gulf of Mexico for $205 million. The buyer will assume all future 

abandonment obligations for the acquired assets. These assets 

represent a majority of the company’s operated and non-op-

erated producing properties in the Gulf of Mexico. Marathon 

Oil will retain its interests in certain other producing assets and 

acreage in the Gulf of Mexico, as well as its interests in the 

Gunflint development and Shenandoah discovery. Seaport 

Global Securities noted that the company’s majority exit from 

the Gulf of Mexico “underscores its tightening focus on onshore 

US resource development,” noting that while the “price received 

isn’t pretty ($12K/flowing boe based on figures from the FY14 

10-Q),” net of AROs (which are not quantified) and higher unit 

LOE costs, “we think it makes sense for the company to shed 

these assets.” The effective date of the transaction is Jan. 1, 

2015. Closing is expected before year end.

AETHON CLOSES SECOND PRIVATE EQUITY FUND 

Aethon Energy Management LLC, a Dallas-based private in-

vestment firm focused on onshore oil and gas, has closed its 

second energy private equity fund, Aethon II LP. Together with 

co-investments, Aethon’s recent fundraising represents $240 

million in total capital commitments. Concurrent with this final 

closing of the fund, Aethon has fully invested the capital it 

raised. Aethon was founded in 1990 by Albert Huddleston to 

acquire and develop oil and gas assets in North America. 

STATOIL EXITS ALASKA 

Statoil will exit Alaska following recent exploration results in 

neighboring leases. In a statement, the company noted the 

leases in the Chukchi Sea “are no longer considered competitive 

within Statoil’s global portfolio, so the decision has been made 

to exit the leases and close the office in Anchorage, Alaska.” 

The decision means Statoil will exit 16 Statoil-operated leases, 

and its stake in 50 leases operated by ConocoPhillips, all in the 

Chukchi Sea. The leases were awarded in the 2008 lease sale 

in Alaska and expire in 2020. 

API AND ANGA TO COMBINE 

Following approval of both boards of directors, the American 

Petroleum Institute and America’s Natural Gas Alliance an-

nounced the two organizations will combine into a single trade 

association, effective January 1, 2016. The combined association 
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will continue ANGA’s mission under API. “As a single organi-

zation, the combined skills and capabilities bring an enhanced 

advocacy strength to natural gas market development – ANGA’s 

primary mission – and the combined association’s expanded 

membership will provide additional lift to API’s ongoing efforts 

on important public policy issues,” said API CEO Jack Gerard. 

Under the agreement, ANGA’s mission to promote natural gas 

as a clean, affordable solution to America’s energy and envi-

ronmental needs will be handled by a new Market Development 

Group at API, a team led by current ANGA president Marty 

Durbin. Durbin will hold the title of executive director of market 

development. ANGA members who are not already members 

of API will become full members. API and ANGA have long 

collaborated to highlight environmental, job creation, energy 

security and consumer benefits from abundant and affordable 

supplies of natural gas. ANGA was founded in 2009 at the 

beginning of the shale energy revolution. API is the only national 

trade association representing all facets of the oil and natural 

gas industry, which supports 9.8 million US jobs and 8% of the 

US economy. API’s more than 625 members include large in-

tegrated companies, as well as exploration and production, 

refining, marketing, pipeline, and marine businesses, and service 

and supply firms. 

SHELL’S MERGER WITH BG RECEIVES AUSTRALIAN 

ANTITRUST CLEARANCE

Royal Dutch Shell plc’s combination with BG Group plc has 

received unconditional merger clearance from the Australian 

Competition and Consumer Commission (ACCC). Together 

with the previously announced clearances in Brazil and the EU, 

three of the five preconditions to the combination have now 

been satisfied. The two remaining pre-conditional clearances 

are from Australia’s Foreign Investment Review Board (FIRB) 

and China’s Ministry of Commerce (MOFCOM). Shell says that 

the filing process in China continues to progress well and that 

the merger remains on track for completion in early 2016.

RRC REPORTS TEXAS OIL AND GAS PRODUCTION 

STATISTICS FOR SEPTEMBER 

Production for September 2015 as reported to the Railroad 

Commission of Texas is 72,849,838 barrels of crude oil and 

620,188,919 MCF (thousand cubic feet) of total gas from oil 

and gas wells. The preliminary figures are based on production 

volumes reported by operators and will be updated as late and 

corrected production reports are received. Production reported 

to the Commission for the same time period last year, Septem-

ber 2014, was: 65,824,450 barrels of crude oil preliminarily, 

updated to a current figure of 82,786,181 barrels; and 595,603,581 

Mcf of total gas preliminarily, updated to a current figure of 

712,717,634 Mcf. The Commission reports that in the last 12 

months, total Texas reported production was 1.008 billion 

barrels of crude oil and 8.4 tcf of total gas.  Crude oil production 

reported by the Commission is limited to oil produced from 

oil leases and does not include condensate, which is reported 

separately by the Commission. Texas preliminary September 

2015 crude oil production averaged 2,428,328 barrels daily, 

compared to the 2,194,148 barrels daily average of September 

2014. Texas preliminary September 2015 total gas production 

averaged 20,672,964 Mcf/d, compared to the 19,853,453 Mcf/ 

average of September 2014. Texas production in September 

2015 came from 181,179 oil wells and 95,834 gas wells.

HERCULES OFFSHORE EMERGES FROM BANKRUPTCY

Hercules Offshore Inc. has completed its financial restructuring 

and emerged from Chapter 11, and funding of the company’s 

new $450 million senior secured credit facility has been 

completed. 

ESCALERA RESOURCES FILES CHAPTER 11 RELIEF

Denver, Colorado-based Escalera Resources Co. has filed a 

voluntary petition in the US Bankruptcy Court for the District 

of Colorado, seeking relief under the provisions of Chapter 11. 

Escalera was formerly known as Double Eagle Petroleum Co. 

Escalera will continue to operate the business as debtors-in-pos-

session under the jurisdiction of the Court. The company has 

filed a series of first-day motions with the Court that will allow 

it to continue to conduct business without interruption. In 

connection with the bankruptcy process, Escalera has an agree-

ment regarding the use of cash collateral. Escalera has 14,296,000 

shares of common stock outstanding, which trade on the OTC 

Market Group’s OTC Pink marketplace, and 1,610,000 shares 

of Series A cumulative preferred stock outstanding (symbol 

“ESCRP”), which trade on the Nasdaq Capital Market. In No-

vember, Escalera requested that its shares be delisted from the 

Nasdaq stock exchange because the company wasn’t meeting 

the exchange’s minimum stockholders’ equity requirement. 

Shares of Escalera haven’t traded above $1 since December 

2014.

RSP PERMIAN CLOSES MIDLAND BASIN ACQUISITION

RSP Permian Inc. (RSPP) has closed its acquisition of undevel-

oped acreage and oil and gas producing properties in the 

Midland Basin from Wolfberry Partners Resources LLC for a 

purchase price of $137 million. Since August, RSP has acquired 

approximately 10,700 net acres in the Midland Basin, mostly 

offsetting or in close proximity to existing operations, and has 

increased the company’s horizontal inventory in its core focus 

area by over 25%. The deal, in which RSPP purchased 4,100 net 

acres and 86 net horizontal locations from five zones, brings 

RSPP’s Midland Basin land base close to 63,000 net acres. RSPP 

is ready to get to work on the newly-acquired acreage, some 

of which carries drilling obligations (Midland County), said 

Wunderlich Securities analysts after meeting with the company’s 

CEO in Dallas in November. A rig is expected to move to the 

acreage acquired following drilling in Glasscock County. “A 

couple” 10,000 laterals are expected. “The company has nav-
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igated this downturn brilliantly, in our view. After two financed 

high quality acquisitions, RSP emerged with cash on hand, a 

better debt rating, and an increase in the borrowing base from 

$500 million to $600 million,” Wunderlich Securities analys 

stated in a note to clients November 13. Tudor, Pickering, Holt 

& Co. advised Wolfberry Partners Resources on the sale.

SOUTHWESTERN ENERGY ENTERS INTO THREE-YEAR 

TERM LOAN AGREEMENT

Southwestern Energy Co. has entered into a $750 million three-

year term loan agreement and using its proceeds to pay down 

balances under its existing credit facility and commercial paper 

program. The term loan is unsecured and includes an interest 

rate calculated based upon the company’s credit rating (currently 

137.5 basis points over the current London Interbank Offered 

Rate). The term loan is prepayable at any time and requires 

prepayment from the net cash proceeds of any issuance of 

debt or equity securities and sales of assets, with certain ex-

ceptions. The other provisions in the term loan are substantially 

the same as those contained in the existing revolving credit 

facility. Analysts with Seaport Global Securities call the deal a 

modest positive. “Post inking a three-year $750MM term loan, 

SWN received a nice boost to liquidity and retired the majority 

of its commercial paper and credit facility borrowings (~$800MM 

outstanding collectively as of 9/30) under similar financing terms 

vs. its credit facility. Pro forma for the deal, we estimate that 

SWN has ample liquidity at $1.97B, and no plans to outspend 

in FY16. In addition, SWN issued an automatic shelf registration 

statement to replace its previous shelf (expired 11/13), but does 

not anticipate specific offerings at this juncture,” the analysts 

noted.

TRANSATLANTIC PETROLEUM TO MARKET  

ALBANIA ASSETS

Mid-November, TransAtlantic Petroleum Ltd. launched a mar-

keting process for the sale of all of its oil and gas assets and 

operations in Albania. TransAtlantic’s net production as of 

November 13, 2015 is approximately 6,500 boe/d, and is com-

prised of approximately 5,800 boe/d from Turkey and 700 b/d 

from Albania. In a note to clients following the announcement, 

Seaport Global Securites analysts said the potential move is 

positive as it “would allow TAT to: (1) stop the bleeding in Al-

bania, the region posted Q3 negative EBITDA of ~$1.5MM; (2) 

focus on finding partners to help develop its higher return 

Turkish assets; and (3) reduce debt: TAT currently aims to pay 

off a significant amount of bank debt by mid-year 2016.” 

NUTECH TO ACQUIRE EMERALD  

AND ROCKY MOUNTAIN EXPLORATION WELLS

NuTech Energy Resources Inc. has entered into an agreement 

to acquire wells from Emerald Operating Co. and Rocky Moun-

tain Exploration Inc. The total operation of the fields comprises 

74 producing wells, and their underlying lease agreements. 

Additionally, NuTech will acquire Emerald’s minority non-op-

erator interest in 42 of Mountain Hawk Exploration’s wells. 

Emerald Operating currently has 27 of NuTech Energy’s IGOR 

tools installed on location. Gas from this location is being 

produced and sold, using NuTech’s patented, proprietary 

Natural Gas Production Technology, but no production results 

are available as of yet. NuTech Energy Resources has developed 

a patented technology for the production of coalbed methane 

(CBM) without the need to pump water. NuTech currently 

operates wells in the Powder River Basin area of northern 

Wyoming and has commitments to acquire additional wells.

ENI SELLS REMAINING SHAREHOLDING IN GALP

Eni SpA has sold 33,124,670 ordinary shares of Galp Energia 

SGPS SA, corresponding to the entire participation held by Eni 

and equal to approximately 4% of Galp’s share capital. The 

shares were underlying its exchangeable bonds under which 

the terms of conversion are expired. The shares will be placed 

with qualified institutional investors with Goldman Sachs Inter-

national and Merrill Lynch International acting as joint bookrun-

ners. Over the last few months, Eni has completed the disposal 

on the stock exchange of approximately 4% of the share capital 

of Galp.Following the completion of the offering, Eni will not 

hold any participation in Galp’s share capital, completing the 

disposal process of the initial 33.34% stake, sold through several 

transactions starting from 2012. Proceeds from the offering will 

be used for general corporate purposes.

FORESTAR LOOKS TO SELL NORTH DAKOTA ASSETS

Forestar Group Inc. has engaged Tudor, Pickering, Holt & Co. 

to sell Forestar’s non-core oil and gas assets in the Bakken and 

Three Forks formations in North Dakota. Forestar Group’s oil 

and gas segment includes approximately 914,000 net acres of 

oil and gas mineral interests, with approximately 590,000 acres 

of fee ownership located principally in Texas, Louisiana, Georgia, 

and Alabama, and approximately 324,000 net acres of leasehold 

interests principally located in Nebraska, Kansas, Oklahoma, 

North Dakota, and Texas. These leasehold interests include 

about 9,000 net mineral acres in the core of the Bakken and 

Three Forks formations.

ENCANA COMPLETES HAYNESVILLE ASSET SALE

Encana Oil & Gas (USA) Inc., has completed the sale of its 

Haynesville natural gas assets, located in northern Louisiana, 

to GEP Haynesville LLC, a joint venture formed by GeoSouthern 

Haynesville LP and funds managed by GSO Capital Partners 

LP. Total cash consideration to Encana is $850 million. Through 

the transfer of current and future obligations, Encana is reducing 

its gathering and midstream commitments by $480 million on 

an undiscounted basis. The transaction has an effective date 

of Jan. 1. The transaction includes 112,000 net acres of lease-

hold, plus additional fee mineral lands. Collectively, they rep-

resent Encana’s total position in northern Louisiana. 
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Derbyshire

Burtea

ENERTIA SOFTWARE NAMES BURTEA CIO

Enertia Software has appointed Nic Burtea, former 

director of application development, as the company’s 

new chief information officer (CIO). Burtea assumes 

the role effective immediately, succeeding Jerry Sevier, 

Jr. as a result of a contract termination. Burtea brings 

a plethora of application development knowledge 

through his 15 years of experience at Enertia Software 

beginning in senior development, software architec-

ture design, and product/project management. Burtea 

graduated from UT Arlington with a Bachelor of Sci-

ence in Mechanical Engineering and earned a Master 

of Science in Software Engineering at SMU in Dallas. 

Burtea joined Enertia in April 2000 as a software de-

veloper, contributing to the design, development, 

and implementation of an enterprise management 

application for oil and gas producers. Since 2008, 

Burtea has been involved in guiding the growth and 

development of the Enertia application. Enertia Soft-

ware is a developer of integrated enterprise solutions 

for the upstream oil and gas industry.

KPMG MAKES SENIOR  

PROMOTIONS IN SCOTLAND

 KPMG is growing its audit, forensic, technology risk 

and tax teams in Scotland with promotions at partner 

and director levels. David Derbyshire, previously audit 

director, has been promoted to partner. Based in Ab-

erdeen, Derbyshire is responsible for providing audit 

and assurance services to upstream operators and 

oilfield service businesses in Aberdeen and interna-

tionally. He joined KPMG in 1997. Paula Holland and 

Slim Gueddana have also joined the audit team in 

Aberdeen as directors. Holland recently joined the 

Aberdeen team, having spent 14 years at KPMG in the 

north of England working with privately-owned and 

private-equity-backed businesses across a wide range 

of industries. Gueddana, who has been with KPMG 

since 2002, had until recently been based in London 

working on the external and internal audits of FTSE100 

and global groups in the oil and gas, mining and in-

dustrial sectors. In Glasgow, Gordon Herbertson has 

been promoted to director. Gordon, who joined KPMG 

in 1994, has a wealth of experience of the Scottish audit 

market and has spent 21 years working with large and 

listed companies. Kal Sangha, a tax specialist based in 

Glasgow, has been promoted to director. Sangha leads 

a multi-disciplinary team specializing in providing asset 

finance and tax solutions around business capital ex-

penditure programs, with a particular focus on improv-

ing cash flow and bridging funding gaps for capital 

projects. Paul O’Leary, who leads the technology risk 

consulting practice across Scotland and Newcastle, 

has been promoted to director. Paul joined KPMG in 

2009 and works across all industry sectors. Graham 

Cochran, a forensic specialist who has worked for KPMG 

within the UK and overseas, has also been promoted 

to director. Working alongside Ken Milliken, the head 

of forensic in Scotland, Graham acts as engagement 

leader on forensic engagements including fraud and 

misconduct investigations, disputes and valuations and 

fraud risk management assignments.  

 

COHEN TO RETIRE FROM EXXONMOBIL  

AFTER NEARLY FOUR DECADES OF SERVICE

Ken Cohen, vice president, public and government 

affairs, Exxon Mobil Corp., plans to retire effective 

Jan. 1, 2016, after more than 38 years of service. It is 

anticipated that the board of directors will elect Su-

zanne McCarron as vice president, Public and Gov-

ernment Affairs, to succeed him. McCarron is currently 

general manager, public and government affairs, and 

president, ExxonMobil Foundation. Cohen joined the 

law department of Exxon USA in 1977. In 1985, he 

became chief attorney, Refining, Environment and 

Health and in 1989 was named assistant general coun-

sel at Exxon Company International. He became senior 

counsel and coordinator, Exxon Corporation Law 

Department, in 1991 and in 1995 became general 

counsel, Exxon Chemical Company. He was named 

to his current position in November 1999. Cohen, who 

will reach the mandatory retirement age of 65 in Jan-

uary, earned his LLM from Yale Law School, where he 

was a Sterling Fellow. He did his undergraduate study 

at Northwestern University and earned his JD degree 

from Baylor Law School. McCarron joined Mobil Can-

ada as public affairs manager in 1998. She held several 

management positions with increasing responsibilities 

in Public and Government Affairs at Exxon Mobil 

headquarters prior to moving to her current position 

in 2008. McCarron has a master’s degree in journalism 

from University of Western Ontario in London, Ontario, 

and a Bachelor of Public Affairs from Mount St. Vincent 

University in Halifax, Nova Scotia.

FOLLOWING 30 YEARS OF SERVICE, STOVER 

TO RETIRE FROM MARATHON OIL

Michael J. Stover, currently vice president of Opera-

tions Services for Marathon Oil Corp., retired effective 

Nov. 30, following nearly 30 years of service. Stover 

earned a Bachelor of Science degree in petroleum 

and natural gas engineering from Pennsylvania State 

University in 1986.  He joined Marathon Oil that same 

year, initially as a roustabout, followed by operations 

and reservoir engineering assignments for the Yates 

Field in West Texas. In 1991, he transferred to the 
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company’s international group in Houston and was 

responsible for reservoir and economic studies for 

fields in Ireland, Tunisia, and Norway. From 1995 

through 2000, Stover was located in Anchorage, Alas-

ka, where he worked both development and explo-

ration projects associated with Marathon Oil’s former 

operations on the Kenai Peninsula. In 2000, he joined 

Marathon Oil’s Corporate Strategic Planning group 

in Houston where he aided in business planning and 

corporate portfolio modeling to support the reorga-

nization of USX Corp. that led to the establishment 

of Marathon Oil Corp. as a stand-alone company. 

Stover then relocated to Aberdeen, Scotland, where 

he held the position of European Business Unit Sub-

surface and Business Planning manager. In 2005, he 

relocated to Houston where assumed the role of East 

Texas/North Louisiana asset manager, and in 2006, 

his role expanded to include Oklahoma properties. 

In 2009, he assumed the role of director of Central 

Evaluation and Financial Planning. In late 2011, he 

was named Mid-Continent Asset manager. In 2013, 

Stover was appointed to oversee Marathon Oil’s proj-

ect development, reliability and engineering, subsur-

face technology, global supply chain, land and com-

mercial services, marketing, drilling and completions 

activities, and corporate reserves.

NORTHERN OFFSHORE NAMES NEW CFO

Northern Offshore has named R. Bradley Forth as 

senior vice president and CFO. Forth previously served 

as executive vice president, CFO and corporate sec-

retary for HF2 Financial Management and for Highbury 

Financial, two publicly traded investment companies 

that he co-founded. Prior, he served in roles of in-

creasing responsibility with Berkshire Capital Securi-

ties. Forth holds degrees in economics and chemistry 

from Duke University. 

WARREN RESOURCES NAMES  

WATT PRESIDENT, CEO

Warren Resources Inc. has appointed James A. Watt 

as president and CEO. He is expected to be named to 

the board of directors at the next meeting of the board. 

Lance Peterson, who has served as interim CEO since 

December 4, 2014, has stepped down from this role 

and will continue as a director. Watt joins Warren Re-

sources from Dune Energy where he served as presi-

dent, CEO, and director. Prior to joining Dune in 2007, 

Watt served as CEO of Remington Oil and Gas since 

February 1998 and chairman of Remington since May 

2003, until Helix Energy Solutions Group acquired 

Remington in July 2006. Watt currently serves on the 

board of Bonanza Creek Energy where he serves as 

chairman, as well as serving on the board of Helix. Watt 

received BS from Rensselaer Polytechnic Institute.

WOOD GROUP KENNY APPOINTS  

OPERATIONS VP IN HOUSTON

Matt Kirk has joined Wood Group Kenny as vice 

president of operations, bolstering the company’s 

regional leadership team in the Americas. With 17 

years of experience in the oil and gas sector, Kirk joins 

Wood Group Kenny from Xodus Subsea where he was 

managing director. He moved from the UK to Houston 

in 2010 to set up Xodus Group’s operations in the US 

and subsequently spent four years as Americas re-

gional director for the company. Kirk, a chartered 

subsea engineer with the Institute of Marine Engi-

neering, Science and Technology, will focus on broad-

ening the Wood Group Kenny client base in the Amer-

icas while continuing to support existing clients to 

deliver operational efficiency. 

CHEVRON MAKES SENIOR  

MANAGEMENT CHANGES

Two top executives with Chevron Corp. will assume 

new roles effective Jan. 1, 2016. Michael Wirth will 

become executive vice president for midstream and 

development. Wirth is currently executive vice presi-

dent, downstream and chemicals. Pierre Breber, pres-

ently executive vice president, gas and midstream, 

will become executive vice president, downstream 

and chemicals. 

WOOD TO SUCCEED KOZEL  

AS MOUNTAINEER KEYSTONE CEO 

Rob Kozel has stepped down as CEO of Mountaineer 

Keystone Energy LLC, a portfolio company of First 

Reserve. David Wood, chairman of the board at Moun-

taineer Keystone, has been appointed as the new 

CEO.  Wood will continue to serve as chairman. Wood 

first joined Mountaineer Keystone’s board in 2014 

after serving as president and CEO of Murphy Oil 

Corp., a director of the American Petroleum Institute, 

and a member of the National Petroleum Council. 

Wood is a director of Deep Gulf Energy and also 

maintains a seat on the board of Crestwood Equity 

Partners. He earned a BS in geology and has com-

pleted the Advanced Management program at Har-

vard University. In addition, the company also an-

nounced the following regarding its senior 

management. Nathan Murphy, previously vice presi-

dent, general counsel, chief compliance officer and 

corporate secretary with Rosetta Resources, has joined 

the company as senior vice president, general counsel, 

chief compliance officer, chief risk officer and corporate 
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secretary. Jon Farmer, previously senior vice president of Mar-

cellus operations, will serve as executive vice president and 

COO. Steve Bishop, currently CFO, has been named president 

and will serve as both president and CFO.  

PA RESOURCES CFO TO LEAVE THE COMPANY 

Tomas Hedström has resigned his position as CFO of PA Re-

sources. He plans to leave the company at year-end to take up 

a yet to be announced position at another company. Urban 

Adolfson, head of group control and accounting, was appointed 

acting CFO effective December 1, 2015.  PA Resources AB 

operates in Tunisia, Republic of Congo (Brazzaville), UK, Den-

mark, Netherlands, and Germany. PA Resources has oil pro-

duction in Tunisia. The parent company is located in Stockholm, 

Sweden. After a review of strategic options regarding the 

company’s future, the board has found no viable alternatives 

with regards to long-term financing or M&A, leaving a sale of 

its assets and subsidiaries, as the company’s remaining option. 

Following the board of directors’ decision to pursue the sale 

of the company’s assets, it is the company’s intention to apply 

for delisting of its shares from the Nasdaq Stockholm exchange. 

The decision to delist the company’s shares is required by the 

agreements signed with its major creditors as part of the cor-

porate reorganization. 

TARGA RESOURCES, TARGA RESOURCES PARTNERS 

MAKE MANAGEMENT CHANGES

Targa Resources Corp. and Targa Resources Partners LP noted 

that Michael A. Heim has been appointed to the board of di-

rectors of Targa Resources GP LLC, the general partner of Targa 

Resources Partners LP and has elected to step down as president 

and COO of TRC and of the general partner of the partnership, 

effective as of November 12, 2015. He will serve as vice chairman 

of the board and will remain a full-time employee and member 

of the executive team acting in an advisory role on commercial 

and operational matters, leading special projects. He is also 

expected to transition to the Targa Resources Corp. board of 

directors upon closing of TRC’s announced acquisition of TRP. 

In addition, D. Scott Pryor, Patrick J. McDonie, Dan C. Middle-

brooks and Clark White have been promoted to the executive 

team, also effective as of November 12, 2015. Pryor has been 

elected as executive vice president, logistics and marketing. 

Pryor previously served as senior vice president, NGL logistics 

& marketing. He joined Targa in 2005 through Targa’s acquisition 

of Dynegy Midstream Services LP. McDonie has been elected 

executive vice president, Southern Field gathering and pro-

cessing.  McDonie previously served as president of Atlas 

Pipeline Partners GP LLC. He also served as COO of Atlas 

between July 2012 and October 2013. Middlebrooks has been 

elected executive vice president, Northern Field gathering and 

processing. Middlebrooks previously served as senior vice 

president, Field G&P. He joined Targa in 2004. White has been 

elected as executive vice president, engineering and operations. 

White previously served as senior vice president, Field G&P. 

He joined Targa in 2005 through Targa’s acquisition of Dynegy 

Midstream Services LP. 

KALAMARAS DEPARTS AZURE MIDSTREAM CFO ROLE 

Azure Midstream Energy LLC and Azure Midstream Partners 

LP noted that Eric Kalamaras has stepped down as CFO. After 

a transition period through the end of 2015, he will leave the 

company to pursue other business interests. Kalamaras served 

Azure as CFO since January 2013, playing an instrumental role 

in pursuing the company’s strategic interests including the 

acquisition of Marlin Midstream Partners LP in February 2015 

at which time he also became the CFO of the partnership. 

Mandy Bush, Azure’s vice president of strategic planning and 

human resources has assumed the role of interim CFO. Bush 

previously served as Marlin’s CFO, where she helped complete 

the initial public offering of Marlin in the summer of 2013. She 

is a certified public accountant with over 12 years of experience 

in energy finance.  

BAKSHT SUCCEEDS SWENT AS ENSCO CFO 

Jon Baksht has been named CFO of Ensco plc, based in London, 

succeeding Jay Swent, who is retiring at the end of the year. 

Baksht most recently served as vice president, finance, after 

joining Ensco as vice president, treasurer. He earned an MBA 

from the Kellogg School of Management at Northwestern 

University and a BS in electrical engineering from the University 

of Texas. Supply chain and information services will continue 

to report to Swent in the near term until a new reporting struc-

ture is announced. 

IPAA BOARD ELECTS MILLER AS CHAIRMAN,  

JONES AS VICE CHAIRMAN

At its 86th annual meeting, the Independent Petroleum Asso-

ciation of America (IPAA) board of directors elected Mark Miller 

as IPAA’s 41st chairman of the board and Stephen Jones as vice 

chairman for the 2015-2017 term. Miller is president of Merlin 

Oil & Gas Inc. Jones is co-chairman of Houston-based EnerVest. 

IPAA thanked Mike Watford for his leadership as IPAA’s 40th 

chairman. He will remain active on the association’s board. 

Miller obtained his bachelor’s degree from the University of 

South Carolina and began his career in the petroleum landman 

business in 1981. He served as the 2013-15 vice chairman of 

the IPAA and serves on the board of the Louisiana Oil and Gas 

Association (LOGA). Jones has served as co-chairman of En-

erVest since May 2015. In 1998, he founded Jones Villalta Asset 

Management. He holds a BBA in finance from The University 

of Texas at Austin and a MBA from St. Edward’s University. IPAA 

board officers for the 2015-2017 term are Mark Miller, chairman; 

Stephen Jones, vice chairman; Diemer True, treasurer; Barry 

Russell, president & CEO; and Mike Watford, immediate past 

chairman.
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THE FINAL WORD

JOHN L. GRAVES

LIFTING THE CRUDE oil export ban would be 
good for the United States. It has the potential 
to eliminate distortions in the market that 
cause crude oil in Texas to be priced lower than 
crude from the North Sea. It would provide 
greater incentive for drilling, thus stimulating 
new supply. It would encourage investment in 
domestic oil and gas rather than investments 

overseas and would spur hiring in oil and gas and related service 
industries.

Domestic oil and gas producers are now as close as they have 
been in the past 40 years to being able to export crude oil. On 
October 9, the House of Representatives passed Texas Rep. Joe 
Barton’s bill repealing the 40-year old ban on exporting crude oil 
produced in the United States by a margin of 261 to 153. The bill 
had bi-partisan support: 26 Democrats joined 235 Republicans 
in voting to lift the ban. On October 1, the Senate Banking Com-
mittee voted to approve a similar bill co-sponsored by Sen. Heidi 
Heitkamp (D-ND) and Sen. Lisa Murkowski (R-Alaska).  

Lifting the export ban is a case of “so close, and yet so far.” The 
measure is likely to face a filibuster by Senate Democrats to 
prevent its passage. Should Congress pass the legislation, Presi-
dent Obama has promised to veto it, and the 261 votes garnered 
in the House is short of the 290 votes needed to override a presi-
dential veto.  

The White House Office of Management and Budget has said 
that “Congress should be focusing its efforts on supporting our 
transition to a low-carbon economy,” adding, “It could do this 
through a variety of measures, including ending the billions of 
dollars a year in federal subsidies provided to oil companies and 
instead investing in wind, solar, energy efficiency, and other clean 
technologies to meet America’s energy needs.”

Despite the White House’s opposition – and mischaracteriza-
tion of tax deductions available to any US manufacturer – repeal-
ing the crude oil export ban is receiving popular support across 
the country from a broad spectrum of economists, newspaper 
editorial boards, think tanks, and leaders who understand the 
benefits that lifting the export ban could bring to our country.

The current downturn has seen more than 250,000 jobs cut 
worldwide over the past year, and more layoffs are likely. Anything 
that would add jobs at this point would be welcome news. And 
there is significant independent research that strongly indicates 
repealing the export ban would be a job creator.

The Aspen Institute asserts that 630,000 jobs would be created 
“as the industry expands to meet the new demand from overseas” 
as a result of lifting the ban. While estimates differ, the Brookings 
Institution, Columbia University, the Government Accountability 
Office, and the Council on Foreign Relations all agree that em-
ployment would rise. The Aspen Institute further posits that 
lifting the ban would increase the US gross domestic product by 
nearly a full percentage point and that real household income 

Lift the crude oil export ban
would increase between $2,000 and $3,000 per year due to higher 
employment and lower gasoline prices.

Columbia University says that “crude export restrictions are 
inconsistent with the US enjoying the benefits of petroleum trade 
and the US commitment to free and open markets.” The Council 
on Foreign Relations says that “Republicans and Democrats alike, 
including President Obama, express support for boosting US 
exports in general. Crude oil should be no exception.”  

A former senior member of the Obama Administration, Leon 
Panetta, argues that “The moment has come for the US to deploy 
its oil and gas in support of its security interests around the world.”  
Panetta argues that if sanctions have to be “snapped back” upon 
Tehran, it will be difficult for the US to persuade countries that 
consume Iranian oil to cooperate if we refuse to sell them our 
oil; plus, selling our oil to our friends and allies in Europe will 
help them to be less susceptible to coercion from a newly aggres-
sive Russia that threatens Europe with supply disruptions.  

The Richmond Times-Dispatch, in an August 11 editorial titled 
“How about lifting sanctions on America?” says:

“It’s time to lift economic sanctions – against America.  Presi-
dent Barack Obama already wants to lift economic sanctions 
against Iran as part of his deal to restrain that country’s nuclear-
weapons program. Lifting the sanctions will allow the state 
sponsor of terrorism to rake in billions…(and) enable Iran’s au-
thoritarian theocrats to do something America’s democratic 
capitalists can’t…The president stridently insist(ed) failure to 
pass the Iran deal means catastrophe. But the administration 
has shown zero interest in giving America the same freedom of 
commerce it wants to give Iran.”

These aren’t the opinions of so-called Big Oil hacks. These are 
highly regarded institutions, editors, and policymakers from a 
variety of points of view and political persuasions who are joined 
by numerous others around the country who agree it’s time to 
lift the ban on crude oil exports.

The Saudis have the right to sell their crude for whatever price 
they wish. That’s the beauty of free markets. However, should 
Saudi Arabia, Russia, – and once sanctions are lifted – Iran, be 
able to increase their market share while producers in the US are 
blocked from that market? No. Should American oil producers 
be subject to global commodity prices while they can’t sell their 
crude globally? No. Should the US make it possible for Iran to 
compete in the global oil marketplace while barring its own 
producers? Absolutely not. If we really believe in free and open 
markets, then it’s time to lift the ban. 

(As of this writing, amendments repealing the export ban have 
been added to a Senate transportation and infrastructure bill 
less susceptible to a presidential veto, and opening a procedural 
window around a Senate filibuster.)

John L. Graves is founder and president of Graves & Co. 
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