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COVID-19
China reported the first case of COVID-19. Since that time, markets have experienced significant turmoil in
response to global economic slowdown expectations.

OPEC RESPONSE
OPEC and certain non-OPEC countries (collectively known as OPEC+) met in Vienna but failed to reach an
agreement on production cuts. Prior to the meeting, the market had anticipated additional production cuts, along
with an extension of those previously agreed to cuts, which expire at the end of March.
The group was unable to reach an agreement due to Russia’s actions to stall a decision.
Notably, Russia refused to agree to additional production cuts, a decision that could be aimed at adding pressure
to the U.S. shale producers and capturing additional market share.

PRICE WAR ENSUES
Meeting for a second time during the week, Russia refuses deeper production cuts or an extension of those
currently in place.
Subsequently, Saudi Arabia announced cuts to its pricing for crude oil and indicated it would boost production,
effectively entering a price war with Russia.

OIL PRICES COLLAPSE
In response to these events and concerns that energy markets could suffer from a demand shock driven in part by
the Coronavirus, oil prices plunged 25% to close at approximately $31/barrel. This represented the largest one-
day decline since 1991.
The implications of sharply lower oil prices are potentially far reaching for the global economy. Energy
companies could cut production, leading to layoffs and banks holding loans to energy companies could be
negatively impacted.

OIL MARKETS IN TURMOIL
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DEMAND & SUPPLY SHOCKS – A PERFECT STORM FOR OIL
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COVID-19 EFFECTS

COVID-19 & OPEC 
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EXCESS OPEC SUPPLY & EIA FORCAST EXPECTATIONS /
As of February 11, 2020
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Data Sources: Energy Information Agency

MARKETS EXPECTED DEEPER OPEC CUTS UNTIL THE
MARCH 9th DECISION…

…RESULTING IN A -25% SINGLE DAY DECLINE, AND -49%
YEAR TO DATE

OIL BEGAN TRADING IN CONTANGO IN FEBRUARY,
EXPECTING SOME RELIEF FOR FUTURE PRICING…

…BUT THE RECENT PRICE WAR HAS ONLY DEEPENED
PRICING EXPECTATIONS
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DEMAND DESTRUCTION LIKELY TO BE LED BY CHINA
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CHINA IS ONE OF THE PRIMARY CONSUMERS OF
LIQUID FUELS…

…AND HAS BEEN THE PRIMARY DRIVER OF 
CONSUMPTION GROWTH

41.5% of 
Incremental 

Demand

In 2019, China consumed nearly 15% of global liquid fuels for
use in their industrial and manufacturing processes and
transportation end use.

Further, China has grown its fuel consumption considerably over
the past five years, with the expectation this trend continues. A
disruption in China’s fuel consumption can and has had an
outsized impact on energy commodity prices.

Data Sources: Energy Information Agency
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CURRENT PRICE LEVELS UNSUSTAINABLE IN THE LONG TERM

Notes: Saudi Arabian and Russian breakeven rates were calculated by IHS Markit for Brent production in 2018. The results of this analysis was  included in the Saudi Aramco prospectus. The calculation 
considers post-tax price per barrel required to achieve a 10% rate of return through 2030. U.S. breakeven rates consider WTI production and were collected by the Federal Reserve Bank of Dallas through 
a 2019 survey of 82 exploration and production company executives, responding to the question “In the top two areas in which your firm is active: What WTI oil price does your firm need to profitably drill 
a new well?”
Data Sources: IHS Markit; Federal Reserve of Dallas
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BREAKEVEN PRICE PER BARREL FOR CRUDE PRODUCTION /

$34.36 – Mar. 9, 2020 Brent Close

Average

 Current oil prices are not sustainable for new projects within the US, and most other geographies.

 Saudi Arabia has the lowest cost of crude oil extraction, but this does not consider the commonly quoted breakeven figure that 
the country would need to balance its budget.

 In the short term, it may be important to consider drilled but uncompleted wells in the U.S. that may have a lower breakeven 
point when sunk costs are disregarded.
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MIDSTREAM ENERGY AND COMMODITY PRICES
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OIL VOLATILITY BLEEDS INTO MIDSTREAM…
While midstream is a “volume business” that paid based
on the throughput of their infrastructure, it has historically
traded in line with oil in times of excessive volatility – a
relationship that is not present in broader equity markets.

…AND WAS SEEN IN THE RECENT COLLAPSE
Midstream was already off to slow start this year, particularly MLPs. With
the collapse in oil prices, MLPs and C-corps experienced a sell off on
general sentiment around the commodity and potential declines in future
throughput.

Data Sources: Alerian; Bloomberg LP
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COMMODITY PRICES WILL IMPACT PRIVATE ENERGY VALUATIONS

VALUATIONS
 Expect mark-downs in asset values in private energy funds for First Quarter 2020
 Managers use a number of inputs into their valuation process. Apart from commodity

prices, these include reserves, production rates, operating costs, and estimated capital
expenditures.

 Estimates and assumptions apply a discount rate commensurate with production profile.
A discount rate of 10% will typically be used for proved reserves.

 Managers also calculate values based on the three-year NYMEX (New York Mercantile
Exchange) strip. In this case, the NYMEX forward curves for oil and gas prices as of the
end of the current quarter are applied to the production forecast for the next three
years.

 “Resource Funds” – Those that own and operate oil and gas properties are more
exposed to commodity price movements

 Energy services companies may be particularly vulnerable to cutbacks in drilling activity

MITIGATING FACTORS 
 Many of FEG’s private energy managers maintain hedges on crude and natural gas

production
 Many underlying portfolio companies have limited leverage
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PRIVATE ENERGY FUNDS THROUGH PRIOR DOWNTURN
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PRIVATE ENERGY TVPI MARKS & WTI CRUDE PRICES /
As of June 30, 2019

2011 Vintage 2012 Vintage 2013 Vintage WTI Crude (Right Axis)
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PRIVATE ENERGY TVPI MARKS & WTI CRUDE PRICES /
As of June 30, 2019

2014 Vintage 2015 Vintage 2016 Vintage WTI Crude (Right Axis)

MARKS ON CURRENT INVESTMENTS
Funds raised before 2014 saw markdowns immediately following the
collapse in oil prices and subsequently followed prices upwards.
Private managers typically use forward curves within their valuations.

MARKS ON CAPITAL INVESTED THROUGH THE DOWNTURN
While initially slow to mark up assets, fund performance improved
coming out of the trough in commodity prices.
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PRIVATE ENERGY DPI & WTI CRUDE PRICES /
As of June 30, 2019

2011 Vintage 2012 Vintage 2013 Vintage

2014 Vintage WTI Crude (Right Axis)

DISTRIBUTIONS ON CURRENT INVESTMENTS
During the last collapse in oil prices, distributions slowed, but
gradually increased as prices improved .

CALLED CAPITAL ON CURRENT AND NEW COMMITMENTS
Funds following the initial decline increased pacing, drawing down
committed capital faster than earlier vintages.

Data Sources: ThomsonOne; Bloomberg, LP
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This presentation was prepared by FEG (also known as Fund Evaluation Group, LLC), a federally registered investment adviser under the
Investment Advisers Act of 1940, as amended, providing non-discretionary and discretionary investment advice to its clients on an
individual basis. Registration as an investment adviser does not imply a certain level of skill or training. The oral and written
communications of an adviser provide you with information about which you determine to hire or retain an adviser. FEG Form ADV Part
2A & 2B can be obtained by written request directed to: FEG, 201 East Fifth Street, Suite 1600, Cincinnati, OH 45202 Attention:
Compliance Department.
The information herein was obtained from various sources. FEG does not guarantee the accuracy or completeness of such information
provided by third parties. The information in this report is given as of the date indicated and believed to be reliable. FEG assumes no
obligation to update this information, or to advise on further developments relating to it.
FEG, its affiliates, directors, officers, employees, employee benefit programs and client accounts may have a long position in any
securities of issuers discussed in this presentation.
Neither the information nor any opinion expressed in this report constitutes an offer, or an invitation to make an offer, to buy or sell any
securities.
Past performance is not indicative of future results.
Index performance results do not represent any managed portfolio returns. An investor cannot invest directly in a presented index, as an
investment vehicle replicating an index would be required. An index does not charge management fees or brokerage expenses, and no
such fees or expenses were deducted from the performance shown.

This presentation is prepared for informational purposes only. It does not address specific investment objectives, or the financial
situation and the particular needs of any person who may receive this presentation.
Any return expectations provided are not intended as, and must not be regarded as, a representation, warranty or predication that the
investment will achieve any particular rate of return over any particular time period or that investors will not incur losses.

The S&P 500 Index is a capitalization-weighted index of 500 stocks representing all major industries and designed to measure the
performance of the broad domestic economy through changes in aggregate market value. For more information, see us.spindices.com

The Alerian MLP Index is a float-adjusted, capitalization-weighted index, whose constituents earn the majority of their cash flow from
midstream activities involving energy commodities. See www.alerian.cim for more information.
The Alerian US Midstream Energy Index is comprised of energy infrastructure companies whose constituents earn the majority of their
cash flow from midstream activities involving energy commodities. This index is based on market capitalization and float adjusted and
assumes the reinvestment of distributions. For more information see www.alerian.com.

DISCLOSURES
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