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"We have subsidized oil companies for a 

century. That's long enough. It's time to end the 

taxpayer giveaways to an industry that's rarely 

been more profitable, and double-down on a 

clean energy industry that's never been more 

promising.“ 
President Barack Obama, 2012 State of the Union 
 

 

Our Evolving “State of the Union" 
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“After years of talking about it, we are finally poised 

to control our own energy future.  We produce more 

oil at home than we have in 15 years.  We have 

doubled the distance our cars will go on a gallon of 

gas, and the amount of renewable energy we 

generate from sources like wind and solar – with 

tens of thousands of good, American jobs to show 

for it.  We produce more natural gas than ever 

before – and nearly everyone’s energy bill is lower 

because of it.” 
President Barack Obama, 2013 State of the Union 

Our Evolving “State of the Union" 
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The emergence of resource plays has drastically increased the capital needs of the E&P 

industry in the United States 

Source: Carnrite research (based on a production regression from EIA production forecasts), Oil and Gas Financial Journal, IHS 

1) Estimates for 2014 and 2015 developed by Carnrite (includes super majors) 

 Time focus on execution  -  development spending expected to 

increase in the near term on an absolute dollar basis 

 

 E&P capital spending growth rate expected to decline after 2014 

 Focus on optimizing production and lowering costs 

 

 A leading industry publication found that 55% of oil and gas 

companies plan to increase upstream capital expenditures in 2014, 

down from almost 75% that planned to do so in 2013 

 

 It is thought that some investment will shift to downstream and 

midstream sectors to handle increased production volumes 

 

 Expect large spending amounts as long as oil prices remain strong 

 Industry publications indicate that up  to $1 trillion will be spent 

in North America alone over the next four years 

 

US Exploration and Development Spending1 Outlook 

Increasing Capital Demands 
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A sampling of 31 large publicly traded US independents (represents approximately 55% 

of total spending for 2013) shows significant outspending of cash flow. Capital sources 

may be more scarce and scrutinizing for smaller, private independents 

Source: Carnrite Research, SEC, and company 10-Ks 

1) Represents 31 large public E&Ps operating in the US. Tickers: APC. APA, CHK, COP, DVN, ECA, EOG, MRO, NBL, OXY, PXD, RRC, TLM, WPX, COG, XEC, CLR, CXO, DNR, EPE, NFX, QEP, ROSE, SD, SWN, WLL, CRK, 

HK, KIG, EVEP, LINE. Development Capex defined as exploration and development expenditures plus unproved leasehold acquisitions. Oil and Gas Cash Flow defined as results of oil and gas operations plus DD&A and other 

non-cash charges 

Outspending of Large Publicly Traded US Operating Independents1 

Capital Demands Strain Internal Resources 
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Private equity strategies appear to be adapting to the cycle – increased focus on projects 

and development and less focus on funding start-ups 

Source: Preqin. https://www.preqin.com/docs/newsletters/pe/Preqin_PESL_Apr_2013_Natural_Resources.pdf, https://www.preqin.com/blog/101/8609/natural-resources-pe  

1) 2013 and 2014 estimated from total natural resources capital raised 

 Core areas largely identified 

 

 Large amount of buyers in market for quality acreage, but still 

some good deals 

 

 Land grab has slowed  

 

 Start-up sponsorship strategy over the past few years may be 

waning and replaced by project level investments and repeat 

business with proven management teams 

 

 “Financial farm-ins”, JVs and Strategic Partnerships are a relatively 

new product from private equity firms in the energy space 

 KKR-Comstock 

 KKR-Hilcorp 

 Apollo-Caelus Energy 

 Apollo-Double Eagle Energy LLC (Ft. Worth) 

 

North America Natural Resources Private Equity Fundraising1 Evolving Strategy 

Private Equity Landscape 
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The size of the new issue E&P high yield market is more than five times larger than in 

2005 

Sources: CapitalIQ, Bloomberg 

1)  Bloomberg. “Shale Drillers Feast on Junk Debt to Stay on Treadmill”. April 30, 2014 

 Low interest rates, the shale evolution and resulting capital needs 

have created an environment favorable for high yield transactions 

 

 Typical issuers spending much more than cash flow can support 

 Barclays estimates high yield issuers spend $2.11 for every 

$1.00 generated internally1 

 

 Although market is hot, it is generally open only to transactions 

over $150MM-$200MM 

 Typical buyers include mutual funds and private bond funds 

 Need liquidity to meet redemptions 

 

 Average yield for E&P high yield has dropped to approximately 

5.4%1 

 

 Some transactions starting to appear stretched in terms of asset 

coverage 

US E&P High Yield Issuance The E&P High Yield Market 

Growth of High Yield Transactions 
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E&P second lien loans have become increasingly common and are evolving into  

“bond-like” structures 

Source: Standard & Poor’s LCD 

 Syndicated facilities 

 Loan funds and hedge funds are large participants 

 Multiple lenders per transaction 

 Fast closing process (two weeks) 

 Typically larger transactions ($200 million – $400+ million) 

 Ideal for large and established public and private issuers 

 More “bond-like” terms  

 Covenant light 

 L+700 with 50 to 100bp Up-front and Libor at 100bp min 

 Bilateral and “club” deals 

 Banks and non-conforming lenders 

 1 – 5 lenders per transaction 

 Yields vary depending in deal specifics 

 More stringent due diligence 

 Transactions can be large or small 

 Ideal for private equity portfolio companies 

 Maintenance covenants usually required 

Syndicated US E&P Second Lien Loan Transactions Two Separate Markets 

Market for Second Lien Loans 
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Industry partners and foreign investors may be a declining source of capital. Financial 

players see the opportunity. 

Source: IHS 

1) Represents only those transactions with disclosed values 

 Sensible for income oriented investors 

 

 Usually avoid exploration risk – focus on development capital 

 

 Returns targeted in high-teens to low-twenties 

 

 Hedging and leverage may be part of the strategy 

 

 Preferred return hurdles, “step-down” interests and potentially 

capped returns all possibilities 

 

 Upfront acreage reimbursement or other payments may be part of 

the equation, but most prefer concurrent or back-end promotes 

 

 Examples of recent transactions: 

 Macquarie Energy Capital – Baytex 

 KKR – Comstock 

 KKR - EXCO 

US Industry and Foreign Investor Farm-Ins1 Financial Farm-Ins 

“Financial” and Industry Farm-Ins 
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Smaller producers generally have difficulty accessing the sources of capital outlined on 

previous slides. Non-traditional energy lenders have stepped in to fill the void 

 Macquarie Energy Capital  

 Wells Fargo Energy Capital 

 Lehman Energy Fund (Chambers) 

 Laminar (Stellus) 

 Guggenheim 

 Goldman Sachs E&P Group 

 Sowood Capital Management 

 PetroBridge 

 NGP Capital Resources 

 GasRock 

 BlueRock 

 Silver Point 

 TCW (EIG) 

 

 

Market in 2014 

 Macquarie Energy Capital  

 Wells Fargo Energy Capital 

 Carlyle 

 Guggenheim 

 Chambers Energy Capital 

 Apollo 

 GSO Capital Partners 

 EIG 

 BlueRock 

 Prudential 

 Numerous hedge funds & 

loan funds 

 

 

Flashback to 2006  

Re-emergence of Non-Traditional  

Energy Lenders 

 Five States 

 Highbridge 

 Perella Weinberg 

 GE Capital 

 CLG Energy Finance 

 Stellus 

 Angelo Gordon 

 NGP Capital Resources 

 Morgan Stanley 

 KKR 
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Project debt has several key advantages over standard industry  “third for a quarter” arrangements.  

For  project debt assume 90% capex advance, 8% interest rate, 100% cash flow sweep and a 25% 

NPI after payout: 

Source: MEC type curve estimates. All type curve economics reflect $90 flat WTI and $4.00 flat HH with adjustments for quality and transportation 

Party Capex 

($MM) 

IRR ROI 

Type Well $9,000 17% 2.0x 

Third For Quart. – Operator $6,030 22% 2.2x 

Third for Quart. – Investor $2,970 8% 1.5x 

Project Debt – Operator $900 23% 7.2x 

Project Debt - Investor $8,100 13% 1.4x 

Utica Dry Gas Transaction Wolfberry Transaction 

Eagle Ford Transaction  Delaware Basin Wolfcamp Transaction 

Bakken/Three Forks Transaction 

KEY TAKEAWAYS 

Project debt allows operators to: 

 Reduce capital outlays 

 Benefit from non-recourse leverage 

 Fund lower priority projects when capital 

constrained 

Project debt structures can be attractive to 

investors when industry farm-ins may not  

Project Debt vs. Industry Arrangements 

Party Capex 

($MM) 

IRR ROI 

Type Well $11,156 36% 1.7x 

Third For Quart. – Operator $7,475 51% 2.0x 

Third for Quart. – Investor $3,681 12% 1.3x 

Project Debt – Operator $1,116 62% 6.0x 

Project Debt - Investor $10,040 24% 1.3x 

Party Capex 

($MM) 

IRR ROI 

Type Well $1,900 26% 2.2x 

Third For Quart. – Operator $1,273 34% 2.5x 

Third for Quart. – Investor $627 13% 1.7x 

Project Debt – Operator $190 39% 9.4x 

Project Debt - Investor $1,710 18% 1.5x 

Party Capex 

($MM) 

IRR ROI 

Type Well $6,756 29% 2.5x 

Third For Quart. – Operator $4,527 38% 2.8x 

Third for Quart. – Investor $2,229 15% 1.9x 

Project Debt – Operator $676 42% 11.3x 

Project Debt - Investor $6,080 21% 1.5x 

Party Capex 

($MM) 

IRR ROI 

Type Well $9,000 20% 1.8x 

Third For Quart. – Operator $6,030 29% 2.0x 

Third for Quart. – Investor $2,970 7% 1.3x 

Project Debt – Operator $900 26% 6.1x 

Project Debt - Investor $8,100 16% 1.3x 
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Macquarie: Committed to Energy 

 Provider of debt and 

equity capital to 

energy and 

resources firms 

globally 

 Focused on E&P 

sector across the 

Americas 

 In-house 

engineering and 

technical expertise 

 Wide variety of 

products across the 

risk spectrum 

 Provider of physical 
and financial 
solutions across 
global energy 
products (natural 
gas, power, LNG, 
crude oil, refined 
products, NGLs, 
coal) 

 Commodity linked 
finance capabilities 
include supply & off-
take agreements, 
prepays & 
commodity 
restructuring 

 4th largest trader of 
physical gas in the 
US1 

 Leveraging Tristone 

A&D platform 

 Deep technical 

expertise 

 Global presence and 

capability drives 

cross order activity 

 Global #1 deal 

advisor in upstream 

sector since 2005 

 Leading research 

platform 

 Dedicated energy 

equity sales and 

capital markets 

teams 

 Leading global 

underwriter 

 Top forecaster in 

energy prices2 

Energy Capital Energy Markets M&A and Divestments Capital Markets Infrastructure 

 The global leader in 

infrastructure 

investing3 

 $101b of assets 

under management4 

 Active investor in US 

energy infrastructure 

 

Largest non-producing 
gas trader in the US with 
9.9 Bcf of physical gas 

traded per day 

Over $4.5 billion in 
capital deployed to 

energy and resources 
firms 

Advised on $28 billion of 
energy-related  M&A and 
A&D transactions since 

2001 

More than 250 energy-
sector stocks in over 20 

markets worldwide 

Over $10.5 billion 

invested in North 

American infrastructure 

since 2001 

1. Platts Q4 2013. 2. As ranked by Bloomberg for the eight quarters ending 31 December 2013. 3. Towers Watson, July 2013.  

4. Based on proportionate enterprise value, calculated as proportionate net debt and equity value at 30 June 2013 for the majority of assets. 
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Macquarie Energy Capital: Overview 
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World leader in natural resource investments: 

150+ deals and $4.5b+ funded in last 12 years 

 Energy Capital provides a wide array of debt and equity capital 

for the upstream oil and gas industry 

• Structured and project finance (“Mezzanine”) 

• Subordinated debt 

• Convertible debt 

• Conforming senior debt 

• Volumetric production payments (“VPPs”) 

• Alternative JV development capital 

• Financial Working and Net Profits Interest Farm-ins 

• Limited Term ORRIs or NPIs 

• Public and private equity capital 

• International lending and equity investment capability 

 

Debt deal size: $20-$150m / Equity Hold: $5-$25m 
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Disclaimer 

This presentation (the “Presentation”) has been prepared on a strictly confidential basis by Macquarie Bank Limited ABN 46 008 583 542. 
Macquarie Bank Limited is an authorised deposit-taking institution under the Australian Banking Act (Commonwealth) (1959) (“Macquarie”).  
Macquarie is also authorised and regulated by the UK’s Financial Services Authority.   Macquarie Bank Limited maintains representative 
offices in New York, Texas, California and Washington, however Macquarie Bank Limited is not authorised to conduct banking business in the 
United States. In the UK, Macquarie is authorised and regulated by the UK Financial Services Authority. This document is only being 
distributed to and is only directed at professional clients and eligible counterparties, as defined in the rules of the Financial Services Authority. 
It is not intended for retail clients in the UK and such persons should not rely on the information in this Presentation. The transmission of this 
Presentation to any other person in the UK is unauthorised and may contravene the Financial Services and Markets Act 2000. In the European 
Economic Area, this document is distributed by Macquarie Bank International Limited (“MBI”) which is authorised and regulated by the UK’s 
Financial Services Authority.  This Presentation may not be released, issued or distributed to the public. This Presentation may neither be 
reproduced in whole or in part nor may any of its contents be divulged to any third party without the prior written consent of Macquarie. This 
presentation is for discussion only and does not constitute an offer to sell or a solicitation of an offer to buy any financial products. This 
Presentation is not intended to create legal relations and is not binding on Macquarie under any circumstances whatsoever in law or in equity 
or otherwise.  The information contained in this Presentation is based on present circumstances, market conditions and beliefs and may 
change without notice.  Certain information in this Presentation may have been obtained from sources believed to be reliable but Macquarie 
makes no representation or warranty that it is accurate, complete or up to date.  Any quotes given are indicative only.  Where any reference is 
made in the Presentation to past results, it must be remembered that past results are not necessarily indicative of future results.  Neither 
Macquarie nor any of their respective directors, officers, employees or advisers or any other person makes any promise, guarantee, 
representation or warranty (express or implied) to any person as to the fairness, accuracy or completeness of this Presentation, or of any other 
information, materials or opinions, whether written or oral, that have been, or may be, prepared or furnished by Macquarie, including, without 
limitation, economic and financial projections and risk evaluation. No responsibility or liability whatsoever (in negligence or otherwise) is 
accepted by any person for any errors, mis-statements or omissions in this Presentation or any other such information or materials. Without 
prejudice to the foregoing, neither Macquarie, nor any of their respective directors, officers, employees or advisers nor any other person shall 
be liable for any loss or damage (whether direct, indirect or consequential) suffered by any person as a result of relying on any statement in or 
omission from this Presentation.  Nothing in this Presentation should be construed as legal, financial, accounting, tax or other advice.  
Macquarie and/or its associates, officers or employees may have interests in the financial products referred to in this Presentation by acting in 
various roles including as investment banker, underwriter or dealer, holder of principal positions, broker, lender or adviser and may receive 
fees, brokerage or commissions for acting in those capacities. In addition, Macquarie and/or its associates, officers or employees may buy or 
sell the financial products as principal or agent and as such may effect transactions which are not consistent with any recommendations in this 
Presentation. © Macquarie Group.   


