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PErspective in NATURAL RESOURCES
A FEATURE EXAMINING THE ROLE OF PRIVATE EQUITY IN THE NATURAL RESOURCES SECTOR.

Consolidation is
picking up in the
midstream oil
and gas sector
as oil prices
slowly rise and
several players
look to M&A to
achieve growth.
Stay up-to-date
on the
latest trends

Year-over-year, M&A activity has remained much the same,
but there has been a significant uptick in dealmaking in the
third quarter, driven in part by crude’s price topping $50 a
barrel for several consecutive weeks, according to energy
newsletter Rigzone.
In late November, Sunoco Logistics announced it would acquire Energy
Transfer Partners—which oversees the controversial Dakota Access Pipeline
Project—in a merger worth $20 billion. Some observers believe this project,
and the midstream energy sector in general, may benefit from the incoming
Trump administration’s proposals to roll back regulation and boost energy
infrastructure. “Pipelines are going to be winners under Trump,” according to
CNBC’s Jim Cramer.
Since external financing sources dried up following the 2014 drop in oil prices,
master limited partnerships (MLPs)—the energy sector’s version of real estate
investment trusts (REITs)—have been forced to spend within their cash flows,
leaving M&A their only route to growth, according to Mergermarket. This
opened up opportunities for PE firms, which have built up a lot of dry powder
designated for energy deals over the last two years.
Deals are taking many forms. Smaller players are teaming up to achieve scale:
In October, ArcLight Capital Partners oversaw the merger of two of its publicly
listed portfolio companies, American Midstream Partners and JP Energy
Partners, in an all-stock deal, creating a midstream MLP worth $2 billion,
Reuters reports.
Large companies, meanwhile, are targeting growth by buying sizeable assets.
Independent liquid petroleum products pipeline operator Buckeye Partners
announced plans to acquire a 50 percent equity interest in marine terminal
business VTTI for $1.15 billion, in a deal set to close in January 2017. Others are
merging to create synergies. Energy Transfer Partners, in addition to the above
merger, will acquire the general partner of PennTex Midstream Partners for $640
million, coupling ETP’s infrastructure with PennTex’s untapped volumes.
PE firms are ready to deploy their dry powder in a market that is short on
capital, according to Oil & Gas 360. Five Point Capital Partners’ CEO David
Capobianco told the Houston Business Journal at the end of October that now is
the time to start deploying the rest of the capital it raised for midstream deals
prior to 2014, before it turns to raising a new upstream fund. The PE firm has
two funds with $450 million combined and is eyeing opportunities in Texas’
Permian Basin and the Eagle Ford.

FUTURE PERSPECTIVES:

WHAT’S NEXT
FOR NATURAL
RESOURCES
INVESTORS?
The largest third quarter
energy deal sees General
Electric’s oil and gas
business merge with
Baker Hughes, creating
the second largest global
oil and gas company after
Schlumberger, worth $32
billion in annual revenue.
This is the first mega-deal
after the collapse in oil
prices saw deal size shrink
considerably—and after
regulators blocked a tieup between Halliburton
and Baker Hughes a year
ago. With most oil and
gas companies trailing far
behind the top three, M&A
will appeal to many smaller
firms as they seek scale to
compete, Reuters reports.
Traditional financing may
remain hard to come by
until commodity prices see
a more sustained recovery,
presenting opportunities for
PE firms.

Tailwater Capital, a PE firm focused on middle-market energy sector
investments, recently injected $100 million into its new portfolio company
Read more  
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Producers Midstream, which will support operators in greenfield opportunities in Texas, Oklahoma and New Mexico.
And PE-backed NorthStar Midstream is said to be among the bidders offering between $80 million and $100 million
for Martin Midstream Partners’ Corpus Christi, Texas crude terminal, Reuters reports.
Carlyle Group has also raised a $2.8 billion credit fund, recommitting itself to the energy markets, according to The
Middle Market. With M&A on the rise and traditional financing opportunities limited, the midstream oil and gas
market presents lots of opportunities for PE firms with an interest in the sector.
Sources: CNBC, Forbes, Fortune, Houston Business Journal, Mergermarket, The Middle Market, Oil & Gas 360, Oil & Gas Financial Journal, Oil &
Gas Investor, Oil Pro, Reuters, Rigzone
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