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Definitions
Index Price Physical Forward - is a forward in which the seller receives an index price (make bold or provide an example i.e. Nymex?) and the buyer receives physical gas

Fixed Price Physical Forward - is a forward in which, the seller receives a fixed price and the buyer receives physical gas
Sub-Topic 1: Overview
Forward contracts impose an obligation on both the buyer and seller to perform according to the contract.  They must buy or sell an asset for a predetermined delivery price at a predetermined future time. Forwards contracts are private transactions where as futures contracts are traded on an organized exchange. Characteristics of Forward Contracts are:
· Physical deals
· Bilateral contracts with known counter parties
· Over-the-counter (OTC) transactions that allow for customization
· Voluntary standardization
· No cost or fee charged by either party for entering into the transaction 
· Prices are not transparent
(Example? Short form or link to an example)

The standard contract specifications that Forward Contracts must specify at the minimum are the:
· Quantity of the commodity to be delivered
· Future delivery time
· Location for future delivery
· Price
(Example? Short Form or link to an example)

Click here to learn about two types of Forward Contracts.
Types of Forward Contracts: Page 1.1 (popup from Sub-Topic 1)
There are two popular types of Forward Contracts - 
· Index Price Physical Forward - a forward in which the seller receives an index price and the buyer receives physical gas
· Fixed Price Physical Forward - a forward in which, the seller receives a fixed price and the buyer receives physical gas
(Examples?)

Sub-Topic 2: Forwards Market
Characteristics of the Forwards markets include:
· Traded over-the-counter (i.e., counterparties are known)
· Lower liquidity than Futures Market due to fewer market participants
· Prices determined by counterparties
· Prices are not transparent 
· Payment is due by the 25th day of the month following delivery


Sub-Topic 3: Using Forwards
Forward contracts impose a mutual obligation on the part of the buyer and seller to perform the agreed upon transaction. Buyers and sellers use forward contracts as a hedging tool only to the extent that the certainty of the cost/cash flow protects a party’s position, and that the value of that protection from adverse price movement offsets the risk of loss, in the event that prices move in the parties favor.

By entering into a forward contract both buyer and seller have accomplished the following:
· Both parties have a known purchase/sales price and are locked into the contract with the obligation to perform the transaction for whatever quantity that has been agreed upon.
· Locking in the price, both parties know what their respective cost or cash flow will be for the term of the contract.
· By locking in the price, both parties also incur unlimited risk of loss (real or opportunity costs) to the extent that the future cash price diverges from there agreed upon forward price.

Generally, buyers and sellers enter into Forward Contracts looking for specific terms versus standard terms they can achieve buying/selling futures contracts over an exchange. These specific (non-standard) terms can be one or more of the following:
· Quantity
· Term
· Location
· And wanting to deal with a specific counterparty

Example:
A buyer and seller are within close proximity and would prefer to use their delivery locations versus the standard delivery locations in a Futures Contract. They would opt to buy/sell a Forward Contract.

Click here to learn more about different types of buyers/sellers of Forward Contracts.
Click here for examples of using Forwards Contracts.
Buyers/Sellers of Forward Contracts: Page 3.1 (popup from Sub-Topic 3)
· Producers
· End Users
· Consumers
(Do we need definitions and examples?)

Forwards Examples: Page 3.2 (popup from Sub-Topic 3)
Example 1:  A trader sells a Forwards Contract for 1,000,000 mmbtus of Natural Gas at $1.80 in June.
1. Trader’s position? 								A: The Trader is Short
2. Risk the Trader is now exposed to?						A: Upside Price Risk
3. Breakeven Price?								A: $1.80
4. If Forwards for June settle at $1.80(this is the breakeven price. Do we mean $1.70), what is the trader’s profit or loss?  		A: Trader makes $100,000

Example 2: A trader buys a Forwards Contract for 1,000,000 mmbtus of Natural Gas at $2.90 in December. 
1. Trader’s position?								A: The Trader is Long
2. Risk the Trader is now exposed to?						A. Downside Price Risk
3. Breakeven Price?								A. $2.90
4. If forwards for December settle at $2.80, what is the trader’s profit or loss?	A: Trader loses $100,000


Sub-Topic 4:  Market Valuation
A unique feature of the any Forward Market is the ability to enter into a long or short position. 

Long in the Forward Market: Buying a Forward Contract leaves the buyer in a long position. A company that buys a Forward Contract profits from rising prices and loses money when prices fall.

Short in the Forward Market: Selling a Forward Contract leaves the seller in a short position. A person who sells a Forward Contract profits from decreasing prices and loses money when prices rise.


Need examples here.(Phillip, SME or other resource)
Sub-Topic 5:  Benefits and Challenges
Some of the benefits associated with buying/selling Forward Contracts include:
· Flexibility of terms
· No premium for entering in a forward contracts (There is a premium if counterparty has no credit setup with the company)

Some of the challenges associated with buying/selling Forward Contracts:
· Exposed to credit and performance risk as there are no formal regulations set by an exchange
· Low liquidity as compared to Futures Contracts, hence lower price transparency
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