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Industry & Market Description
The midstream sector of the oil and gas industry focuses on the transportation, processing, and storage of natural gas. The companies within this sector focus on metrics related to exploration and production due to the opportunity for market growth. Additionally, the market is subject to significant variation driven by seasonality of the product. The winter portion of the year drives the
higher demand, while the summer months use up the leftover supply levels. Due to the nature of the business, the midstream sector has less exposure to volatile commodity prices. However, the midstream sector’s drilling operations, revenue, and profitability
will still suffer from lower commodity prices (Industry Overview: Diversified Natural Gas, 2018)

Market conditions faced by industry
Economic Outlook
Gas prices are driven by the industrial demand and supply markets, justifying the significant price swings with the seasonal demand and supply trends. The oil and gas industry has experienced increasing production of natural gas liquids driving
the growth of the sector since the start of 2018 (Tsai & Ameen, 2018). With the rising demand for natural gas, the demand for export pipelines increases significantly. This will provide opportunities for the expansion of resources and
growth within the midstream services sector. In regard to governmental policies, the tax policy under FERC that permitted
the income tax allowance for MLP’s has been removed. MLP’s will no longer receive compensation for the investor’s taxes
on the company’s income (Open Commission Meeting Staff Presentation, 2018). Overall, this does not pose a significant
threat to the industry’s revenue stream, but there will be minor loses due to the regulatory changes.
From the start of 2018 unemployment rates have fallen 3% from the starting rate of 4.1% with GDP slowing slightly with
expectations falling from 2.3% growth to 2.2% for the rest of 2018. The US has experienced rising inflation from 2.1 in
January to the current level of 2.8% in May 2018 (Current US Inflation Rates 2008-2018). With the Federal Reserve raising
interest rates higher than anticipated in June 2018, the current range is from 1.75-2%. With the consistent growth and
strengthening of the US economy, the federal funds rate target range has risen to the 1.25-1.5% range (Daily Treasury
Yield Curve Rates, 2018). In May 2018, the CPI rose .2% primarily driven by the rise in energy, specifically oil prices
(Consumer Price Index Summary, 2018). Overall, the economy is in a state projecting continuous growth through the end
of 2018.

Natural Gas Market Outlook
The natural gas production averaged 73.6 billion cubic feet in 2017 and are expected to reach 81.2 Bcf/d in 2018 and 83.8
in 2019 Bcf/d (Tsai & Gross, 2018). The demand over the next two years is strong with increasing consumption levels for
2018 and 2019 significantly outpacing the demand for oil. Overall, the trend of EQM’s price tends to follow similarly to
natural gas prices. The oil market is a cyclical industry with natural gas declining at the start of 2018, but has thus recovered, however, the EQM has not seen the same recovery as is down 46.2% since January 29 th.
Political Factors
In regard to governmental policies, the tax policy under FERC that permitted the income tax allowance for MLP’s has been
removed. MLP’s will no longer receive compensation for the investor’s taxes on the company’s income (Open Commission
Meeting Staff Presentation, 2018). Overall, this does not pose a significant threat to the industry’s revenue stream, but
there will be minor loses due to the regulatory changes.

Competitor Analysis
The competitive position is key in oil and gas industry and can provide
significant opportunities for a competitive advantage.
Porters five forces


Competitive Rivalry: High




Threat of New Entrants: Low




There is a significant amount of substitute products for
natural gas including: nuclear, coal, oil, hydrogen, and renewable energy. However, there is a large investment required to completely replace the current sources of energy
and will require a long transition period.

Bargaining Power of Buyers: Low




The oil and gas industry has high barriers to entry due to
the high capital intensity. Additionally, the industry faces
regulations in relation to permits, government specific regulations, and pollution and EPA regulations. The high regulations make the opportunity for new entrants more difficult.

Threat of Substitutes: Medium




With the large number of players in the industry, the competition is high. The companies provide a similar product
and there is little opportunity for brand loyalty.

The oil prices are determined by a global oil benchmark,
which provides minimal to no opportunity for buyers to
influence the price. However, the market has been shifting
towards buyers and customers switch between similar
products.

Bargaining Power of Suppliers: High


Suppliers have the opportunity to increase prices in order
to generate further returns. Within oil, OPEC and a few
central companies control a majority of the world’s oil reserves and maintain significant amount of supplier power.

Production
The oil and gas industry as a whole requires a significant investment in
production capacity which minimizes the quantity of new entrants into
the industry. For a strong, competitive company, the majority of capital
expenditure should be going towards exploration and production expansion (Tsai & Ameen 2018). These two factors are the driving forces
within an oil company because the companies holding the resource rich
properties have the opportunity to maintain a large competitive advantage. Finally, with the growth of production, the investment in pipeline and storage infrastructure increases as well. This allows for expansion opportunities for midstream operational companies.

Source: EQT Midstream Partners

Acquisitions & Partnerships
The expansion through acquisitions and partnerships is common in the
oil and gas industry, specifically midstream operations. These sources
of growth allow for a diversified revenue stream and access to a larger
asset base. Typically, large acquisitions are funded by debt, accounting
for the high levels of debt often seen in midstream companies.

Market Structure
In the midstream oil and gas market, operating results are closely
linked to performance. Top performing companies have competitive
sales levels that are driven by strong prices and production levels.
Overall gross margin and profitability trends are good indicators of the
level of financial health of a company. It is also common to see higher
levels of debt within oil and gas due to the immense number of capital
expenditures funded by debt for drilling operations, maintenance and
upgrades of equipment, and acquisitions. This doesn’t present a significant concern as long as the company presents ample cash and the
debt is at a manageable level in comparison to their assets.

Source: EQT Midstream Partners

Future Industry Outlook
The exportation of natural gas rose significantly in 2017 and is expected to continue to rise through 2018. The US has been consistently
expanding their role as an energy exporter becoming known for their
low-cost supply of energy. The development in the US’ standing allows
for greater leverage in the global economy. The level of demand for
natural gas increased in 2017, however, the low-cost supply opportunities available in other regions have maintained the low global prices.
The low prices are expected to continue with the possibility of further
market consolidation in the competitive environment. OPEC members
continue to adhere to their production cut program that is supposed
to run through the end of 2018, however, there are situations arising
with international compliancy. As the natural gas market allows buyers
to gain further power, there will be a notable shift from long-term contracts to shorter-term contracts allowing for more flexibility (England,
2018).

Source: National Natural Gas Market Overview: U.S. Supply and
Consumption.
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