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Market Movers

Discovery, Development & Deals

came up dry in its first well drill. Total leads the inter-
national consortium for Block 4, with a 40% interest.
[talian Eni also has a 40% interest, with a 20% interest
for Novatek. The well was completed on April 26th,
reaching a depth of 4,076 meters. While it found
traces of gas, the well failed to encounter a reservoir
in the Tamar formation, thus missing its main objec-
tive.- ADNOC (the Abu Dhabi National Oil Company),
and ADPower (the Abu Dhabi Power Corporation),
have issued a joint tender for the development and
operation of the MENA region’s first high-voltage, di-
rect-current, HVDC, subsea transmission system. The
system will connect ADNOC'’s offshore production
facilities to ADPower’s onshore grid with the most ad-
vanced technology.

Earnings & Cuts

- BP announced a $4.4 billion net loss in Q1 2020, cit-
ing supply and demand shocks. This compares to a
$2.9 billion after-tax profit in Q1 2019. BP’s Q1 pro-
duction fell 2.8% to 3.7 million bpd. Q2 will see addi-
tional production outages. BP reaffirmed its intention
to sell its $5.6 billion Alaska-based Hillcorp business as
part of BP’s $15 billion divestment program.- Three
of China’s oil majors—CNOQC, PetroChina, and Sino-
pec—are slashing capex to the tune of $19 billion for
2020, including for international projects. That China
is moving away from its rigorous pump at almost
any cost strategy to sustain its oil habit is particularly
telling as to just how hard the coronavirus has hit oil
demand and oil prices. - Shell cut its dividend for the
first time since the 1940s, reducing it by 66% to 16
cents a share after first-quarter profit fell by nearly
half. The company also suspended the next tranche
of its share buyback program. New measures could
save Shell almost $30 billion this year. Shell added
after the quarterly results that the pandemic would
change the oil industry forever. - ConocoPhillips said
it would cut 35% of its total output by June compared
to 2019 production levels, after losing $1.7 billion in
Q1. This is the second production cut the company
announced in the last couple of weeks. ConocoPhil-
lips is now expecting to cut a total of 460,000 bpd by
June. - Oilfield services companies with a presence in
Alaska have announced layoffs in the state, including
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Baker Hughes, Schlumberger, Halliburton, and Peak
Qilfield Services. - Mexico’s Pemex has come up with
a plan to save between $4 billion and S5 billion over
the next couple of months as the sting of the corona-
virus eats away at oil majors all over the world. Part of
its cost-cutting will come from reducing travel for its
personnel and the suspension of medical expense re-
imbursements. - Norway’s government has proposed
a temporary tax break to support the oil and gas in-
dustry with measures that would provide $10 billion
of liquidity in 2020-21. The companies would be al-
lowed to write-off investments more quickly, effec-
tively postponing tax payments for years. Norway will
also be reducing crude oil production by 250,000 bpd
in June, and then maintaining a 134,000-bpd lower
rate of production for the rest of the year. - Chevron
is cutting its 2020 capex by $2 billion. It is the second
spending plan cut in a bit over a month. The capex
targets for 2020 are now 30% lower than their origi-
nal plan for this year. - Exxon shocked markets with a
surprise loss of $610 million for Q1-—it is the first quar-
terly loss since its merger in 1999. Exxon announced it
would cut its spending by one-third, to just $23 billion.

Politics, Geopolitics & Conflict

- Libyan militia commander Khalifa Haftar has or-
dered his troops to halt operations during the
Muslim holy month of Ramadan, though the Gov-
ernment of National Accord (GNA) has not publicly
agreed to a ceasefire on its end, which is more an
issue of trust at this point. The past few weeks have
seen an uptick in sporadic violence in Tripoli and
indiscriminate shelling of medical facilities by Haf-
tar’s LNA forces. Overall, the GNA will view Haftar’s
Ramadan ceasefire as buying time to regroup and
resupply. But the general has also lost important ter-
ritory outside the capital, despite his declaration on
Monday of a “popular mandate” to assume control
of Libya as a whole. Haftar’s declaration was not well
received among his usual external supporters. Haf-
tar is losing his footing and his Monday declaration
was a desperate, failed attempt to regain control af-
ter what appears to be a split with the authorities in
the east, who have been putting together plans for
reconciliation with the GNA.
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Ethanol exports fell for the
first time in four years in 2019

The United States exported 96,000 barrels per
day (b/d) of fuel ethanol in 2019, the first an-
nual drop in U.S. ethanol exports since 2015.
Despite the decrease, total exports remained at
the second-highest level on record. The United
States exported more fuel ethanol than it im-
ported in 2019, the 10th year in a row as a net

exporter. U.S. fuel ethanol exports fell by 14% in
2019 even though the number of export desti-
nations increased from 34 destinations in 2018
to 39 destinations in 2019. Nearly half of all eth-
anol was shipped to Brazil and Canada, despite
these countries decreasing their imports of U.S.
ethanol by 34% and 5%, respectively. Brazil, the
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world’s second-largest producer and consumer
of fuel ethanol, decreased imports of U.S. eth-
anol for the first year since 2015, dropping to
22,000 b/d in 2019 but still accounting for nearly
one-quarter of all U.S. ethanol exports. Ethanol
consumption in Brazil is driven largely by a fuel
ethanol blending requirement, which is current-
ly set at 27%, and demand for hydrous ethanol
(E100) that competes with traditional gasoline
blends. Ethanol in Brazil is primarily produced
from sugarcane, and as a result, it is seasonally
driven by the sugarcane harvest period from
May through October. Brazilian imports of U.S.
ethanol typically peak in between harvest sea-
sons. The United States and Brazil are trade part-
ners for fuel ethanol, and the United States also
imports Brazilian fuel ethanol, especially during
its sugarcane harvest season. The United States
substantially increased its sugarcane ethanol im-
ports in 2019 to a total of 13,000 b/d, up 9,000
b/d from 2018 levels, all of which were sourced
from Brazil. U.S. ethanol imports from Brazil all
entered the United States in the West Coast re-
gion (Petroleum Administration for Defense Dis-
trict 5), likely driven by increasing standards in
California’s Low Carbon Fuel Standard (LCFS) and
the LCFS’s favorable carbon intensity scores for
Brazilian sugarcane ethanol relative to domestic
corn ethanol sources. In early 2018, between
sugarcane harvest seasons for Brazil’'s domestic
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ethanol industry, substantial price discounts of
U.S. ethanol relative to Brazil’s ethanol led to
monthly record-high levels of U.S. fuel ethanol
exports to Brazil. In early 2019, some of those
inter-period harvest price advantages for U.S.
ethanol exports to Brazil remained, although at
a lower level compared with 2018. U.S. exports
to Brazil reached nearly 3 million barrels in the
first three months of 2019 (equivalent to 37,000
barrels per day), which was 40% lower than the
record level set in the first quarter of 2018. U.S.
ethanol exports remained elevated despite Bra-
zil's extension of the 20% tariff levied on U.S.
ethanol (for volumes higher than the equivalent
of 1 million barrels) through September 2019.
The tariff quota was again increased in Septem-
ber 2019 to allow for a limit of 750 million liters
(about 5 million barrels) per year through 2020.
Canada remained the second-largest destina-
tion for U.S. ethanol, importing nearly 22,000
b/d in 2019, largely unchanged from the vol-
umes imported during the past few years. Cana-
dian demand for U.S. fuel ethanol is driven by re-
gional ethanol requirements for gasoline across
Canadian provinces, which range between 5.0%
and 8.5%. The third-largest destination in 2019
for U.S. ethanol was again India at 12,000 b/d,
followed by South Korea and Colombia. The re-
maining 34 countries received approximately
30,000 b/d of U.S. ethanol exports.
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ExxonMobil Reports First Quarterly Loss Since 1999

ExxonMobil reported a surprise first-quarter loss
on the back of hefty write-downs amid the oil price
plunge, posting its first quarterly loss since the
1999 merger of Exxon and Mobil. Exxon booked a
loss of $610 million for the first quarter of 2020,
compared to earnings of $2.4 billion for the first
quarter of 2019, slipping into a quarterly loss for
the first time in more than two decades, as low
oil prices weighed on asset valuations. xxon’s loss
was the result of a $2.9 billion charge from iden-
tified items, reflecting non-cash inventory valu-
ation impacts from lower commodity prices and
asset impairments. At the beginning of April, the
U.S. supermajor said it was making a ‘significant
reduction’ to its capital expenditure (capex), slash-
ing investments for 2020 by 30 percent, to around
$23 billion, down from the previously announced
capex of some $33 billion. Exxon will also cut its
cash operating expenses by 15 percent, driven by
deliberate actions to increase efficiencies and re-
duce costs. Exxon’s oil-equivalent production rose
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by 2 percent year on year to 4 million barrels per
day for Q1 2020. Permian production grew 20 per-
cent from the fourth quarter of 2019 and jumped
by 56 percent from the first quarter of 2019, Exxon
said today. Exxon, like the other U.S. supermajor
Chevron and unlike some European rivals such as
Shell and Equinor, will be preserving cash for the
dividend. Yesterday, Shell slashed its dividend for
the first time since World War Il to preserve cash
and value in a highly uncertain macroeconomic en-
vironment. Commenting on Exxon’s Q1 results, its
chairman and CEO Darren Woods said: “COVID-19
has significantly impacted near-term demand, re-
sulting in oversupplied markets and unprecedent-
ed pressure on commodity prices and margins.”
“While we manage through these challenging
times, we are not losing sight of the long-term fun-
damentals that drive our business,” Woods added.
“Our company remains strong and we will manage
through the current market downturn as we have
for decades,” Exxon’s boss said.
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This Historic Crash
Will Create A New
Era For Energy

In the last couple of months, the global energy industry
has been flipped on its head. As the novel coronavirus
pandemic ravaged economies around the world, the
energy industry took a particularly brutal hit, made in-
finitely worse by an oil price war between the leading
OPEC+ countries of Saudi Arabia and Russia. In the se-
vere global crude oil glut that ensued, oil supply soon
threatened to overtake available worldwide storage
capacity, plunging the West Texas Intermediate crude
price well below zero, in a historic upset that sent seri-
ous shockwaves through global markets. The severity
of this il price crash and pandemic panic means that
‘business as usual’ is no longer an option. The global
energy sector is at a historic crossroads in which some
big, world-altering decisions will have to be made and
unprecedented international collaboration will be es-
sential in order to stabilize markets. Until now, there
has never been a disruption to the status quo large
enough to enable any serious re-thinking of the way
we power our world, but coronavirus has given us that
unthinkable pause. A report this week from the World
Economic Forum highlights this unique opportunity,
positing that “the crisis offers an opportunity to con-
sider a new energy order to enable the energy transi-
tion in a sustainable way:.” Critics of fossil fuels and Big
Oil have been overpowered and drowned out by the
momentum of the machine and the unshakable iner-
tia of business-as-usual. Maybe an apocalyptic global
pandemic is what it takes to truly divest from fossil
fuels and redirect the sector“Though this is the worst
possible way to begin a decade, the coronavirus pan-
demic and the collapse of oil prices also offer an oppor-
tunity to consider unorthodox intervention in the en-
ergy markets and global collaboration to support the
recovery phase once the acute crisis subsides,” states
the World Economic Forum. “This giant reset grants us

the option to launch aggressive, forward-thinking and
long-term strategies leading to a diversified, secure and
reliable energy system that will ultimately support the
future growth of the world economy in a sustainable
and equitable way.”

Already, the COVID-19 pandemic and oil price crisis
has fostered previously unseen levels of cooperation
and collaboration between OPEC and the G20 interna-
tional forum for governments and central banks. Saudi
Arabia, Russia, and the United States, three petroleum
powers that have no historically played nice, were able
to reach a deal to mitigate the oil price crash, which
“sets a precedent for future collaboration for global
energy security and economic growth.” This could be
pivotal for the development of meaningful policy and
alliances for a global energy transition. “While the im-
pact of this alignment in the short term has been low
and insufficient,” says the World Economic Forum, “the
medium- and long-term effects could be substantial.”
An energy transition away from fossil fuels isnt going
to happen overnight, of course, even in the middle of
a pandemic and negative oil prices. The world’s infra-
structure is set up to run on ail, the global economy is
organized around it, and petro-nations and oil autocrats
in countries like Saudi Arabia, Russia, and Iran will not go
quietly into that goodnight. This crisis has shown, how-
ever, that the current system has serious vulnerabilities
and diversifying the energy economy will be in the best
interest of everyone.“Threats to the infrastructure from
extreme weather events, the increasing risk of cyber-
attacks, and the disruption to supply-and-demand bal-
ance from external shocks such as COVID-19 expose
vulnerabilities in the system. This can be detrimental
to society at large,” continues the World Economic
Forum report. “Lasting and systemic outcomes can
only come from a balanced approach, which val-
ues economic growth, security and reliability along
with sustainability, and promotes stability in energy
markets.”We all knew that the end of oil was com-
ing. Even Saudi Aramco admitted that they expect
peak oil by midcentury. But the pathway to achiev-
ing an energy transition before reaching the tip-
ping point toward catastrophic climate change has
always been murky at best, with the private sector
often dominating the decision-making. If there were
ever a time to change that tune, it’s now.
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“The LNG Market Is “Imploding

While everyone is understandably watching
the meltdown in the crude oil market, the
global market for natural gas is also crater-
ing. At least 20 cargoes of U.S. liquefied natu-
ral gas (LNG) have been cancelled by buyers
in Asia and Europe, according to Reuters. The
global pandemic and the unfolding economic
crisis have slashed demand for gas worldwide.
Cheniere Energy, one of the main exporters of
U.S. LNG, has seen an estimated 10 cargoes
cancelled by buyers halfway around the world,
Reuters said. The price for LNG in Asia was al-
ready crashing before the pandemic, owing
to a substantial increase in supply last year.

Prices for LNG in Asia for June delivery have
recently traded at $2/MMBtu, only slightly
higher than Henry Hub prices in the U.S. As
recently as October, LNG prices in Asia trad-
ed at just under S7/MMBtu. The problem for
American gas exporters is that after factoring
in the cost of liquefaction and transportation,
gas breakeven prices for delivering to Asia are
around $5.56/MMBtu, according to Reuters.
But prices are trading at less than half of those
levels. Gas exports tend to be conducted un-
der rigid contracts, but cargoes are now facing
cancellation.“The financial prospects for [LNG]
once one of the globe’s hottest energy com-

modities — seem to be imploding before our
eyes,” Clark Williams-Derry wrote in a new
report for the Institute for Energy Economics
and Financial Analysis (IEEFA). He noted that
LNG prices in the fall of 2018 were at around
$12/MMBtu. The oil majors have made large
bets on LNG in recent years. Royal Dutch Shell
spent more than $50 billion to buy BG Group
in 2015. The move back then was made with
an eye on surging demand for natural gas. “We
will now be able to shape a simpler, leaner,
more competitive company, focusing on our
core expertise in deep water and LNG,” Shell’s
CEO Ben van Beurden said after closing on the
acquisition of BG Group more than four years
ago. The deal remade Shell into one of the
largest traders of LNG on the planet. Several
other oil majors — Total SA, ExxonMobil and
Chevron, for instance — have also made mas-
sive bets on LNG. LNG is now arguably getting

hit just as hard as crude oil from the pandemic
and the global slowdown. A series of high-pro-
file investment delays or cancellations have
occurred in the past month. ExxonMobil, for
instance, delayed a final investment decision
on a large LNG export project in Mozambique
in early April.However, the industry faced
troubled economics even before the current
crisis.“Companies pinned the delays on the
novel coronavirus, while ignoring the fact that
LNG prices were already deflating long before
the worst impacts of the pandemic were being
felt,” Clark Williams-Derry wrote in the IEEFA
report. He wrote that what was striking was
the fact that companies of varying sizes and
corporate structures were cancelling decisions
— speculative startups, but also state-owned
giants and publicly-traded supermajors.

Delayed and cancelled cargoes could ripple
back up to the upstream sector. The U.S. nat-
ural gas industry was also facing problems
heading into 2020 because of oversupply. Ex-
ports may not provide the demand pull that it
once did for gas drillers. Henry Hub prices are
stuck at $1.80/MMBtu. Ironically, however,
the share prices of gas drillers have rebound-
ed in recent weeks. Pittsburgh-based EQT has
seen its share price double since March, for
example. There are a few reasons for this.
The Federal Reserve has funneled trillions of
dollars into the financial sector, which has re-
inflated financial assets of all types. Investors
also seem to be trying to “buy the dip.” But in-
dustry analysts are also predicting that a huge
shortfall in gas production in the Permian will
boost prices by next year. Goldman Sachs says
that gas will jump to $3.25/MMBtu in 2021.
For now though, the economics for LNG are
pretty dismal. “The LNG industry entered to-
day’s crisis on shaky footing. And now that the
economic slowdown is in full swing, all previ-
ous LNG supply and demand projections have
been rendered moot, and all crystal balls re-
main cloudy,” Williams-Derry concluded. “In
that context, delay is a smart decision.”




The recovery in U.S. oil prices is still weeks away,
Goldman Sachs’ head of commodities Jeffrey
Currie told CNBC’s Power Lunch.

The reason for the note of caution is because cut-
ting oil production is not a simple matter. It takes
time and costs money, and, perhaps more im-
portantly, it could damage the well, Currie said.
“Shutting down a well is extremely expensive, and
sometimes you damage the well forever,” he told
CNBC, adding that, “We don’t think this is the end
of it. You're likely to see this continue to go on at
least through the middle of May.” West Texas Inter-
mediate slumped to more than minus $38 a barrel
yesterday. The slump into negative territory—the
first in history—was, in large part, driven by trad-
ers exiting their positions in the futures market to
avoid physical delivery of the crude that they had
bought earlier. However, there has been no change
yet in demand for crude oil globally, and U.S. pro-
ducers are running out of storage space for their
product. The shortage of storage space also con-

Goldman: Don’t Expect U.S
QOil Prices To Recover Soon

tributed to WTI’s 300-percent dive from yesterday.
In this environment, Goldman’s Currie is far from
alone in expecting more pain. “This will cause a lot
of people to shut in (their wells). At these prices,
there’s no way,” the Houston Chronicle quoted a
Texas oil and gas investor as saying in comments on
the news about WTI’s dive into negative territory.
“It reminds me of the ‘80s in a way, but this thing is
worse. Incredible, absolutely incredible.”

Reuters reported this week that oil in floating stor-
age had reached a record high at 160 million bar-
rels last week, according to sources from the ship-
ping industry. That was a 100-percent increase
over the previous week as traders scrambled to
store their unsold and currently unsellable oil. In
the United States, the federal government was
reportedly in talks with nine companies to lease
storage space from the Strategic Petroleum Re-
serve. The SPR has a capacity of 713 million bar-
rels of crude, with the current level of occupancy
at 635 million barrels.

GiPlsiddobale | 49 olo iyl | V8

Marathon Oil Lays Off 200 Employees

Marathon Qil has laid off 200 employees in response
to persistently low oil prices and oil demand devas-
tation. “Marathon Qil confirms that it has made the
strategic decision to reduce its organizational foot-
printin response to extremely low commaodity prices
and much lower oil demand due to COVID-19,” the
company said, as quoted by the Houston Chronicle’s
Sergio Chapa. “As a company, we’ve dramatically cut
our 2020 capital program, reduced activity across
our U.S. operations, and completed other neces-
sary cost-cutting measures.” This is just a snapshot
of a job loss trend that will be gaining speed in the
coming weeks. In just the ten days to April 23, 2,500
people in the Texas oil industry lost their jobs, Chapa
wrote, from a total 13 companies. With rigs getting
idled and wells getting shut in, thousands of jobs
are at risk. And the loss may be permanent. Earlier
this month, Norway’s Rystad Energy warned that as
many as 533 U.S. oil companies could go bankrupt if
oil stays at around $20 a barrel. At the time of writ-
ing, West Texas Intermediate was trading at $19.33
a barrel but there is serious downward pressure on
the benchmark from oil storage space, which is fill-

ing up fast, with analysts expecting Cushing to reach
its limit before this month’s end. More pain is com-
ing for the industry. According to Rystad Energy, oil
production in the Permian, Eagle Ford, and Bakken
will shed 900,000 bpd, 250,000 bpd, and 400,000
bpd, respectively, during this quarter alone. That’s a
total 1.55 million bpd, hundreds of shut-in wells that
may never produce again, and many more jobs lost
as the demand for drilling, servicing, and maintain-
ing these wells vanishes.

Earlier this week, media reported that Washington
was mulling over a lifeline for the industry that could
include taking stakes in companies. However, an
Energy Department spokesperson told the Wash-
ington Examiner a day later that there will be no
stake-taking. “The Trump Administration is not tak-
ing equity positions in or nationalizing energy com-
panies,” Shaylyn Hynes said. “Media reports to the
contrary are categorically false.”

This leaves loans under different financial support
programs as the only way the federal government
can help the struggling industry and mitigate the im-
pact of the crisis on jobs.




Why Shell Slashed Its Dividends

How Trump Convinced Saudi Arabia

U.S. President Donald Trump was so intent on sav-
ing the American oil industry that he told the Sau-
di crown prince that unless the Kingdom stopped
the oil price war and got OPEC+ together for a
new round of cuts, the Trump Administration may
not be able to prevent legislation to pull American
troops out of Saudi Arabia, Reuters reported citing
four sources with knowledge of the matter.

President Trump spoke on the phone with Saudi
Crown Prince Mohammed bin Salman on April 2,
as the president himself said on Twitter that day,
sending oil prices surging by 25 percent after say-
ing that he hoped Saudi Arabia and Russia would
cut 10 million bpd, or probably even 15 million
bpd, to prop oil prices. According to sources with
knowledge of the entire phone conversation be-
tween President Trump and the Saudi Crown
Prince, President Trump threatened to shake up the
strategic — including military — alliance between
the United States and Saudi Arabia if the Saudis
were to continue pursuing their oil price war for
market share that had severely depressed oil pric-
es, on top of the crashing demand. The message of
the U.S. Administration to Saudi Arabia, through

various channels, was basically“We are defend-
ing your industry while you’re destroying ours,”
a senior U.S. official told Reuters. In early April,
just hours after the diplomatic push from President
Trump and his hint at a massive production cut,
Saudi Arabia scrambled to put out a statement,
via its official Saudi Press Agency, calling for an
emergency meeting of the OPEC+ nations and all
other major producers not part of the format, in
order to discuss ways to support the crumbling
oil prices amid crashing demand. “This invitation
comes within framework of the Kingdom’s con-
stant efforts to support the global economy in this
exceptional circumstance, and in appreciation of
the US President’s request and the US friends’ re-
quest,” Saudi Arabia said. The rest, they say, is his-
tory. Ten days later, after four days of wrangling
over quotas, baselines, and why Mexico should be
spared most of its share of the cuts, the OPEC+
group came up with a new deal to remove 9.7 mil-
lion bpd from the market in May and June, then
ease the cuts to 7.7 million bpd for July to Decem-
ber 2020, and then further to 5.8 million bpd until
the end of April 2022.
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