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Examining Different Future Oil & Gas Price Forecasts To Determine Which 
Financing Options Would Be The Best Bet Depending On Where You See The 
Market Going 
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Natural Gas Market Summary 
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Source: Bloomberg 

Natural Gas Prices 

Historical NYMEX Henry Hub Natural Gas Prices 
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Current NG Price Forecasts 

Current Price Outlook of Major Banks Through 2014 

Source: Bloomberg, Wells Fargo Commodities 
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Crude Oil Market Overview 
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Source: Bloomberg 

Crude Oil Prices 

Historical NYMEX WTI Crude Oil Prices 
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Current WTI Price Forecasts 

Current Price Outlook of Major Banks Through 2014 

Source: Bloomberg, Wells Fargo Commodities 
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Natural Gas Liquids Market Overview 
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NGL Prices 

Mt. Belvieu Purity Ethane Prices 

Source: API, Wells Fargo Commodity Products, Bloomberg 

Mt. Belvieu Propane Prices 

Mt. Belvieu Pentane Prices Mt. Belvieu N. Butane Prices 



10 

  Strategy Mix: 
  33% Swaps 
  33% Put Options 
  33% Unhedged 

Two-Thirds Upside, Two-Thirds Protected Strategy 

Hedge Strategy Considerations: Sample Two-thirds, Two-thirds Strategy 

  66% Upside with Favorable Price Participation 
  66% Downside Protection against Adverse Price 

Movements 

Hedging Strategy Hedging Strategy 

  Borrowing Base Protection on two-thirds 
production volumes 

  Supports bullish market view 
  Diversification of Hedge Portfolio 
  Can be structured with NO upfront fee 

Characteristics Sample Portfolio Sensitivity 

  33% Swap @ $75 
  33% Put @ $75 

Sample Portfolio Details 

2/3 Upside 
Participation 

2/3 
Downside 
Protection 
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Hedge Strategy Considerations: Apply to Develop Program 

Considerations 

 Matching hedges to exposure 

 Onshore vs. Gulf of Mexico – WTI or LLS? 

 NGLs – Crude Proxy, % WTI, or NGL 

Basket? 

 Gas Basis Hedges? 

 Target percentage hedged - desired upside and 

downside exposure 

 Max hedge percentage covenants? 

 Borrowing base considerations? 

 Price Targets  

 Upside opportunistic targets? 

 Worst case scenario?  

 Dollar cost averaging?  

 Diversification of products?  

 Blended strips versus annual? 

 Value transfer in curve? Between products? 

 Sell optionality? 

Sample Natural Gas Portfolio Strategy 

Sample Crude Oil Portfolio Strategy 

Term Target % Structure 

Bal’11 

Cal’12 

Cal’13 

65% 

50% 

35% 

Swap 

Collar 

3-way Collar  

     Participating Swap 50% 

Term Target % Structure 

Bal’11 

Cal’12 

Cal’13 

65% 

50% 

35% 

Swap 

½ Swap, ½ Collar 

¾ Collar, ¼ Swaption 

Sample Natural Gas Liquids Portfolio Strategy 

Term Target % Structure 

Bal’11 

Cal’12 

Cal’13 

65% 

50% 

35% 

Swap 

Collar 

3-way Collar 
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Borrowing Base Calculations 

How do structures impact the Borrowing Base? 

Structure BB Rule Example  

SWAP 

PUT 

COLLAR 

3-WAY 
COLLAR 

Fixed Price regardless of Bank Price Deck level 

If Bank Price Deck below Put, Put price 
If Bank Price Deck above Put, Bank Price Deck 

If Bank Price Deck below Put, Put price 
If Bank Price Deck above Put, Bank Price Deck 

If Bank Price Deck above Cap, Cap price 

If Bank Price Deck above or equal to Lower Put, Higher Put Price 
If Bank Price Deck above Higher Put, Bank Price Deck 

If Bank Price Deck above Cap, Cap price  
If Bank Price Deck below Lower Put, Bank Price Deck + Difference in Put Strikes 

$96.56  

$90.00 

$90.00 / $102.75 

$67.50/$90/ $112 

$80 / $90 / $128 

PV 9 Impact 

$17.6 MM 

$13.56MM 

$13.56MM 

$13.56MM 

$6.3MM 

PV9 Impact is calculated as of 06/01/2011; Structure details: Jan12-Dec13 for 1000 BBL/day 

Natural Gas Comparison Crude Oil Comparison 
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Pre-Hedge with Property Seller and Novate 

How do I lock-in acquisition economics? 

Acquisition Hedging Strategies 

Buy Swaptions 

Buy Put Options 

  Seller can hedge on behalf of Buyer between PSA and Closing 
  At close, hedges are novated from Seller to Buyer 
  Include language in PSA for terms governing hedges and transfer 

  Buyer pays Wells Fargo for right to execute a swap at specified level, expiry date to match closing date 
  If deal does not close, swaption does not have to be exercised 
  If prices rise between trade date and closing date, Buyer does not have to exercise swap 
  Allows for worst case scenario protection 
  No novation documentation necessary  

  Buyer may buy put options without worrying about triggering maximum hedge percentage covenants 
  At close, Buyer may sell call options to create collar or swap and receive cash flow 
  Allows for worst case scenario protection 
  No novation documentation necessary 

Acquire Seller’s Hedges: What if Buyer does not want the existing Seller’s hedge mix? 

  Novation from Seller to Wells Fargo 
  Restructure: Wells Fargo engages in back-to-back trades with Buyer, retaining economics (mark-to-market) of original 

hedges, but structured to suit Buyer’s hedge mix and allocation 
  Restructure allows Buyer to change target price, volume, and instrument according to Buyer’s preferences 
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Financing Vehicles Overview 
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Structure 

Which Financing Options Are The Best?  It Depends… 

ISSUE DEBT 

ISSUE EQUITY 

Price Environment Reserve Quality Project Lifecycle 

 High Price Environment  
=  

More Debt Available 

Higher Quality Reserves 
 PDP 

 PDNP 
Past Initial Stages 

Low Price Environment  
=  

Less Debt Available 

Lesser Quality Reserves 
 PUD 

 Probable Reserves 
 Possible Reserves 

Initial Stages 



15 

  More Debt Available 

  Favorable to Hedge  
  Lock in higher price  
  Increase borrowing base  

  Current Oil Markets 
  High Price Environment 
  More Debt Available 
  Lenders more aggressive on pricing 
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Low Price Environment High Price Environment 

Effect of Price Environment on Financing Decisions 

  Less Debt Available / More Equity Required 

  Less Favorable to Hedge  
  Producers don’t want to lock in low prices 
  Would need to hedge larger volumes than 

in a high price environment to raise the 
same amount of capital  

  Current Natural Gas Markets 
  Low Price Environment 
  Less Debt Available 
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Effect of Reserve Quality on Financing Decisions 

DEBT 

EQUITY 

Develop Drilling Program Protect Assets 

Higher Quality  
Reserves 

PDP 
PDNP 
PUD 

  Higher Quality Reserves = Lower Risk 
 Funding more readily available 

  By hedging PDP, producer increases 
borrowing base 

Debt/Equity Reserve Type 

Lower Quality  
Reserves 

Possible/Probable  
Reserves 

Producers want to achieve two objectives through their financing decisions 
  OBJECTIVE 1: Raise capital to support/expand drilling program 

  OBJECTIVE 2: Protect value of assets   

  Depending on the quality of its reserves, producers can achieve these two goals via either debt or equity financing 

  Producers can hedge PDP volumes 
using swaps/or and options 
 Provides cash flow stability 
 Less susceptible to unfavorable price 
moves 

  Lower Quality Reserves = Higher Risk 
 Producer less likely to receive credit 

  By issuing equity the producer can 
raise capital to both fund its drilling 
program as well as protect its asset’s 
value. 

  Producers typically cannot hedge 
lower quality reserves via swaps 
(no credit line) 

  Puts may be purchased. However 
it can be costly. 

  By issuing equity, the producer can 
raise capital to purchase puts. 
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Equity 

PDP PDNP PUD Probable Possible 

---------------Exploration ---------------
(Geologic/Geophysical Risk) 
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Oil and Gas Industry Financing Spectrum 

-------------------Development/Exploitation -------------------
(Engineering Risk) 

Reserve Quality 
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Financing Structures Also Determined By Development Stage 

Production 

Start-Up Development Acquisition Development 

Second Lien, 
Subordinated Debt, 

Equity 

Syndicated Senior 
Revolver 

Senior Revolver 

Development Loan, 
Equity 
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Disclaimer 

1. All derivatives transactions are arm's-length transactions, and each party is expected to negotiate with the other party at 
arm's length and in its own best interests.  The decision whether to proceed with any transaction with us, and the terms and 
conditions thereof, rests solely with you.  In our written and oral communications with you relating to any proposed 
transaction, we are not giving you any economic, tax, accounting, legal or regulatory advice or recommendations, and are 
not acting in a fiduciary relationship with you.  You should conduct a thorough and independent review of the economic, tax, 
accounting, legal and regulatory characteristics, consequences and risks of the transaction in light of your particular 
circumstances, consulting with such advisors as you consider appropriate.   

2. All amounts, terms and conditions in our communications with you are estimates as of a particular date for indicative 
purposes only.  They should not be relied on as amounts, terms or conditions on which we or anyone else would at any time 
be willing to enter into, terminate or transfer a transaction with you, or relied on for any other purpose.  They may be based 
on market information we obtained from secondary sources without independent verification, and are not binding on us in 
any way. 

3. This document and any other materials accompanying this document (collectively, the “Materials”) are provided for 
general informational purposes only.  By accepting any Materials, the recipient acknowledges and agrees to keep the 
Materials confidential and not to distribute the Materials to any other party.   

Important Explanations and Disclaimers 


