
Depressed oil prices are putting pressure on the profit 
margins of some international oil companies (IOCs), 
leading to further cost reductions. This may result  
in more asset sales in Asia-Pacific in the year ahead.

Divestitures and asset sales: Asia-Pacific energy M&A
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year value was down 47% on Q1 2015 (US$12.9bn), 
while volume was 3% higher at 37 deals. In terms 
of divestitures and asset sales within the sector and 
region, 2015 closed with 44 deals worth a total of 
US$17bn, down from 2014’s US$30.2bn from 60 
deals. Q1 2016 saw 11 divestments worth US$1.3bn.

Watchful waiting: The big asset sell-off
As oil prices plummet, some industry experts  
and commentators predict a large scale sell-off of 
energy assets. That sell-off has not yet materialized, 
despite spikes in divestment and general M&A 
activity. A number of exploration and production 
companies, as well as those providing ancillary 
services, have filed for bankruptcy amid sliding 
revenues. However, divestment activity has not  
yet been proportionate to the degree of the decline 
in oil prices.

As profit margins narrow, the cost of debt for oil  
and gas producers has skyrocketed. In some of North 
America’s shale plays, contracts that had locked in

Oil prices declined almost 60% in the past two years, 
leading to substantial profit write-downs among the 
largest energy companies, while smaller producers 
and service providers have scrambled to cut costs  
and divest assets. More than US$200bn in oil and  
gas assets were ready for sale worldwide as of  
mid-October 2015, according to Bloomberg, with  
the inventory of assets for sale increasing through  
the remainder of the year into 2016.

Although they are becoming more complex, 
divestments are being recognized as an effective 
tool to retain shareholder value, streamline 
businesses and refocus corporate priorities.  
More than a quarter (26%) of global M&A activity 
was divestment-focused, according to a 2015 
Eversheds report, ‘Streamlining for success: 
Corporate divestment and separation trends’. 
According to the Eversheds report, of those 
divestitures reported during the 2014-15 period, 
56% were driven by the need to refocus on core 
business activities and 15% were motivated by 
market changes – two factors which are particularly 
relevant to the current oil and gas sector.

The majority of the oil and gas sector’s recent 
divestments have occurred within North America, 
and have affected principally exploration and 
production companies for shale oil and gas. When 
Brent crude prices dipped below US$40 per barrel 
last September, one in eight independent producers 
in the United States came close to corporate default 
– the highest rate since January 2010 – according 
to Moody’s.

In the Asia-Pacific region, Q1 2016 saw 38 energy 
deals worth a cumulative US$4.9bn, representing  
a 92% drop in value and a 62% drop in volume from 
the two-year high of the previous quarter, when total 
value topped US$56.9bn from 72 deals. Year-on-
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higher prices began expiring in Q4 2015, prompting 
banks to reduce lines of credit. Since the start of 
2016, in the United States alone, over US$5.5bn in 
credit lines have been removed from 36 oil and gas 
producers – a 12% drop, according to Bloomberg.

This has left cash-strapped drillers with a choice 
between expensive refinancing plans or auctioning 
off prized assets or land holdings at bargain prices 
to raise funds. Understandably, many are holding  
off as long as possible before committing to any  
of those options. Even those oil and gas companies 
with strong balance sheets have put acquisition 
plans on hold, adopting a wait-and-see approach 
amid price volatility, while waiting for oil to reach  
its terminal price. Depending on how 2016 unfolds,  
oil companies with weak balance sheets – IOCs  
and national companies alike – may find themselves 
forced to choose between bankruptcy and wide-
scale asset divestment programs.

Essence or excess: The value of alternative energy
Oil and gas exploration and production assets 
accounted for almost half the asset sales in value 
and 42% in volume from 2014 to Q1 2016. A 
number of key deals were focused on upstream 
operations, with energy companies divesting oilfield 
stakes and licenses in Asia, while some Asia-based 
energy companies took the opportunity of the 
low price environment and depressed company 
valuations to make strategic asset acquisitions. 

The clean energy sub-sector saw the region’s 
second-highest rate of asset sale and divestment 
activity from 2014 to Q1 2016, accounting for  
34% of deal volume and 17% of value in the sector.  
As many Western producers rationalize their business 
models in the face of the sustained oil price rout, 
more clean energy assets are likely to come to 
market. The rising M&A activity in the sub-sector 
is also a reflection of the significant increase in 
investment over the past few years and the ability 
to recycle development capital. This is a sign of 
the growing maturity of the sub-sector in both 
developed and emerging markets around the world.

Chevron is among the energy majors selling 
alternative energy assets in a bid to cut costs and 
shore up its balance sheet. As of May 2016, it was 

weighing several bids for its geothermal operations 
in Indonesia and the Philippines, worth an estimated 
US$3bn. This follows from the company’s sale of 
its US-based renewable energy subsidiary, Chevron 
Energy Solutions, for an undisclosed sum in 
September 2014, and its suspension of two large-
scale solar projects in Hawaii a month earlier.

Narratives of change: Privatization, 
urbanization, modernization
Across the Asia-Pacific region, Australia accounted 
for 54% of energy asset sale and divestiture values 
and 30% of volume from 2014 to Q1 2016. The 
US$7.7bn privatization of Transgrid in November 2015 
was the country’s largest asset sale over the period. 
The provider of high-voltage electricity services in 
Australia’s most populous state of New South Wales 
was bought by a consortium including Abu Dhabi 
Investment Authority, Kuwait Investment Authority, 
Canada’s CDPQ and two Australian companies.

Energy divestitures and asset sales were also strong 
in China, which accounted for 24% of the region’s 
divestment volumes and 17% of value. Although 
China’s economic growth rate is slowing, its energy 
demands are increasing as electricity consumption 
increases in line with rising rates of urbanization 
and better living standards among China’s citizens. 
In addition, China’s shift away from coal-fired 
power generation is feeding greater demand for 
oil and natural gas. As a proportion of total energy 
asset sales in Asia-Pacific, South Korea ranked third 
by value, accounting for 2% of the region’s deal 
volume and 11% of value. Malaysia placed a distant 
fourth at 5% of volume and 6% of value.

Consolidated figures for the Association of 
Southeast Asian Nations (ASEAN) show the 
10-member bloc contributing to 19% of total  
Asian asset sale deal volume and 10% of values. 
Rising electricity demand from emerging countries, 
including Cambodia, Myanmar, Indonesia and the 
Philippines, continues to create deal opportunities, 
furthered by ASEAN nations’ relatively slow 
transition away from cheaper and more readily 
accessible fossil fuel sources. The International 
Energy Agency predicts the region’s overall energy 
demand will increase by 80% over the next 25 years. 

Re-strategizing Asia: IOCs and private equity
As stressed oil majors and independent players seek 
to reduce their capital expenditures, some higher-
cost international upstream operations are being 
curtailed. Chevron has cut its capex by 25% this year 
and is targeting reduced expenditures of US$17bn-
US$22bn for 2017 and 2018 – down from this year’s 
US$26bn. These cuts are coming mostly from 
Chevron’s international exploration and production 
budgets. Chevron is withdrawing from Australia’s 
multi-billion dollar Browse Basin natural gas project, 
putting US$1.3bn of Myanmar assets up for sale in 
Q1 2016, and pursuing an aggressive divestment 
program tipped to increase asset sales by 50%.
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What trends are shaping Asia-Pacific energy M&A in 2016 so far?

Charles: “Divestitures and asset sales have become an integral 
part of core strategies for many regional and international energy 
corporations as subdued oil prices and persistent volatility become 
part of the narrative of the current market. Generally, however, 
sophisticated managers understand that they must regularly review 
their corporate portfolios, regardless of market conditions or the 
company’s financial health. This review will allow them to identify 
possible assets for sale should the need arise.

Being proactive with divestitures, or at the very least taking action 
when early signs of financial or operational stress become apparent, 
and sensible planning give corporates the immediate advantage 
of controlling one of the most important elements of the process: 
timing. It also allows them to create a wider pool of prospective 
buyers to which they can market the assets and enables potential 
sellers to manage and mitigate any industry-specific challenges 
that might impact the valuation or sale process. This approach is 
crucial as it puts corporations in a better position to execute the 
divestment on their own terms and possibly under positive market 
conditions. This is obviously more ideal than being forced into a 
reactive sale that yields less than desirable results, or worse, leaves 
the corporation in a weakened state relative to competitors.”   

How should businesses approach an energy asset sale? How can 
companies go about minimizing business disruption?

Charles: “Energy companies looking to divest have typically gone 
into the sales process swiftly and decisively once the decision  
to sell the asset was made. While speed is definitely crucial to 
maintaining deal momentum and engaging potential buyers,  
moving too quickly can leave sellers exposed to unnecessary  
risks and increase the chances of leaving value on the deal table.  
Today, prudent management teams are taking more robust planning 
measures and preparation to optimize the sale outcome.

From a transactional perspective, deals are as complex on the sell-
side as they are on the buy-side – and in some cases the challenges 
are even greater. A divestment should be approached with the 
same degree of rigor as an acquisition. This involves creating a 
comprehensive blue print for executing the divestment, conducting 
vendor due diligence, identifying and dealing with gating items,  
and, if necessary, restructuring the asset before going to market.

In the past, sell-side preparation tended to represent a smaller 
part of the overall M&A process. With priority increasingly given 
to transaction mapping and preparation, the weighting is more 
balanced. It is not unusual for divestitures to take 6-12 months  
or more depending on the complexity of the assets and businesses 

involved and the extent to which pre-offer ‘clean-up’ is required.
To minimize business disruption, it is helpful to have a core, 
dedicated team focused on the transaction. While these teams 
can and should include internal personnel familiar with the asset 
being sold, consulting external support – such as legal and financial 
advisors – early in the process can add a layer of valuable insight  
to the process. This can prove beneficial in ensuring there is  
a robust vendor diligence process, sufficient early risk assessment  
and appropriate restructuring as the asset is brought to market.”

What are some of the risks and challenges of selling oil and gas 
assets in emerging Asia?

Jae: “Energy companies selling oil and gas assets in emerging Asian 
markets are likely to face less robust legal systems, government 
processes and infrastructure. This may include regulatory and 
contractual uncertainty (especially for strategic assets). Transparency  
with local government and regulatory authorities may also be an 
issue. For these reasons, sellers should engage suitable advisors with 
expertise in the industry and local business and legal environment.”

Charles: “Equally, energy security is very important and this tends 
to heighten the potential for sovereign risk in developing markets.  
In Mongolia, for instance, there are examples of sovereign risk 
discouraging or delaying international investment, particularly where 
very significant resource projects have been involved. Naturally, this 
forms part of the risk-reward analysis for international organizations 
who are considering investing in these markets, and while this 
may deter some investors from exploring opportunities in such 
geographies, external advisors are widely available and useful  
in identifying risks and acting as guides through the process.”

What can beleaguered companies do to avoid resorting to such 
sales as they wait for markets to recover?

Jae: “To avoid an asset ‘fire sale’, stressed and distressed companies 
can also explore alternative methods of raising cash. For instance, 
refinancing and bond issues present opportunities to preserve the 
balance sheet. In many cases, these options are preferable to sales 
as energy companies want to avoid situations where they have sold 
assets at a discount.

Sometimes, however, asset sales may be an energy company’s best 
bet, although this will rely heavily on the health and other conditions 
of the business. Divestitures should not be considered only after  
a business finds itself cash-strapped. By being proactive and selling 
those assets that are hindering growth, corporations can streamline 
their portfolios from a position of strength, by divesting non-core  
or underperforming assets and refocusing their attention on those 
areas of operation where growth prospects are more promising.”

Expert Q&A: Control the clock, improve the outcome
Eversheds’ Charles Butcher and Jae Lemin weigh in on timing, preparation and risks in Asian oil and gas  
divestitures and asset sales.
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Target geographies for energy asset sales and divestitures (2014-Q1 2016)
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Percentages may not add up to 100% due to rounding.
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Similarly, ExxonMobil targeted a 12% reduction in 
spending in 2015, largely through selling a number 
of ASEAN assets, including up- and mid-stream 
operations in Indonesia. Independent US-based oil 
and gas company Hess divested assets in Indonesia 
and Thailand throughout 2014 and 2015 to free up 
capital for domestic operations.

Likewise, Royal Dutch Shell offloaded interests in 
Australia ahead of its mega-merger with British Gas, 
and also sold its stake in Malaysian refinery assets 
to Chinese refiners. It generated US$20bn through 
asset sales in 2014-15, exceeding its planned 

US$15bn in cuts. Shell has indicated its combined 
capex cuts could exceed US$33bn in 2016. More 
recently, French utility company Engie is reported  
to be putting its Indonesian and Malaysian oil 
and gas assets up for sale as it aims to raise up to 
US$500m. The initial round of bidding is scheduled 
for completion in June 2016, according to Reuters.  

Among non-Asia based IOCs, asset sales in Q1 2016 
were more active than any given quarter throughout 
2014 and 2015. From 2014 to Q1 2016, US-based 
companies accounted for most of the divestments 
and asset sales, with 10 deals worth US$6.6bn. 
Five deals totalling US$5.5bn were made by UK 
companies, while companies from the Netherlands 
sold US$3.7bn worth of assets via two divestments.

There is a growing realization among energy 
companies that a recovery in asset prices is unlikely 
in the short term. Consequently, energy companies 
are adopting more aggressive divestiture and asset 
sale programs in the region. In turn, private equity 
firms are expected to move into the space, as bank 
credit lines are tightened and lower valuations 
present more attractive targets. For example,  
the Carlyle Group and Blackstone have indicated 
they are now looking at oil and gas opportunities 
outside the United States, including Europe, Africa 
and more recently in Asia and Australia. 

 Deal volume  Deal value 


