Deal of the year
ENGIE

O

five years ago,” he says. “But when they
il and gas production has always
pulled out of the commodities space they left
been a capital-intensive business
room for this kind of structured deal.
and securing funding, especially
ENGIE wanted to step in to secure this risk
for smaller players, is a constant
for the smaller and medium producers.”
challenge. French energy major ENGIE helped
For smaller players facing adverse market
address this in a deal with independent
conditions, the ability to curb the impact of
exploration & production company Hague and
a sustained drop in natural gas prices is likely
London Oil (Halo) in November 2017. The
to ease the concerns of potential investors,
deal facilitated Halo’s purchase of Tullow Oil’s
helping to secure more funding for asset
gas producing assets in the Dutch North Sea.
development.
The €10 million ($12 million) structured
Only the very largest, commercially stable
finance and offtake agreement showcases a
energy firms would have the financial muscle
structure that ENGIE believes can be replicated
to make this sort of deal possible, notes
globally to support small and medium-sized
Caratas. “We have a good rating and a solid
producers that are buying acreage divested by
“As a large derivatives house, we were
group balance sheet, which gives us the flexoil majors. In mature basins around the world,
ibility to put together this kind of financial
oil majors are shedding assets in pursuit of
also able to embed derivatives into
and physical solution.”
newer and larger finds that satisfy their need for the structure to manage risk. So [we]
Halo’s chairman and interim chief
scale. For smaller E&P companies, developing
put those two parts together and then
executive, Andrew Cochran, agrees that
the remaining resources in these regions can be
ENGIE brought a unique element to the
a relatively low-risk operation, but accessing the added the financing element in order to
deal in terms of both its trading capacity and
upfront capital is often a struggle.
secure the package” Daniel Simmons, ENGIE
its balance sheet. “This is the first time
Onerous financial regulation has driven
ENGIE has completed a deal like this and
many of the traditional bank lenders out of the
now they are competing head-to-head with the large trading houses that
market and those left are often reluctant to lend to juniors that lack the
would traditionally do such transactions,” he says.
balance sheet strength to face a sustained period of low prices. Therefore,
On the other side of the deal, taking ownership of the gas is an attractive
new financing solutions are needed.
option for ENGIE given the recent divestment of its upstream oil and gas
Under the deal, which was signed in April 2016 as a Memorandum of
assets. ENGIE received an offer for its oil and gas business in May 2017
Understanding, Halo will find, buy and manage low-risk natural gas
from investment firm Neptune Energy Group, completing the sale in
production assets in Europe. ENGIE will then provide pre-financing in
February 2018. It also announced an agreement to sell its upstream and
return for a gas offtake, as well as implementing risk-management
midstream liquified natural gas business to French oil and gas major Total
solutions to enable Halo to hedge against price volatility.
in November 2017. These transactions form part of an ongoing transforThe deal plays to a number of the French energy company’s strengths,
mation plan that involves ENGIE moving away from more traditional
according to Daniel Simmons, originator at ENGIE. “This opportunity
sources to focus on carbon reduction and green energy.
matched very well with three of our main activities,” he says. “The gas
Halo drew down €6 million of the original €10 million facility to fund
offtake element is obviously a very standard service for us – ENGIE has
the Tullow purchase, leaving €4 million for additional capital needs in
been doing that for a very long time. As a large derivatives house, we were
2018. There is also scope to expand the facility to finance similar acquisialso able to embed derivatives into the structure to manage risk. So [we]
tions in the future, and Cochran says Halo expects to work with ENGIE
put those two parts together and then added the financing element in
again after the success of this first transaction.
order to secure the package.”
In addition to the potential to strike more deals of this nature with
Mircea Caratas, chief commercial trading officer of ENGIE, adds that,
Halo, Simmons believes this structure can also be replicated with other oil
with this deal, the firm has been able to fill the vacuum left in the comand gas producers. “Similar deals in the North Sea region are pretty likely,”
modities space by the retrenchment of many financial players in recent
he says. “And we are already seeing demand in other areas of Europe.” ■
years. “This is the type of financing that used to be secured by the banks
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