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Industry Top Trends 2021 
Midstream Energy 
A More Stable Road Ahead, As Long As Companies Avoid The Potholes 

What’s changed? 
Unexpected, protracted demand shock. The effects of the coronavirus pandemic 
have significantly impacted demand for crude oil, natural gas, and refined products. 
The uneven recovery and additional COVID-19 shutdowns could harm credit profiles 
more than we expect in 2021.  

More favorable financial policies. Midstream companies have generally been 
proactive with actions that have strengthened balance sheets and increased 
financial flexibility.  

Slower production growth. Slower hydrocarbon production across all regions has 
changed midstream growth forecasts. Underutilized assets, if prolonged, could 
pressure contract rates and increase recontracting risk. 

What are the key assumptions for 2021? 
Lower capital spending. We forecast growth capital spending to decrease by about 
20% for the industry, with sharper declines for speculative-grade companies.  

Focus on climate policy and regulation.  Permitting delays and heightened social 
opposition to new pipelines has in some cases affected timing and construction 
costs around three lines of text. 

Broad increase in discretionary cash flow. Slower spending plans and reduced 
dividend payouts are leaving some companies with significant discretionary cash 
flow for debt reduction or share buybacks. 

What are the key risks around the baseline? 
Counterparty credit risk weaker than expected. Widespread defaults could 
pressure contract payments or cause courts to reject in bankruptcy proceedings. 

Delayed upstream recovery. A weaker-than-expected recovery or delayed 
upstream turnaround likely will negatively impact volumes and contracts. 

Accelerated energy transition. Policies changes from a new U.S. administration in 
Washington could increase energy costs and accelerate a shift towards renewable 
energy sources. 
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Ratings trends and outlook 
Global Midstream Energy 
Chart 1 

Ratings distribution 

 
Chart 2 

Ratings outlooks 

 
Chart 3 

Ratings outlook net bias 

 
Source: S&P Global Ratings. Ratings data measured at quarter end. Data for Q4 2020 is end October, 2020 
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Shape of recovery 
Table 1 

Sector Outlook Heatmap 

 
Sensitivities and Structural Factors  Shape Of Recovery 

 COVID-19 
Sensitivity 

Impact If 
No Vaccine 

in 2021  

Long-Term 
Impact On 

Business Risk 
Profile 

  

Revenue 
Decline – 

2021 vs 
2019 

EBITDA Decline 
– 2021 vs 2019 

Credit Metric 
Recovery To 
2019 Levels 

Midstream Energy        

Asia-Pacific Low Low Neutral  0%-10% 0%-10% 2023 

Europe Low Low Neutral  0%-10% 10%-20% 2022 

Latin America Low Low Neutral  0%-10% 0%-10% 2021 

North America Low Low Neutral  0%-10% 0%-10% 2022 

Source: S&P Global Ratings. 

 

S&P Global Ratings believes there remains a high degree of uncertainty about the evolution of the coronavirus 
pandemic. Reports that at least one experimental vaccine is highly effective and might gain initial approval by 
the end of the year are promising, but this is merely the first step toward a return to social and economic 
normality; equally critical is the widespread availability of effective immunization, which could come by the 
middle of next year. We use this assumption in assessing the economic and credit implications associated 
with the pandemic (see our research here: www.spglobal.com/ratings). As the situation evolves, we will 
update our assumptions and estimates accordingly. 
 
This report does not constitute a ratings action. 

 

 

  

http://www.spglobal.com/ratings
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Midstream Energy 
Ratings trends and outlook 
The midstream industry faced significant headwinds with the Saudi-Russian crude oil 
price war and the demand destruction from the coronavirus pandemic. The stark 
differences between the better capitalized, larger, and more diverse investment-grade 
companies and the more concentrated and vulnerable speculative-grade peers was 
reflected in the rating actions across the midstream portfolio. About 25% of issuers were 
downgraded and about half of those companies were lowered multiple notches. Most of 
the downgrades were concentrated among gathering and processing companies with 
volume risk and indirect price risk, or large exposures to upstream producers with 
weakened credit profiles. About 38% of the portfolio is investment-grade and the 
negative bias increased to about 40% from 18% pre-COVID-19. 

We believe the midstream industry will see credit quality strengthen overall because of 
the favorable actions and financial policies taken in response to downturn in 2020. The 
pace of the recovery could be somewhat uneven and depends on the distribution of a 
vaccine, stronger commodity prices, the health of the upstream industry, and more 
robust end user demand, all of which is outside the midstream industry’s control.  

Main assumptions about 2021 and beyond 

1. Lower growth capital spending 

Midstream companies have reacted to lower demand for crude oil, natural gas, and 
refined products by sharply reducing growth capital spending. We forecast growth 
spending cuts of about 20% for the industry in 2021 and deeper cuts in 2022. We expect 
2021 free operating cash flow to improve by 45% and most speculative-grade companies 
to be free cash flow positive.  

2. Greater focus on climate policy and environmental regulation 

We believe a Biden administration will be more focused on the energy transition and 
alternatives to the traditional hydrocarbon industry. A divided congress will likely slow 
and material near-term progress to greener energy alternatives, but a federal fracking 
ban, removal of federal subsidies for oil and gas companies and permitting for new 
pipelines are all tangible risks.  

3. Broad increase in discretionary cash flow 

A key benefit from midstream companies initiating spending and dividend cuts will be an 
increase in discretionary cash flow. Companies will increase their financial flexibility, 
being able to repay debt and strengthen balance sheets while also rewarding unitholders 
with modest share repurchases programs.  Most financial policies seem to balance 
strengthening credit while trying to reduce the high cost of equity and improve depressed 
share prices.  

Capital spending will trend lower 

When energy demand sharply declined beginning in March 2020, the midstream sector 
focused on reducing costs which entailed significant cuts to growth capital-spending 
budgets. With forecasted production volumes for 2021 expected to be lower than 2020 
levels, we expect the midstream industry’s total capital spending to decline on average 
between 15%-20% year-over-year. This sharp reduction reflects a shift to a more 
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prudent financial policy as companies focus on generating positive free cash flow and the 
limited number of feasible growth projects. With certain regions of North America already 
operating with excess take-away capacity, lower forecasted volumes for 2021 will result 
in pipelines competing for volumes if their capacity is not already supported by take-or-
pay contracts. As a result, many proposed pipeline projects and expansions have been 
deferred given the expectation of lower production levels in the term. That said, the most 
notable projects that we expect to continue to advance include Mountain Valley Pipeline 
in Appalachia, Enbridge’s Line 3 Replacement project and Keystone XL. With volumes 
largely concentrated in top-tier basins such as the Permian or Bakken, we would expect a 
larger concentration of capital spending to be redirected to those regions for further 
expansion projects albeit excluding any greenfield take-away capacity. 

We expect environmental activism and regulatory risk to continue to burden the 
midstream industry in 2021. Issuers with large pipeline projects are especially 
vulnerable. Equitrans Midstream recently announced a delay and cost increase on its 
Mountain Valley Pipeline pushing its completion date into late 2021. Dakota Access 
Pipeline has also faced legal challenges, with a possibility of a shutdown while the US 
Army Corp of Engineers complete their environmental impact study. DAPL could continue 
to face challenges in 2021 under a Biden administration which could deny new permits to 
DAPL. 

Climate policy initiatives and regulation will intensify  

President-elect Biden’s plan to stop new federal drilling permits could jeopardize the 
cash flows of some midstream companies in the next few years, especially those in the 
Gulf of Mexico, the Powder River Basin, Piceance, New Mexico, and parts of the Delaware 
basin. The impact to volumes and cash flows will depend on the policy specifics, and the 
effect could be somewhat muted if certain wells or drilling activity is grandfathered. 
Nevertheless, it will likely limit future upside for most gathering and processing 
businesses. 

On the upside, natural gas could fare better under a Biden administration, as a bridge 
toward cutting U.S. emissions to zero by 2050. Additionally, bans on gas flaring will drive 
demand for increased processing and natural gas liquids transportation. State regulation 
could drive near term changes in flaring allowances, with Colorado being close to banning 
flaring starting in 2021.  

Credit metrics and financial policy 

Financial policies seek to balance debt repayment and equity buybacks 

If equity prices remain depressed and companies continue to generate substantial free 
cash flow in 2021, we could see additional share buyback programs announced. About 
$2.25 billion of equity repurchase programs have been announced between Targa, Plains 
All American, MPLX, and Western Midstream. Each issuer has a different strategy for 
using the funds of their equity repurchase program. MPLX plans to de-lever through 
growth and use free cash flow after capex and distributions to repurchase equity. Plains 
All American intends to allocate up to 25% of free cash flow after distributions to equity 
repurchases with the remainder going to debt reduction.  

At the beginning of the pandemic, issuers took efforts to reduce their leverage and 
manage cash by reducing or delaying capital spending, reducing expenses and cutting 
their distributions. Capital spending across investment grade issuers is down 15%-20% 
versus pre-pandemic expectations. With dividend yield’s higher than 10% for many 
companies we expect additional buyback programs to be announced (see chart 4). We 
generally view buyback programs to be credit negative, however if the issuer is funding 
the buybacks in a way that does not result in credit metrics rising above our downgrade 
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trigger it may not lead to a negative rating action. The way the buyback programs are 
executed will also drive our view of financial policy. 

Chart 4 

Midstream dividend yield 

 
Source: S&P Global Ratings. 

Discretionary cash flow provides flexibility, possible future consolidation 

We expect production levels to take several years to rebound to their prior growth 
trajectories and see the sector as ripe for consolidation. With future growth opportunities 
limited, and discretionary cash flow increasing, industry consolidation could accelerate. 
As companies focus on bolstering their unit prices, we believe these transactions would 
largely be structured as equity-for-equity deals. This will preserve balance sheets and 
allow companies to quickly capitalize on any available synergies without adding 
incremental leverage. We view the larger diversified companies as beneficiaries as they 
are better positioned to pursue acquisitions. With upstream companies already starting 
the consolidation trend, we believe the midstream sector to follow-suit. The most recent 
meaningful merger in the sector occurred in late 2019 with Energy Transfer LP’s 
acquisition of Semgroup Corp which in our view was largely driven by Energy Transfer’s 
desire to acquire a footprint in the Houston Ship Channel through HFOTCO LLC.  

In addition, we believe infrastructure funds and private-equity firms could participate in 
take-private transactions or even acquire minority interests in either assets or 
businesses of companies that are looking to improve their liquidity position or reduce 
outstanding leverage. Though companies would likely be hesitant to sell assets at 
depressed levels, we note that infrastructure funds and private-equity firms are flush 
with capital and ready to invest in the sector if the price is right. 
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Canadian midstream proves resilient, due to strong contractual support 

When it comes to midstream issuers in Canada, one of the key differentiating elements 
that we have observed, for example, if we were to draw a comparison with their U.S. 
peers, is the presence of strong contractual structures, which provide a material hedge 
against both macro shocks, as well as industry downside events. This is also evident from 
the selective negative rating actions we took in 2020 on Canadian midstream companies, 
versus their U.S. peers where the magnitude of negative rating activity was much larger. 

It is not uncommon for Canadian midstream companies to have 50%-80%, or more, of 
their revenues backed by some form of commercial support, ranging from fixed-fee type 
contracts, to the ones that provide more downside protection, like take-or-pay, or cost-
of-service type structures. Of these contracts, fixed-fee only is generally considered the 
weakest, because while it does insulate from direct commodity price exposure, i.e. a 
decline in cash flows from weaker commodity prices, it does not guarantee throughput, or 
volumes on the provider’s infrastructure, exposing them to the risk of falling volumes if 
producer customers reduce drilling activity.  

In the case of U.S., we have seen that contracts are typically fixed-fee with lesser levels of 
volume protection. Even in the case of FERC regulated assets, where the approved tolls 
are the maximum rates the pipelines are able to charge, midstream companies offer their 
customers attractive rates for competitive reasons. These contracts also do not 
guarantee base level cash flow in an event where throughput is declining. In contrast, in 
Canada, cost-of-service contracts generally cover both price and volume risks, and 
ensure a predetermined rate of return, which in our opinion, makes this type of contract 
much more robust and protective. 

We think that the presence of attractive commercial underpinnings in Canada that are 
available to midstream assets, is to some degree a function of the unique 
attributes/characteristics of the dominant commodity produced in the region, i.e., the oil 
sands. The shut-in of oil sands has its distinctive risks, especially in the case of steam-
assisted production, which requires ongoing injection of steam to warm bitumen. In an 
event a prolonged shut-in were to occur, the reservoirs would cool and permanent 
damage could be done putting in jeopardy the life of the asset. With very long useful lives 
(usually spanning over decades) and very low decline rates, it naturally would make sense 
to preserve the asset, which would mean maintaining a base level of production.  

Secondly, oil sands require significant amounts of upfront capital investments, but 
generally produce with relatively lower operating costs. Once the producer has invested 
the capital into the required infrastructure, the decision to produce versus shut-in would 
come down to whether or not the revenue from sales covers the cost of actual production, 
or variable costs, such as natural gas to generate steam in the case of steam-assisted 
gravity drainage. We think that these factors do have a role in the setup of the commercial 
platform for pipelines and other midstream assets in Canada, as production will not 
necessarily correlate with commodity prices, and hence it would make economic sense 
for oil sands producers to secure long-term contracts with midstream infrastructure 
companies that run through the life of their reservoirs. Some of the longest and most 
robust contracts that we have seen in Canada are attached to midstream assets that 
service the oil sands, going as far out as 20-25 years in length, if not more, and provide 
strong levels of commercial certainty via cost-of-service and take-or-pay protection 
backed by the strength of investment grade producers. 

In some cases we have also seen G&P assets backed by long-term take-or-pay contracts 
in Canada (e.g. Northriver Midstream), which is not very common given these type of 
assets generally have weaker contractual protection relative to pipelines, and are also 
more vulnerable to throughput declines and energy market downturns given proximity to 
the wellheads. We think this is a distinguishable strength, and certainly supports a 
favorable view of the business’ asset and cash flow quality. 
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LNG survives COVID and tropical storms, but new development could be 
challenging 

Along with the rest of the global energy market, the U.S. LNG market has experienced 
disruption this year on an unprecedented level. However, against a backdrop of a stormy 
year, both physical and financial, the U.S. LNG market has demonstrated its resiliency on 
many levels. The year began with a large number of cargos shipped from multiple 
terminals in the U.S. Gulf Coast with high anticipation of another record year. However, 
with the COVID-19 pandemic taking hold toward the end of the first quarter and the 
global economy shutting down, worldwide demand for LNG fell to a mere fraction of the 
anticipated volumes. In many respects, this was the first real test of the financial 
resiliency of the LNG contractual structure for U.S. developers. The contracts are 
predicated on the majority of cash flows payable regardless of whether an off-taker 
chooses to lift LNG cargos.  This thesis proved out even as off-takers continued to pay as 
cargos were cancelled with one estimate of over 175 cargos cancelled between April and 
November. In addition to financial resiliency, the year is one that has tested the physical 
resiliency as well. This year has seen a record number of named storms that have hit the 
U.S. Gulf Coast this year. Perhaps the apex of the season was Hurricane Laura which 
made landfall as a category 4 storm along the Texas-Louisiana border in Cameron Parish 
where several LNG terminals are located. Notwithstanding the severity of the storm, all of 
the LNG facilities sustained very minor damage and were largely back on line within days 
proving out the engineering of the terminals. 

While the year has brought many storms, the forecast for the sector continues to remain 
cloudy. This is particularly true for those projects that have yet to sign up long term off-
takers. Given the uncertainty regarding demand for long term LNG, off-takers remain 
unwilling to commit to long-term contracts. This has resulted in a number of projects 
postponing final investment decisions given the requirement for long term contracts to 
underpin project financing. In addition, some projects have opted to reduce the scale of 
their proposed project in order to reduce the required contractual requirements. Finally, 
amidst all of this, the ever-increasing influence of ESG factors continues to weigh on LNG 
projects. Earlier this year Engie S.A. announced ceasing discussions on a long-term off-
take agreement with Next Decade Corp. from its Rio Grande LNG project reportedly 
because of its concerns with shale gas. We believe that ESG considerations will continue 
to increase in prominence and will act as a further challenge for new projects that are 
seeking commercialization.  
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Key risks or opportunities around the baseline 

1. Counterparty credit risk weaker than expected  

U.S. exploration and production companies continue to experience severe credit pressure 
as the face relatively low commodity prices, approaching debt maturities, weak demand, 
and shifting views on climate policy and the energy transition. Midstream companies 
provide an essential service for most upstream companies which typically gives us 
comfort when thinking about the supporting contractual arrangements. However, if 
courts decide to reject more contracts as part of bankruptcy proceedings, or upstream 
companies default on payments, midstream creditworthiness will suffer.  

2. Delayed upstream recovery 

Longer comment here, although please try and keep short. Slower hydrocarbon 
production across all regions has changed midstream growth forecasts and has led to a 
midstream asset overbuild in some areas. Underutilized assets, if prolonged, could 
pressure contract rates and increase recontracting risk. 

3. Accelerated energy transition 

More restrictive energy policies and higher costs could bring changes to the oil and gas 
industry more quickly than we assume. As substitutes for oil and gas become more cost 
competitive for end users, adoption by countries or regions could shift meaningfully. 

Counterparty credit risk still weighs on midstream credit profiles 

Lower and more volatile commodity prices this year have significantly affected upstream 
companies’ cash flows and creditworthiness. Prior to the COVID pandemic, natural gas 
prices averaged less than $2.00 per million British thermal unit in January and February 
2020. Then, the landscape for oil and gas producers changed drastically when COVID-
related shutdowns and the Russian – Saudi crude price war hit energy markets in quick 
succession. Oil prices fell below $25 per barrel (bbl) for a sustained period between 
February and May and bottomed out deep in negative territory in April 2020, prompting oil 
producers to cut growth spending to preserve liquidity and curtail production to avoid 
plummeting profitability. Both the oil price and volumes have rebounded since, but 
lasting damage was done. S&P Global Ratings took 108 negative rating actions 
(downgrades, negative outlooks, or CreditWatch negative placements) in the aftermath of 
those events on the 88 U.S. exploration and production (E&P) companies we rate from 
March through July 2020. At times this year, up to 85% of the upstream portfolio had an 
issuer credit rating that was either on negative outlook or CreditWatch with negative 
implications. Currently, about 33% of U.S. E&P companies were rated in the ‘CCC’ and 
lower categories.  

Upstream credit stress inevitably affected their midstream service providers. A 
distressed E&P companies that accounted for most of a midstream company’s 
contracted revenue generally resulted in midstream downgrades in lockstep with the 
upstream company. If we believe the midstream company would likely be unable to 
replace these contracts at current rates, the upstream counterparty ratings would 
generally constrain the midstream company’s stand-alone credit profile. Western 
Midstream (roughly 65% of cash flows derived from Occidental Petroleum), Antero 
Midstream (practically all cash flows derived from Antero Resources), and EQM 
Midstream (about 70% of revenues derived from EQT Corporation), among others, were 
all downgraded in sync with their upstream customers. However, if the midstream 
company’s stand-alone credit profile is much stronger than its main counterparty, and its 
contracts are generally supported by market rates, there could be some separation 
between the upstream and midstream ratings as the upstream counterparty’s ratings 
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become weaker since the midstream company is providing an essential service and 
courts have generally upheld these contracts in bankruptcy. 

 Counterparty risk is mitigated for midstream companies with a more diversified 
customer base. Rockies Express, for example, was downgraded one notch to BB+ when 
multiple customers in the Appalachian region were downgraded multiple notches. The 
rating on Rockies Express is several notches higher than the average counterparty rating. 
Enable Midstream and DCP Midstream were placed on negative outlook earlier this year, 
mainly based on our view of stressed volumes and cash flows, but diversified customer 
bases insulated them from any single material counterparty exposures. 

While energy transition and carbon reduction will receive continued focus in 2021, 
midstream issuers are still working on finding their footing in a changing energy economy. 
We believe renewables may make inroads as a long-term energy solution, but this green 
energy will not meaningfully displace hydrocarbons for several decades in our view. That 
said, traditional midstream growth projects are less abundant, and renewables could 
provide growth opportunities for some midstream issuers, but not significant credit 
drivers.  

Exposure to the Permian has risks and opportunities  

It has been a challenging environment in the Permian basin for gathering and processing 
(G&P’s) companies since the collapse of oil prices in March 2020. When oil prices 
collapsed, producers significantly cut back their rig count and shut in many existing 
wells. While most of the shut-in wells in the Permian have come back online amid the 
stabilization in oil prices, producers have been drilling very little in the Permian, which 
has negatively impacted G&P’s that are primarily focused in the region. G&P’s in the 
Permian were expecting significant volume growth in 2020 and beyond which, which we 
believe is no longer realistic. Many of the smaller Permian-focused G&P’s were 
capitalized with large amounts of debt relative to their cash flows and were depending on 
strong volume growth to increase cash flows and thus de-lever. 

Looking towards 2021, we believe that volumes in the Permian could be flat to slightly 
down from 2020 levels. For the most part, the larger G&P players with exposure to the 
Permian have taken action to offset lower than expected volumes. In addition, they often 
have a more integrated model that better weathers downturns in comparison to smaller 
G&P’s. However, many of the smaller G&P’s that we rate will be challenged to de-lever 
their balance sheets with relatively flat to slightly decreasing cash flows.  

Smaller G&P’s will be Challenged 

We do rate several relatively small G&P’s that either solely operates or primarily operates 
in the Permian Basin. We rated many of these companies in the 2017 to 2018 time period, 
which was a time period that we expected significant production and volume growth in 
the Permian. Over time, the migration of the credit quality of these companies has clearly 
been negative. In general, these relatively small G&P’s have been unable to meet their 
initial volume forecasts which has left leverage relatively high for these companies. The 
commodity downturn has hit these companies particularly hard as these companies were 
expecting significant volume growth in 2020 and 2021. Most of these companies do not 
have minimum volume commitments (MVC’s), which could help offset lower than 
expected volumes. 

In general, the owners of these companies have been supportive and have provided equity 
capital to many of the companies listed above. Despite equity contributions for several of 
these Permian G&P companies, due to the lack of volume growth, cash flow for these 
companies has been lower than expected and leverage in general has remained 
stubbornly elevated. Looking into 2021, we think cash flows will be relatively flat to 
slightly down in comparison to 2020 levels, which will keep credit measures weak. That 
being said, we believe the capital spending for the smaller G&P’s listed above will be at 
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relatively low levels given that the Permian infrastructure has been largely built out. This 
may enable some of the small G&P’s to pay down a bit of debt with excess free cash flow.  

Could there be Permian G&P M&A Activity? 

Even before the downturn began in March 2020, the Permian region was beginning to look 
overbuilt. Now that the expectation is for lower overall U.S. production and volumes, and 
flattish to slightly down volumes in the Permian, the area looks very overbuilt. As a result, 
we do believe that mergers and acquisitions could be a distinct outcome, especially with 
regards to Permian G&P’s. 

Perhaps there are large midstream companies that may welcome the opportunity to grow 
via acquisition in the Permian, given the lack of organic growth opportunities. We would 
expect these acquisition prices to be at much more reasonable levels given the current 
volume outlook. There could be strategic bolt-in acquisitions for large companies even in 
a pressured situation.  
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Industry forecasts 
Midstream Energy 
Chart 5 Chart 6 

Revenue growth (local currency) Capex growth (adjusted) 

  
Chart 7 Chart 8 

Debt / EBITDA (median, adjusted) FFO / Debt (median, adjusted) 

  
Source: S&P Global Ratings. Revenue growth shows local currency growth weighted by prior-year common-currency revenue-share. All other figures 
are converted into U.S. Dollars using historic exchange rates. Forecasts are converted at the last financial year-end spot rate. FFO—Funds from 
operations. 
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Cash, debt, and returns 
Global Midstream Energy 
Chart 9 Chart 10 

Cash flow and primary uses Return on capital employed 

  
Chart 11 Chart 12 

Fixed versus variable rate exposure Long term debt term structure 

  
Chart 13 Chart 14 

Cash and equivalents / Total assets Total debt / Total assets 

  
Source: S&P Global Market Intelligence, S&P Global Ratings calculations. Most recent (2020) figures are using last twelve months (LTM) data. 
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