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Midstream companies are being challenged by ESG concerns and competition for capital. There is almost no greenfield
pipeline construction as investors shift focus to other energy sources.

Like exploration and production companies in recent years, the midstream sector finds itself in flux as
energy companies across all sectors adapt to changing markets and the challenges of a post-pandemic
world.

Addressing the monthly Oilfield Strong seminar presented by OTA Environmental, Doug Dormer, co-
founder of Cardinal Midstream, noted a lack of investment dollars seeking out midstream deals.

“There’s a lot less money chasing traditional midstream businesses today. I think there’s a reason for that,”
Dormer said.



He explained that private equity firms with a focus on midstream are shifting that focus to energy
transition opportunities – not as a core 100 percent of business but 30 to 40 percent of what they want to
invest going forward, he said. Too, he said, greenfield development of new pipeline projects is “kind of
dead.”

Any buildout is being done by existing players, he said, adding he doesn’t think there’s space for new
entrants into the midstream sector.

He is optimistic, saying he believes opportunities will come onto the market three months from now or six
months from now.

“Overall, the midstream is great from an operating company perspective. Cash flows are up, leverage is
down as a whole in the space and growth capital is tempered, so I think a lot of people are living within
their means and showing financial discipline, which is great to see but there’s been a lot of carnage,”
Dormer stated.

While he said he was speaking to midstream, OTA Environmental Founder and President Grant
Swartzwelder observed that that sounded like the upstream sector as well.

Like the upstream sector, the focus on ESG – Environment, Social and Governance – has impacted
midstream.

“My experience base is being private, with private equity partners. But I do talk to friends who run large
master limited partnerships and it’s a part of their daily lives,” Dormer said. “I personally think the
midstream space does a lot of good as it relates to ESG, particularly in the ‘E,’ which I think most people
would argue is the most important.”

Nevertheless, he continued, midstream companies are being pressured to do more, which means limiting
emissions, he said. That pressure is coming from investors and board members but also pipeline
customers, especially the large ones like Exxon, Shell and Chevron.

Asked if midstream companies could help mitigate routine flaring by offering takeaway capacity, Dormer
replied, “The wholesale flaring people talk about, it’s an economic issue, small quantities spread over vast
terrain. If it were economic for midstream companies to pick up all that flared gas, it would absolutely be
picked up and not flared. You can’t lay 2 miles of pipe for 50 Mcf of gas.”

Not producing a well is not a good answer, he continued. “If you can’t not produce a well, then you’re
gong to have to incentivize someone to come get the gas. In a lot of cases, even if you have the total value
of the hydrocarbons, that may not make it economic.”

He doesn’t see incentives to help address flaring coming from the Biden administration. He said he does
think regulations are coming that will be comprised of mid-range and long-range targets on various things.

Dormer is studying carbon capture and sequestration for enhanced oil recovery, saying it will be
interesting to see how recently announced projects are commercialized.

Beyond the economics, he said technology will be a challenge with the need for accurate reservoir
modeling to find the right rocks in the right spot or the right saltwater seam for sequestration.

“I think it could be huge. I’m a huge believer in natural gas and this could have economic legs and become
an integral part of activity. I think it gives natural gas running room. We have decades and decades and



decades of supply with current technology and if we’re able to economically capture emissions, we could
get them out of the atmosphere,” Dormer said.

He continued, “If we have a lot of supply and we’re not polluting, it seems like our industry – people
don’t’ realize how critical it is but – we could be a critical piece of the energy puzzle.”
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