BP Impairing Up to $17.5B in Assets on ‘Enduring Impact’
from Covid-19 and Quicker Energy Transition
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Daily Rundown
• China’s LNG imports continue rising and have
exceeded last year’s levels
• U.S. deliveries to the country displaced dominant
supplies from other producers such as Australia
• BP expects to impair assets as the outlook for oil
and natural gas prices dims
See The Offtake on Pg. 7 for Other LNG Highlights
ASIA

As Chinese LNG Imports Increase,
U.S. Gains Market Share
China’s liquefied natural gas (LNG) imports have continued
to increase and are above 2019 levels year-to-date as spot prices in
the region have plummeted, U.S. import tariffs have been waived
and industrial demand recovers from the pandemic.
Australia and Qatar are among some of China’s biggest gas
suppliers, but the United States has finally seen its market share
increase this year after a preliminary trade agreement in January
eased tensions that had halted exports to the country. China took
in 10 cargoes from the United States between April and May, according to Wood Mackenzie.
By value, China purchases about one-third of all Australian
exports, and demand for energy products has boomed in the wake of
the Covid-19 outbreak earlier this year, according to Wood Mackenzie. The firm’s Asia Pacific Vice Chair Gavin Thompson said in
a blog post last week that through May versus the first five months
of 2019, iron ore imports were up 8%, while LNG was up 9%.
Thompson noted, however, that Australia’s market share
slipped slightly in May as it was cut by rising imports from the
United States. While tensions have flared up between China and
both countries over its role in the pandemic, LNG imports from
Australia and the United States have held up.
April marked the first time in over a year that an LNG cargo
from the United States arrived in China. Meanwhile, Australian
consultancy EnergyQuest noted last week that Chinese imports
from Australia were 2.8 million tons (Mt) in April, the highest
level from Australia on record.
Analysts with Tudor, Pickering, Holt & Co. said recently
global LNG trade in May was 7% above their forecast, “led by
continued strength out of China” and stronger European flows.
Chinese demand, analysts said this month, “appears to be fully
back and then some,” up 10% month/month and 25% year/year,
“driven largely by a swapping of cheaper LNG volumes in place
of pipeline imports,” which were down 20% year/year.
Spot prices in North Asia have fallen precipitously this year
from the demand destruction caused by the coronavirus
...cont' pg. 4
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See NGI’s LNG Glossary Here

. . . from ASIA - As Chinese LNG Imports Increase, U.S. Gains Market Share, pg. 1

and a steady flow of supplies to the region. While Chinese LNG
import growth continued in 2019 at a slower annual pace of 14%
compared to 2018, the country remained the world’s second largest
LNG importer, according to the International Group of Liquefied
Natural Gas Importers.
China took in 61.7 Mt last year and had a 17.4% market share.
U.S. exports to the country have resumed at a time when they’ve
fallen off elsewhere amid the global supply glut and price rout
that has made American LNG uneconomic.
However, after China was first rocked by the pandemic earlier
in the year, when some of the country’s leading buyers declared
force majeures, faced falling demand and higher-priced oil-linked
contracts, intake has recovered quickly. Buyers now appear to be
forgoing contractual volumes for cheaper spot purchases.
Bloomberg New Energy Finance said in a note last week
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that China Petroleum & Chemical Corp., aka Sinopec, had a 10%
year/year increase in its May LNG deliveries, while contractual
volumes from the Australia Pacific region fell by 29%. Bloomberg
also reported on Tuesday that one of the country’s largest private
importers, ENN Energy Holdings Ltd., intends to increase spot
purchases for the remainder of the year instead of searching out
term supply contracts. n
NEWS

BP Impairing Up to $17.5B in Assets on
‘Enduring Impact’ from Covid-19 and
Quicker Energy Transition
With an expectation that the energy transition away from
fossil fuels may be sooner than expected, BP plc on Monday said
it plans to impair up to $17.5 billion on the value
...cont' pg. 6
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of its assets for the second quarter because of limited upside in
natural gas and oil prices.
BP now assumes an average of $55/bbl Brent and $2.90/
MMBtu Henry Hub gas from 2021-2050. The gas price reduction
longer term is 31% lower than BP had forecast in its most recent
annual report. The reduced long-term oil price is down by 27%.
The revised forecasts have come quickly since Covid-19
began to trample on energy demand.
In mid-February, only weeks before a global
...cont' pg. 7
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pandemic was declared, BP upended the autonomous upstream
and downstream business distinctions to move toward becoming a net zero company “by 2050 or sooner,” by fundamentally
transforming the entire organization.
As the coronavirus sapped demand, the London-based supermajor then warned that the gas and oil world was facing a
world of hurt in the short term, and it trimmed capital spending.
Management last week then announced the massive job losses, with
10,000 people expected to lose their jobs by year’s end.
...cont' pg. 8

THE OFFTAKE: LNG IN BRIEF
A ROUNDUP OF NEWS & COMMENTARY FROM
NGI’S LNG INSIGHT

• Unplanned maintenance for a pigging operation at the

Gillis Compressor station on Cheniere Energy Inc.’s 1.5
Bcf/d Creole Trail Pipeline was expected to cut operational
capacity to 582 MMcf/d on Tuesday and Wednesday (June
16-17). Genscape Inc. said no flow impacts were expected
at Sabine Pass LNG from depressed feed gas demand.

• U.S. feed gas deliveries dipped below 4 Bcf/d last week

and have yet to rebound. Only five LNG vessels departed
the United States with cargoes during the week ending
June 10, according to the Energy Information Administration, the lowest export volume on record since June
2017, when there was less export capacity.

• The Indian Gas Exchange (IGX) has launched the nation’s
first online gas trading platform as the country continues
to invest in pipelines and LNG import terminals. IGX said
the exchange is expected to boost price transparency
and market participation.

• Cheniere said Tuesday it has obtained commitments from
17 financial institutions for a $2.5 billion term loan. The
company said proceeds would be used to pay down debt.
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“In February we set out to
become a net zero company by
2050 or sooner,” CEO Bernard
Looney said. “Since then we
have been in action, developing
our strategy to become a more
diversified, resilient and lower
carbon company.
“As part of that process,
we have been reviewing our
price assumptions over a longer
horizon. That work has been
informed by the Covid-19 pandemic, which increasingly looks
as if it will have an enduring
economic impact.”
BP has reset its internal
price outlook “to reflect that
impact and the likelihood of
greater efforts to ‘build back
better’ toward a Paris-consistent world,” Looney said of the United Nations global climate accord that was reached in late 2015.
The lower long-term price assumptions are considered “to
be broadly in line with a range of transition paths consistent
with the Paris climate goals. However, they do not correspond
to any specific Paris-consistent scenario.”
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Regarding the one-time charges, management is reviewing
whether to develop some exploration prospects, and “consequently is assessing the carrying values of the group’s intangible
assets.” The impairment and intangible assets assessments are in
progress, and BP has not yet precisely determined the impact.
However, BP currently estimates $8-11 billion in
...cont' pg. 10
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one-time charges against property, plant & equipment, as well as
write-offs of exploration intangibles of $8-10 billion for 2Q2020
results, which in aggregate are $13-17.5 billion.
“All that will result in a significant charge in our upcoming
results, but I am confident that these difficult decisions -- rooted in
our net zero ambition and reaffirmed by the pandemic -- will better
enable us to compete through the energy transition,” said the CEO.
Because Covid-19’s end is not in sight, “BP now sees the
prospect of the pandemic having an enduring impact on the
global economy, with the potential for weaker demand for energy
for a sustained period.”
Management also has a “growing expectation that the aftermath of the pandemic will accelerate the pace of transition
to a lower carbon economy and energy system, as countries
seek to ‘build back better’ so that their economies will be more
resilient in the future.”
BP also has updated the outlook for carbon prices to a total
emissions carbon dioxide (teCO2) estimate of $100/teCO2 in 2030.
“The impairment shouldn’t come as a big surprise,” said
Wood Mackenzie’s Luke Parker, vice president, corporate analysis. “The risks were clearly flagged in BP’s 2019 annual report.
While these are noncash charges, with no bearing on cash flows,
the implications -- near-term and long-term -- are very real.”
If the writedown were to be $17.5 billion, it would “push
BP’s gearing ratio to 45%,” including lease liabilities, Parker
said. A $13 billion writedown would push gearing to 44% including the lease liabilities, “uncomfortably high. Greater urgency
to pay down debt will put further pressure on the dividend. Of
course, under BP’s latest price assumptions, cash generation will
be less than previously anticipated.”
Over the longer term, the move is all about BP’s shift from
fossil fuels, said the Wood Mackenzie analyst.
“While that will be a multi-decade affair, BP is already
getting to grips with the idea that its upstream assets are worth
less than it believed as recently as six months ago. Indeed, some
of them are worth nothing. Big picture, we see this as another
step in the re-rating of oil and gas, and the journey from ‘Big
Oil’ to ‘Big Energy.’” n
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