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Oil prices plummeted to an 18-year-low in March and have remained at depressed levels as
the Coronavirus pandemic and its restrictions on travel and movement have sharply curtailed
global demand for crude at a time of plentiful supply.

The double whammy of excess availability and a demand shock, unprecedented in scope and
scale, exacerbates the ongoing uncertainty in the oil and gas industry at a time when US
producers were already under pressure. Despite the pact earlier this month between the top
oil producers to cut back production, oversupply is expected to weigh on industry performance
amid persisting concerns around available storage capacity.

In particular, midstream companies—those that collect, transport and refine the oil and gas
produced by exploration and production companies—experienced six of the worst 10 trading
days in March. The Alerian Midstream Energy Index has rebounded more than 45% from lows
reached in mid-March as many midstream companies have scaled back on dividends and will
likely cut down on capital expenditures this year. Companies tied to drilling and production will
be under extreme distress as supply slows; for the first time in 40 years, the Texas Railroad
Commission is considering limiting production within the state.

At NEPC, we maintain our hold in the midstream space while we evaluate the impact on the
overall supply chain; we believe many companies involved in the natural-gas supply chain are
likely in a better position to adjust to the macro shifts in supply and/or demand dynamics. The
extreme contango—when the futures price of a commodity is above the expected future spot
price—in oil markets is a significant drag on returns and will limit the recovery for commodity
investors when prices bounce higher as roll yields are steeply negative. Private portfolios will
probably experience distress as bankruptcies and consolidation likely accelerate. Cuts to capital
expenditure by the industry should support longer-term oil prices as market conditions normalize.

Until there is greater clarity around the timing of an economic recovery, oil and gas markets
will continue to be rocked by uncertainty. To this end, NEPC Research has re-constituted its
Distressed Energy Group to help clients make sense of the changes in the energy sector. We
are re-evaluating this space and are checking in with managers to better understand the strain
within portfolios. We remain focused on finding investment opportunities arising from this crisis,
but many unknowns remain as the world struggles to comprehend the fallout from the COVID-19
pandemic, including the impact on energy demand. Watch this space for more on this topic.
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https://www.wsj.com/articles/u-s-oil-prices-drop-to-lowest-level-since-2002-11585570774
https://info.nepc.com/covid-19
https://www.washingtonpost.com/business/energy/why-the-opec-russia-blowup-sparked-all-out-oil-price-war/2020/03/20/4a8ace6c-6ada-11ea-b199-3a9799c54512_story.html
https://www.wsj.com/articles/opec-allies-look-to-resolve-saudi-mexico-standoff-and-seal-broader-oil-deal-11586695794?mod=article_inline
https://twitter.com/MLPguy/status/1242180971614670848
https://www.texastribune.org/2020/03/19/texas-oil-production-reduction-considered-railroad-commission/
https://www.texastribune.org/2020/04/15/texas-oil-production-cuts-not-happening-yet-railroad-commission/
https://www.texastribune.org/2020/04/15/texas-oil-production-cuts-not-happening-yet-railroad-commission/
https://www.spglobal.com/platts/en/market-insights/latest-news/oil/032320-shell-cuts-spending-and-buybacks-in-response-to-oil-price-slump
https://info.nepc.com/covid-19

DISCLAIMERS AND DISCLOSURES
Past performance is no guarantee of future results.

All investments carry some level of risk. Diversification and other asset allocation techniques
do not ensure profit or protect against losses.

The information in this report has been obtained from sources NEPC believes to be reliable.
While NEPC has exercised reasonable professional care in preparing this report, we cannot
guarantee the accuracy of all source information contained within.

The opinions presented herein represent the good faith views of NEPC as of the date of this
report and are subject to change at any time.
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