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Vinson & Elkins LLP has 11 offices across the 
globe and approximately 700 lawyers, with a 
client base that includes many of the largest 
independent oil and gas exploration and pro-
duction companies, private equity firms and 
master limited partnerships, including EnCap 
Investments, Enbridge, Continental Resources, 
Woodside Energy, Antero Resources and Talos 
Energy. The firm’s experience in the oil and gas 
sector includes the purchase, sale, develop-
ment and financing of oil and gas assets and 
projects, and its lawyers have extensive knowl-
edge of the regulatory complexities and techni-

cal issues related to these kinds of transactions 
worldwide. The team work with producers, de-
velopers, pipeline and other midstream compa-
nies, oilfield services companies, refiners, com-
mercial banks, multilateral and export-credit 
agencies, regulatory commissions, contractors, 
fuel suppliers, private equity investors, hedge 
funds, and investment/merchant banks in oil 
and gas transactions. Vinson & Elkins’ recent 
work includes EnCap Investments’ USD4.275 
billion sale to Ovintiv, Baytex Energy’s USD2.5 
billion acquisition of Ranger Oil, and more.
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Recent Upstream Trends in the Gulf Coast 
Region
Gulf Coast oil and gas production continues 
to dominate the upstream sector, with three 
of its basins, the Permian, the Eagle Ford, and 
the Haynesville Shale, recently reaching nota-
ble milestones. The Permian Basin achieved 
record output levels in May of this year for both 
its oil and gas production. The US Energy Infor-
mation Administration (EIA) estimated that the 
Permian’s crude oil production would reach 
5.7 MMbpd (million barrels of oil per day) and 
that its gas output would reach 22.5 BCF/d (bil-
lion cubic feet per day) during that month. The 
Haynesville Shale, the third-largest natural gas-
producing basin in the United States, reached a 
record high of 14.5 BCF/d in March 2023. The 
EIA forecasts that both basins will likely experi-
ence slower production increases from June to 
July 2023. As for the Eagle Ford Shale, the basin 
achieved the largest upstream M&A deal in the 
first quarter with Baytex Energy’s acquisition of 
Ranger Oil Corp. Several factors signal positive 
trends within the Gulf Coast’s upstream region, 
such as profitable deal-making and increased 
output, but there are also various challenges 
relating to (i) financing acquisitions and opera-
tions; (ii) acquiring a reduced amount of remain-
ing inventory; and (iii) balancing environmental 
impacts with increased production.

Strong start for acquisitions
The Gulf Coast region experienced a profit-
able first quarter, with the Eagle Ford stepping 
forward as the leading deal maker. Out of the 
USD8.6 billion transacted in upstream deals 
across the United States, the Eagle Ford alone 
accounted for over USD5 billion, a feat the South 
Texas shale producer has been unable to accom-
plish since late 2013. The Eagle Ford’s success 
is largely attributed to a shift in deal focus to 
mature, production-heavy assets, signalled by 
Baytex Energy’s USD2.5 billion acquisition of 
Ranger Oil Corp, the largest US upstream deal 
in the first quarter. Other notable deals involved 
Chesapeake Energy Corp, which totalled about 
USD2.8 billion for transactions with WildFire 
Energy I LLC and INEOS Energy. The uptick in 
M&A activity in the Eagle Ford primarily stems 
from companies looking to focus more on pro-
ducing assets, and less on drilling inventory.

Although it was not the top deal-making basin in 
the first quarter, the Permian remains a featured 
area for companies seeking undeveloped inven-
tory. Recent acquisitions in this basin, however, 
may indicate a shift in the future of upstream 
M&A and companies’ ability to acquire purely 
undeveloped inventory, given the consolidation 
of acreage positions within the area. For exam-
ple, the Permian Basin began the second quarter 

https://www.forbes.com/sites/ianpalmer/2023/05/21/no-room-for-both-in-the-permian--oil-and-gas-versus-nuclear-waste/?sh=35a15ee84a1d
https://www.ogj.com/pipelines-transportation/article/14294985/permian-gas-midstream-racing-to-stay-ahead-of-production
https://www.aogr.com/web-exclusives/exclusive-story/eia-u.s-lng-exports-to-keep-growing-thanks-in-part-to-the-haynesville#:~:text=Heady%20Haynesville,average%20of%2013.1%20Bcf%2Fd.
https://www.hartenergy.com/exclusives/eia-lower-48-oil-gas-production-growth-slow-july-205435
https://www.hartenergy.com/exclusives/enverus-eagle-ford-upstream-deal-activity-soars-q1-204926
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with Ovintiv’s purchase of three EnCap-backed 
companies for USD4.275 billion. Following this 
deal, Tap Rock Resources LLC, Hibernia Energy 
III LLC, and Civitas Resources announced a deal 
close in size (USD4.7 billion) on 20 June, with 
the transaction closing in early August. From this 
transaction, Civitas will gain 68,000 net acres in 
the Permian, which is expected to increase its 
production by 60%. Finally, VTX Energy Partners 
is expanding its reach in the Permian by seeking 
to acquire 12,000 net leasehold acres from an 
undisclosed seller.

While these deals indicate inventory in the Per-
mian is still in high demand, analysts are con-
cluding that there may be fewer opportunities 
in the Permian Basin moving forward due to the 
lack of desirable core inventory. Another exam-
ple pointing to this trend is Chevron’s recent 
acquisition of PDC Energy for USD6.3 billion. In 
this transaction, the supermajor acquired PDC 
to expand its reach in the Permian, which has 
led analysts to believe that the Permian may 
have exhausted many of its “best wells” and 
that purely undeveloped inventory is dwindling. 
Furthermore, upstream M&A metrics from 2022 
support this finding, as 60% of oil deals involved 
the sale of private companies and their assets 
to public E&Ps. These recent trends have led 
analysts to believe that there may not be many 
remaining private companies looking to sell 
inventory in the Permian, which will likely drive 
up competition in the near future.

In the wake of dwindling inventory, companies 
seem to be pursuing one of two potential paths 
forward. First, some large, major oil compa-
nies are seeking to buy out smaller rivals in the 
region, as demonstrated by the Chevron and 
Ovintiv deals. Second, companies will likely turn 
to the outer edges of the basins to find viable 
inventory. While these areas are not the “core” of 

the Permian, some companies view them to be 
“overlooked” assets with future potential. None-
theless, both trends indicate that inventory may 
only become more sparse in the Gulf Coast, and 
companies will have to think critically about how 
to acquire inventory in the future.

Another source for deal-making in the Permian 
comes from the acquisition of mineral interests. 
Individuals or companies that own the mineral 
rights to their land receive royalty payments 
based on the minerals, which include oil and 
gas, that are extracted from that land. Due to 
the Permian’s mature development and a more 
careful focus on the minerals’ ability to provide 
sustained future cash flows, the value of roy-
alty payments in this area has increased from 
between USD10,000 and USD20,000 per acre in 
2020 to approximately USD40,000 per acre now 
in certain transactions. A recent Permian min-
eral interest transaction between Kimbell Royalty 
Partners LP and Hatch Royalty LLC supports 
these estimations. In the Kimbell/Hatch Trans-
action, Kimbell acquired 889 net royalty acres 
from Hatch’s mineral interests for approximately 
USD270.7 million, which equates to between 
USD35,000 and USD40,000 per acre. Therefore, 
companies can seek to obtain the mineral rights 
to these areas to entitle themselves to royalty 
payments in the event that other M&A opportuni-
ties are unavailable.

Payout from mineral rights, however, would be 
based on location, with landowners in the core 
having the greatest opportunity for a high payout 
because of the ongoing production of oil wells 
and continuous extraction of minerals. Land-
owners in areas where production has slowed 
or stopped retain an opportunity, but profits will 
likely not be as high as in areas with current pro-
duction.

https://www.hartenergy.com/exclusives/analysts-shale-ma-opportunities-shrink-after-ovintivs-42-billion-permian-deal-204681
https://www.hartenergy.com/exclusives/civitas-enters-permian-47b-deals-tap-rock-hibernia-205489
https://www.hartenergy.com/exclusives/exclusive-vtx-energy-adds-more-southern-delaware-acreage-ceo-says-205310
https://www.wsj.com/articles/chevron-to-buy-pdc-energy-in-6-3-billion-stock-swap-d8835eee
https://www.hartenergy.com/exclusives/analysts-shale-ma-opportunities-shrink-after-ovintivs-42-billion-permian-deal-204681
https://www.hartenergy.com/exclusives/opportunities-still-persist-permian-executives-say-205164
https://www.hartenergy.com/exclusives/mineral-deal-valuations-teams-evolve-205297
https://www.hartenergy.com/exclusives/mineral-deal-valuations-teams-evolve-205297
https://www.hartenergy.com/exclusives/kimbell-royalty-partners-closes-270-permian-basin-acquisition-203426
https://www.hartenergy.com/exclusives/kimbell-royalty-partners-closes-270-permian-basin-acquisition-203426
https://www.hartenergy.com/exclusives/mineral-deal-valuations-teams-evolve-205297
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Previewing what may be in store for the rest 
of the year, activity in the oil and gas industry 
was unchanged in the second quarter, accord-
ing to executives responding to the Dallas Fed 
Energy Survey. Oil and gas production, while still 
increasing, did so at a slower pace than in the 
first quarter.

Capital concerns
Similar concerns surround financing acquisi-
tions and operational opportunities within these 
regions. For the Permian, about two thirds of 
large private equity companies have left the 
sector in the last decade. While opportunities 
still exist for large-scale financing, oil compa-
nies need to be increasingly cognisant of every 
aspect of a transaction, including ESG and relat-
ed issues, in order to market their companies in 
a way that is attractive to any source of capital.

One reason for this decline relates to recent 
interest rate increases. In response to these 
increases, and with certain equity players leav-
ing the sector, some upstream producers are 
turning to debt financing for funding cash por-
tions of M&A deals. For example, the largest 
deal of the first quarter, Baytex’s acquisition of 
Ranger Oil was partly funded by the issuance 
of 8.5% senior unsecured notes for the deal’s 
cash portion. This may become a more attrac-
tive option if larger sources of equity remain diffi-
cult to access. Nevertheless, while tighter credit 
conditions from February to June 2023 did not 
affect the business of most E&Ps and service 
companies, there are some industry executives 
who expect a slight impact on business develop-
ment from uncertain credit conditions through 
the rest of 2023.

Future equity-based deals, however, may also 
involve smaller companies and stock-for-stock 
transactions. For example, family offices are 

becoming more reliable investors, which may 
assist in offsetting the withdrawal of larger, insti-
tutional investors. Family offices are focused on 
longer-term investments and are not as con-
cerned with the volatility of oil and gas prices. 
Moreover, family companies investing in E&P 
companies that are not backed by private equity 
firms do not have to pay management or carried 
interest fees, which allows many of the small-
er companies to begin investing more quickly. 
Analysts project family offices to provide around 
12% of capital to E&P companies within the 
next year, a jump from a 7% projection just six 
months ago. While small family companies are 
probably unable to completely fill the gap left by 
private equity firms, their presence in the oil and 
gas industry will likely expand moving forward.

Natural gas as an opportunity
Natural gas may provide additional opportunities 
for deal-making, as certain private E&Ps are aim-
ing to sell in the Haynesville Shale Basin. Many 
buyers are skeptical, however, following the 
recent decline of gas-based M&A due to an over 
50% drop in gas prices. This drop also caused 
a delay in constructing wells in the region, but 
well construction has not fully ceased. Moreo-
ver, there is hope that prices will rise due to 
increased demand in electric power generation, 
and new wells under development will serve an 
important role in meeting this demand when 
prices increase.

Outside of the Haynesville Shale, natural gas 
production in Texas is on an upward trend with 
the reopening of the Freeport LNG facility. After 
experiencing a fire in June 2022 and awaiting 
regulatory safety approvals until early March of 
this year, the plant is back to transporting natural 
gas at full capacity as of 30 March. The return of 
Freeport could ease financial stress in this sec-
tor, as the facility accounted for 20% of total 

https://www.dallasfed.org/research/surveys/des/2023/2302#tab-report
https://www.dallasfed.org/research/surveys/des/2023/2302#tab-report
https://www.hartenergy.com/exclusives/pioneers-rich-dealy-ma-and-end-free-money-205046
https://www.hartenergy.com/exclusives/pioneers-rich-dealy-ma-and-end-free-money-205046
https://www.dallasfed.org/research/surveys/des/2023/2302#tab-questions
https://www.dallasfed.org/research/surveys/des/2023/2302#tab-questions
https://www.hartenergy.com/exclusives/family-offices-step-fund-oil-gas-205416
https://www.hartenergy.com/exclusives/analysts-shale-ma-opportunities-shrink-after-ovintivs-42-billion-permian-deal-204681
https://corporate.exxonmobil.com/what-we-do/energy-supply/outlook-for-energy/energy-demand#Industrial
https://corporate.exxonmobil.com/what-we-do/energy-supply/outlook-for-energy/energy-demand#Industrial
https://oilprice.com/Energy/Energy-General/Freeport-LNG-Returns-To-Full-Power.html
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LNG exports from the United States and gener-
ated USD35 billion in revenue between Janu-
ary and September of 2022, including after the 
facility shut down halfway through this period. 
With the facility fully operational, analysts pre-
dict that the increased export of LNG will assist 
in spurring more natural gas deals, which have 
recently slowed due to the low and volatile pric-
ing of natural gas. In fact, the second quarter of 
2023 saw slower growth in natural gas produc-
tion than the first quarter, as commodity prices 
continued to face headwinds.

Additionally, the Permian Basin, which is known 
for its success in the oil sector, may see nat-
ural gas increase in importance in the near 
future, especially given the concerns regarding 
decreasing oil inventory. For example, the basin 
was projected to reach record levels for both 
natural gas and oil output in May 2023. To sus-
tain these increasing natural gas levels, however, 
more infrastructure will probably be necessary.

Operational trends: issues and concerns
As noted above, one point of concern for 
upstream companies is how to increase capital 
investment. While companies are determining 
how to increase financial support, they must 
also figure out how to minimise expenses in a 
volatile commodity price environment, given the 
continued focus on free cash flows generated 
from operations. Certain gas producers are also 
showing more resilience to challenging econom-
ic conditions. Oil and gas operators reported 
increasing costs for a tenth consecutive quarter 
as of the second quarter of 2023. In particular, 
smaller E&Ps (those companies producing less 
than 10,000 barrels per day – BBL/d) are under 
greater pressure from higher drilling and com-
pletion costs than the larger E&Ps due to the 

economies of scale and negotiation power dif-
ferences. In the past, the industry has been able 
to implement creative operational solutions in 
this type of economic environment. One current 
approach to minimising expenses being used by 
certain operators, notably in the Permian, is to 
reduce costs through reusing water. By enter-
ing into takeaway agreements to treat produced 
water for reuse by operators, companies do not 
have to pay electricity, transportation, or royalty 
expenses associated with the water. Thus, it is 
expected companies will continue to review their 
operational methods in an effort to reduce oper-
ating costs and maintain fiscal discipline.

Moreover, increased demand in the Permian, 
notably for natural gas, may strain existing take-
away capacity. E&P companies could choose to 
build additional takeaway infrastructure, which 
would be costly and might require financing 
for these types of projects. Current E&P infra-
structure development is already probably inad-
equate to handle increased demand without also 
increasing flaring. Thus, in order to build enough 
takeaway infrastructure to meet increased 
demand without flaring, companies will continue 
to look for solutions with midstream providers in 
the area. There will also be additional takeaway 
capacity coming online in the future to partially 
alleviate this issue.

Conclusion
While there is some uncertainty regarding the 
commercial and financial issues affecting the 
Gulf Coast region, recent trends demonstrate 
the resilience of the industry, innovative solu-
tions to transactional and operational obstacles, 
continued significant demand and future growth 
opportunities within the upstream oil and gas 
sector for the Gulf Coast region. 

https://www.enverus.com/newsroom/upstream-m-a-slides-to-9b-in-1q23/
https://www.enverus.com/newsroom/upstream-m-a-slides-to-9b-in-1q23/
https://www.hartenergy.com/exclusives/eia-permian-basin-hit-record-oil-gas-production-may-204796
https://www.hartenergy.com/exclusives/report-links-permian-takeaway-constraints-higher-flaring-205177
https://www.hartenergy.com/exclusives/gas-producers-stress-tested-lower-prices-show-mixed-results-205648?mkt_tok=NDMzLU9ESy04ODkAAAGMxK81hhWgRbzeDfEMVeVEC3uYmXFk6jSH7QbrNmgDc9fjbC8pA7vGLaTGs34-kY1AZ3dR3fSRkvm65646SZj06E_cM3cTTSKSeoe-SbxYx_U
https://www.hartenergy.com/exclusives/dallas-fed-low-prices-high-costs-weigh-q2-energy-sector-activity-205539?mkt_tok=NDMzLU9ESy04ODkAAAGMhuMdacJO3PyCsFeGY8npSIhFMM0ADD_Bm6ZATLWAI-SF9KCEZuamP_-jyB_7OWCwqPO_r64r_jF9GWZFbkEzskF0UNb_LMiECblwv_hBKVE
https://www.hartenergy.com/exclusives/produced-water-producing-results-205308?mkt_tok=NDMzLU9ESy04ODkAAAGML1Zf2yOmGIbMavgHRlnMUvL07vBsf73u5CSWdncaQcKShQWl_zUFq2m8ci7T7cO3OW8IaY-KjP5sA7auz7QSqH0t4N5n7GgVbiwRtMk8_eo
https://www.hartenergy.com/exclusives/report-links-permian-takeaway-constraints-higher-flaring-205177
https://www.mrt.com/business/oil/article/New-report-finds-tightening-takeaway-out-of-17491340.php

