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CARGO CANCELLATIONS

New Fortress Cancels Contracted LNG 
Cargoes in Favor of Cheaper Spot Volumes

New Fortress Energy LLC (NFE) has canceled liquefied 
natural gas (LNG) cargoes it contracted to receive for the re-
mainder of the year in exchange for a payment of $105 million 
to supplier Centrica LNG Co. Ltd.

The move comes as LNG prices have fallen precipitously, 
or by 85% over the last year and a half, according to NFE’s 
estimates, due to a supply glut and global demand destruction 
caused by the Covid-19 pandemic.

The company said its 2020 cargoes were contracted at $7.00/
MMBtu. That’s compared to spot prices that are around $2.00/
MMBtu, of which NFE wants to buy more. 

“Our flexibility to opportunistically purchase LNG at 
market prices completes our transition from a development 
company to an operating company that we expect will generate 
significant operating margin and cash flow,” CEO Wes Edens 
said. “We continue to advance a number of compelling new 
business opportunities and expect significant growth in 2020 
and beyond.”

Management said during NFE’s first quarter earnings call 
in May that the company had more contracted volumes than it 
needed, particularly in the Carribean, where the bulk of its small-
scale LNG operations are located. The company’s first quarter 
margins were also squeezed by higher gas prices as it worked 
through legacy cargoes that were purchased before the sharp 
declines in spot LNG prices that have characterized the market 
amid a steep supply and demand imbalance.

NFE said this week that it expects to net $15-25 million by 
purchasing cheaper spot cargoes. The company estimated that the 
global gas market was 6% oversupplied at the beginning of 2020 
and said volumes are expected to grow by another 7% this year. 
As a result, NFE believes spot prices will remain low through 
2021 and start normalizing in 2022.

New Fortress essentially has been in a transition from a 
start-up to an operational company. It went public last year and is 
focused on introducing LNG in markets that lack access to the fuel 
for power generation and other needs. The company 
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• New Fortress Energy has agreed to pay Centrica 

$105 million to cancel 2020 LNG cargoes
• The company contracted  2020 volumes at $7/

MMBtu, but plans to make more spot buys
• Rising associated natural gas production is 

expected to keep pressure on Henry Hub in the 
months ahead
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operates or is developing small-scale LNG assets across the 
world, including import terminals, fuel management facilities, 
regasification infrastructure, gas-fired power plants and mid-
stream facilities in the Caribbean, Europe, Latin America and 
the United States.

Despite the decision to cancel longer-term cargoes from 
Centrica, NFE also said earlier this year that it would need to 
secure more LNG supply as its operations grow. 



5© COPYRIGHT INTELLIGENCE PRESS 2020  |   @NGInews    |    FOR BREAKING NEWS UPDATES VISIT NATGASINTEL.COM/LNG

WEDNESDAY, JULY 8, 2020



6 © COPYRIGHT INTELLIGENCE PRESS 2020  |   @NGInews    |    FOR BREAKING NEWS UPDATES VISIT NATGASINTEL.COM/LNG

WEDNESDAY, JULY 8, 2020

...cont' pg. 7

CFO Christopher Guinta said in May that more than 60% of the 
company’s current LNG needs are uncontracted. 

NFE said this week that it expects to finish an onshore LNG 
import terminal and merchant power plant in Baja California Sur, 
Mexico, and a natural-gas fired power plant in Nicaragua by the 
end of this year. The Nicaragua project also would be supplied by 
an offshore storage and regasification terminal.

Ultimately, NFE said its strategy is to contract for 80% of the 
LNG volumes it needs once its projects hit “run rate.”
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NFE reported record LNG sales volumes of 1.65 million 
gallons/day in April. Average daily volumes sold in the first 
quarter were about 750,000 gallons/day, or an increase of 200,000 
gallons/day from 4Q2019.

Sales volumes are expected to average between 1.5 and 
2.5 million gallons/day for the remainder of 2020, but manage-
ment indicated that they could slow as customer uptake and new 
projects could hit bumps given the pandemic.

Even still, committed volumes and “in-discussion 
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to 65.7 Bcf/d in May. As of June 23, 
production averaged 65.1 Bcf/d.

Pipeline scrapes show gas pro-
duction June to date in some key 
plays trending higher compared to 
May, including in Appalachia and the 
Permian, Anadarko, Powder River 
and Williston basins.

“Despite these gains, production 
for the U.S. is still down in June,” 
Enverus analysts said. “However, it 
shows how U.S. operators can be re-
silient even during times when most 
of these areas are not economical.”

After plunging deep into nega-
tive territory in April, nearby West 
Texas Intermediate (WTI) crude 
prices have rallied to around $40/bbl, 

incentivizing some producers to turn back on the taps. How-
ever, Enverus pointed out that this price level still leaves only 
a handful of areas with gas breakevens under $5/MMBtu, most 
predominantly in the Marcellus, Utica and Haynesville shales.

Nevertheless, the risk of ending the traditional storage 
season at “significantly” above-average levels is high, En-
verus said, due to expectations that demand destruction from 
Covid-19 mitigation efforts would initially outpace production 
shut-ins. Lower 48 inventories already are tracking well ahead 
of historical levels, sitting at 3.012 Tcf as of June 19, which is 
466 Bcf above the five-year average, according to the Energy 
Information Administration (EIA).

However, by the start of the withdrawal season, and with 
production declines taking hold, storage inventories may decline 
rapidly as demand normalizes and the winter season gets underway.

“Using current forward prices as of June 24, inventories 
would reach a record low of -0.1 Tcf by the end of winter 
2020-21,” Enverus said. The firm therefore expects a price 
response that would push Henry Hub to $3.90/MMBtu for 

winter 2020-21.
“This price response will affect 

forecasted production, power demand 
and liquefied natural gas exports in 
order to balance the market in summer 
2021,” analysts said.

On Tuesday, the EIA updated its 
own price forecast, knocking down 
Henry Hub prices for 2020 another 11 
cents from its previous outlook to $1.93. 
In the latest Short-Term Energy Outlook 
(STEO), EIA said it expects the Henry 
Hub price to average $3.10 in 2021 — 2 
cents higher than forecast in the previous 
STEO — as falling production levels 
continue to exert upward price pressures.

Meanwhile, the road to restoring 
U.S. production to pre-Covid-19 levels 
is seen taking place over three phases, 
the first of which — reversal 
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OUTLOOK

Rising Supplies Seen Keeping Lid on Henry 
Hub Natural Gas Prices This Summer

Although a reduction in associated natural gas supply 
had been constructive for Henry Hub prices heading into this 
winter and next year, analysts expect the ongoing reversal of 
U.S. supply curtailments by exploration and production (E&P) 
companies to keep the pressure on the U.S. benchmark for the 
rest of summer.

In a note to clients on Wednesday, Enverus said that af-
ter bottoming in May, natural gas pipeline data indicates that 
production has started to flatten, and in some areas, has shown 
gains. The pipeline sample, which represents 74% of the total gas 
produced in the United States, declined from 71 Bcf/d in January 

volumes” are above 19 million gallons/day, management said in 
May. The company has 10 key target markets for growth that also 
include Africa, India, South America, Southeast Asia and other 
areas of the Asia-Pacific region. n
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of curtailments — the oil and gas industry is now experiencing, 
according to Morgan Stanley Research. This first phase requires 
a WTI crude oil price of $25-30, while the second phase of pro-
duction stabilization would require a WTI price of roughly $40 
in order to hold 4Q2020 production levels flat. The final phase is 
the resumption of growth, which needs WTI prices to be around 
$40-50, according to Morgan Stanley.

“With WTI now back around $40/bbl, pipeline flows suggest 
around 1 million b/d of curtailments have been reserved over the 
past few weeks,” researchers said. “If current prices hold, we be-
lieve effectively all curtailed volumes will return by the end of 3Q.”

Morgan Stanley said that on average, its 2020 and 2021 
WTI price outlooks remain unchanged at $38 and $40, respec-
tively, while its 2022 estimate is down to $42, versus $44 prior. 
The research team, led by Equity Analysts & Commodities 
Strategist Devin McDermott, sees Henry Hub prices falling 10% 
to $1.94/MMBtu for 2020 and declining 3% to $2.65 in 2021. 
The team maintains their long-term assumptions of $42.50 WTI 
and $2.75 Henry Hub.

Looking ahead to next year, Morgan Stanley expects the 
market to reward an emphasis on capital discipline, free cash flow 
(FCF) and maximization of return on and of cash. “While we see 
limited investor appetite for short-cycle growth into a market 
that doesn’t need more barrels of oil, stabilizing production is 
also important, as the current lack of FCF and sharp production 
declines for many exploration and production companies leads to 
rising leverage and per unit costs — an unsustainable strategy.” n

See NGI’s LNG Glossary Here


