Investor Requirements in Oil & Gas Investing

Understanding investor requirements is essential when evaluating opportunities across the oil &
gas value chain. Requirements vary not only by investor category such as individuals,
institutions, and family offices but also by investment type, such as royalties, working interests,
private equity, or publicly traded securities. Each combination carries different expectations for
capital, due diligence, technical understanding, reporting standards, and regulatory compliance.

Disclaimer: The following sections summarize typical requirements. Actual obligations may differ
based on jurisdiction, project structure, operator policies, regulatory frameworks, and individual
investment mandates. This document is not legal or financial advice.

Investor Requirements by Investor Type

Before choosing an energy investment, it's important to understand that different categories of
investors operate with distinct objectives, risk tolerances, and due-diligence practices. Individual
investors may look for accessibility and income stability, while institutions typically apply stricter
governance, diversification, and long-term return criteria. Family offices, advisors, and specialist
funds each bring their own priorities as well.

Note: The following table provides general guidance only. Requirements can vary significantly
depending on jurisdiction, risk profile, and specific investment mandates.

Investor Type [ Minimum Financial Regulatory/El | Risk Typical
Capital Requirement | igibility Tolerance Investment
Commitment |s Requirement | Profile Vehicles
S
High-Net-Wor | $25,000 — [Must  meet | Often Moderate to | Working
th (HNwW) / [ $500,000 accredited required for | high; can | interests,
Accredited (varies by | investor private accept mineral
Individuals offering) standards placements, | asset-level rights,
(e.g., net | Reg D | risk and [ royalties,
worth > $1M | offerings, commodity private
excl. primary [ working exposure placements,
residence, or | interests; non-operated
income > | must satisfy interests,
$200k/$300k | KYC/AML energy
jointin US)* checks income funds
Ultra-High-Ne | $250,000 - | Significant Enhanced Medium-high | Direct assets,
t-Worth $5M+ discretionary | due diligence | depending on | operated/non
(UHNW) capital; ability | processes; mandate; -operated
Investors & to evaluate | in-house or | flexible in | JVs, energy
Family complex outsourced asset PE funds,




Offices transactions | investment structure mineral
teams; portfolios,
KYC/AML infrastructure
SPVs
Institutional $10M — | Large capital | Must comply | Moderate; Private equity
Investors $100M+ allocation with internal | prefer funds,
(Pension capacity; investment long-term, infrastructure
Funds, long-duration | policies, stable cash | funds,
Insurance, capital governance, |flow assets midstream
Endowments, and assets,
Sovereign sometimes secondaries,
Wealth ESG structured
Funds) frameworks; credit
extensive
due diligence
Energy-Focu | $100M — | Institutional SEC-register | High Portfolio
sed Private | $10B+ (fund | fundraising ed (if | tolerance for | companies,
Equity Firms | size) capacity; applicable), commodity E&P
internal fund and platforms,
technical and | governance operational midstream
financial (GP/LP risk, with | acquisitions,
expertise structure), active energy
fiduciary value-creatio | transition
obligations n strategy projects
Private $5M — $500M | Ability to | Investment Moderate; Royalty
Capital manage manager depends on | funds,
Funds investor registration fund structure | non-operated
(Non-PE: capital; may  apply; | (income, portfolios,
Income creditworthin | adherence to | cash-flow, or | PDP-backed
Funds, ess for debt | PPM asset-backed | credit
Royalty strategies disclosures ) facilities,
Funds, yield-focused
Structured strategies
Credit Funds)
Retail $500 — | No Limited to | Low to | Energy
Investors $50,000 accreditation | public moderate; mutual funds,
(Non-Accredit requirements | securities typically seek | ETFs, public
ed) for public | and regulated | diversification | stocks, MLPs
markets products; and liquidity
broker
suitability
rules apply
Public Market | $100 — | No financial | Subject to | Low to high | Stocks,
Investors $1,000+ thresholds; market depending on | ETFs, MLPs,
(Active or market-acces | regulations, trading futures/comm




Passive s only brokerage strategy odity
Traders) oversight exposure (if
permitted)
Impact / | $25,000 — [ May require | Compliance Medium; CCS
Energy $5M+ (retail | dedicated with ESG | exposure to | projects,
Transition — ESG frameworks, | emerging hydrogen,
Investors institutional) | mandates or | sustainability |technologies [ biofuels,
sustainability | reporting, RNG,
criteria green finance low-carbon
standards infrastructure,
green funds
Corporate / | Highly Strong Board Medium; JVs,
Strategic variable; balance approvals, strategic acquisitions,
Investors typically sheet and | strategic rather  than | technology
(energy $50M-$1B+ | corporate alignment purely partnerships,
companies, financing reviews, financial infrastructure
industrial ability operational exposure co-developm
players) capability ent
requirements

Investor Requirements by Investment Type

Oil, gas, and broader energy investments each come with their own financial, operational, and
regulatory expectations. Some structures, such as working interests, require technical
knowledge and active oversight, while others like royalties or publicly traded securities offer
more passive exposure. Understanding these requirements helps ensure the investment aligns
with your goals, liquidity needs, and capacity for involvement.

Disclaimer: The table below summarizes typical requirements; actual conditions may differ
based on the project, operator, regulatory environment, and the investor’s legal/financial
circumstances.

Investment Minimum Financial Regulatory / | Risk Profile Liquidity
Type Capital Requirement | Eligibility
Commitment |s Requirement
S

Direct $25,000 — | Ability to | Typically High: drilling | Low;
Working $500,000+ cover drilling | restricted to | risk, price | secondary
Interests (WI) + operating | accredited risk, sales limited

costs; investors; operational

tolerance for | offered under | risk

potential Reg D (US);

capital calls detailed PPM




disclosure

Mineral $5,000 — | No ongoing | Available Moderate: Moderate;
Rights & | $250,000 CAPEX through price + | can sell
Royalty (fractional) required,; private production through
Interests ability to | sellers, decline risk brokers/platfo
withstand brokers, or rms
revenue funds; no
fluctuation accreditation
needed
unless
packaged in
a private
placement
Overriding $10,000 — | No Generally Low—Moderat | Moderate
Royalty $200,000 cost-bearing; | acquired via | e
Interests passive assignment;
(ORRI) income accreditation
not required
unless
fund-structur
ed
Non-Operate | $50,000 — [ Must handle | Reg D | High: Low
d Working [ $300,000+ cash calls + | offerings dependent on
Interests OPEX common; operator
accredited performance
investors
preferred
Joint $1M — | Large capital | Legal JV | Medium-High | Very Low;
Ventures (JV) | $100M+ access; agreements; [ depending on | long-term
ability to | entity-level structure
share KYC/AML;
technical/ope | typically
rational institutional
responsibilitie | or UHNW
s
Energy $1M — | Significant GP/LP Medium-Hig | Very Low;
Private $20M+  (LP | net worth; | structure; h; depends | 7-12 year
Equity Funds | commitments | ability to lock | subscription on fund | lock-up
) up capital agreements; | strategy
investor
accreditation
required
Energy $50,000 — | Ability to | Typically Reg | Low—Moderat | Low—Moderat
Income / | $500,000 accept D; accredited | e e




Royalty long-term investors
Funds cash-flow
exposure
Private $25,000 — | Must Accredited Moderate—Hi | Very Low
Placements $250,000+ withstand investors only | gh
(Reg D liquidity + full | (506c); PPM
Offerings) loss potential | disclosures
Infrastructure | $500,000 - | Long-term Institutional Low—Moderat | Very Low
& Midstream | $50M+ capital standards; e (mainly
Investments capacity heavy  due | regulatory +
(Private) diligence counterparty
risk)
MLPs $500 — | No specific | Public market | Low-Moderat [ High
(Master $10,000 financial product; e
Limited requirement | brokerage
Partnerships) account
required;
receive K-1
Energy $100 — [ No Public market | Moderate High
Stocks $1,000+ accreditation | regulation; (commodity-li
(Majors, broker nked)
Independents suitability
, Services)
Energy $50 — $500+ | No Regulated Low—Moderat | Very High
ETFs/Mutual accreditation; | public funds e
Funds minimal
capital
Commodity Margin Sufficient Futures-appr | Very  High: | Very High
Futures (WTI, | requirements | collateral + | oved leverage +
Brent, Gas) vary; typically | risk tolerance | brokerage; volatility
$5,000-$20,0 suitability
00 checks
Structured $250,000 - | Income-focus | Private credit | Low—Moderat | Low
Credit/PDP-B | $10M+ ed, regulations; e
acked credit-tolerant | accredited (asset-backe
Lending capital investors d)
Energy $25,000 — | Capital  for | May involve | Medium Low—Moderat
Transition/Alt | $5M+ emerging tax credit | (technology + | e
ernative technology rules, ESG | regulatory
Energy exposure reporting, or | risk)
Projects government-
partnered

frameworks




LNG, $5M Ability to | Extensive Low—Moderat | Very Low
Terminals & | $100M+ engage in | permitting, JV | e
Downstream long-horizon | or
Infrastructure industrial fund-based
assets participation

Important Cross-Cutting Requirements

Regardless of investor type or investment structure, certain foundational requirements apply
across nearly all oil and gas investment opportunities. These "cross-cutting" elements determine
whether an investor is legally qualified, financially prepared, and operationally informed enough
to participate in the asset class. The following sections provide a detailed view of these
universal requirements.

Accreditation and Compliance

Oil and gas investments, especially private placements, working interests, mineral acquisitions,
and participation in drilling programs, often fall under securities regulations. Because of this,
investors must meet specific legal and financial criteria.

Key Requirements:

Accredited Investor Status: Many offerings are structured under SEC Regulation D
(Rule 506(b) or 506(c)). Investors must meet income or net worth thresholds:

o Net worth exceeding $1 million (excluding primary residence)

o Or annual income of $200,000 individually / $300,000 jointly
Verification Procedures: For 506(c) offerings, issuers must verify accreditation through
tax returns, W-2s, CPA letters, or brokerage statements.
Jurisdictional Compliance: Outside the U.S., investors must satisfy local equivalents
(e.g., “sophisticated investor” rules, qualified purchaser standards, or EU MiFID criteria).
KYC/AML Screening: Investors must complete identity verification, source-of-funds
documentation, and anti-money-laundering checks—standard practice for energy and
resource investments.
Subscription Document Accuracy: Investors must truthfully complete representations
and disclosures about their financial status and investment experience. Misstatements
can expose both the investor and issuer to liability.

Why it matters: Accreditation rules exist to ensure investors have the financial resilience and
knowledge to withstand the unique risks of oil and gas ventures.




Tax Understanding

Oil and gas investments involve complex tax structures. Investors must be aware of how
income, losses, and deductions are treated, not only for accurate expectations, but for
compliance with IRS rules.

Key Areas of Understanding

Intangible Drilling Costs (IDCs):

Up to 70-85% of drilling expenses may be deductible in the first year. A significant
portion may be used to offset active or passive income depending on the investment
structure.

Tangible Drilling Costs:

Non-intangible capital expenses (equipment, well casing, etc.) are depreciated over
several years.

Percentage Depletion Allowance:

Investors in production receive a percentage depletion deduction (often 15%), reducing
taxable income.

Passive vs. Active Income Rules:

Working interests may qualify as active income, but royalties are generally passive.
Investors must understand which categories apply to their investment.

K-1 Reporting:

Partnerships issue annual K-1s outlining income, losses, and deductions. K-1s often
arrive late in tax season and require careful filing.

Severance Taxes:

Production states levy severance taxes on extracted hydrocarbons. Investors must
understand how these reduce net revenue.

Why it matters: Tax benefits can significantly improve net returns, but misunderstanding them
can lead to incorrect expectations or filing complications.

Commodity Price Awareness

Because oil, natural gas, and NGL prices directly determine revenue, investors must understand
the market forces that influence commaodity prices.



Key Knowledge Areas

Price Cyclicality: Energy commodities move in cycles influenced by:
o supply/demand imbalances
o geopolitical shocks
o seasonal demand patterns
o refinery and storage constraints
o economic slowdowns or growth cycles
Benchmark Pricing: Investors should understand the difference between:
o WTI vs. Brent spreads
o Henry Hub natural gas pricing
o Regional price differentials (basis risks)
Hedging Strategies: Many operators use hedging to stabilize revenue. Investors must
understand:

o Swaps
o Collars
o Futures

o how hedges cap upside but protect downside
Macro Market Trends: Key drivers include:
OPEC+ production policy
o geopolitical risks in major producing regions
o U.S. shale productivity
O
]

o

LNG export demand
natural gas storage levels

Why it matters: Commodity price volatility is one of the most significant influencers of returns.
Investors must be prepared for both upside and downside cycles.

Liquidity Constraints

Oil and gas investments often involve long-term commitments and limited liquidity.

Key Considerations

Non-Traded Securities:

Working interests, private funds, and royalties are generally not publicly traded and may
not have secondary markets.

Holding Periods:
o Dirilling programs: 3—7 years
o Royalties and minerals: 5-20 years
o Private funds: typically 7-12 years



e Restrictions on Transfers:
Many agreements require operator approval for any sale or transfer of ownership.
e Capital Calls:

Some structures may require additional funding for development, recompletions, or
unexpected operational needs.

e llliquidity Premium:

Higher returns often compensate for the lack of liquidity, but investors must enter
knowing their capital may be locked up.

Why it matters: llliquid investments require financial stability and patience. Investors must
understand they cannot exit quickly during market downturns.

Operator Risk

The operator is one of the most important determinants of an investment’s success. Even strong
geology can fail under poor management.

What Investors Must Evaluate

e Technical Competence:

o Dirilling accuracy

o Well design

o Reservoir management

o Frac optimization

o Production enhancement techniques
e Operational Track Record:

Investors look for:

historical well performance

cost control consistency

safety performance

experience in the relevant basin

O O O O

e Financial Strength:
The operator must have:

o adequate capital reserves
o sustainable debt levels
o the ability to manage multi-well programs



e Integrity and Governance:
o transparency in reporting
o honest communication
o adherence to regulatory requirements
o fair treatment of partners

e Operational Stability:

Unforeseen issues such as drilling complications, delays, or equipment failures can
materially impact returns.

Why it matters: Even with strong commodities and favorable geology, a weak operator can
compromise project economics. Conversely, a skilled operator can maximize recovery, lower
costs, and protect investor capital.
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