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Spotlight

To hedge or not to hedge?
Let’s face it - 2020 has been a little strange, to say the least. Just
when we think we’ve seen it all, the next month rolls in and with it, a
new wrinkle. The energy markets are certainly no exception. So,
what’s driving prices, and is it time to think about hedging out the
winter and beyond? Let’s take a look at the factors and try to make
sense of it all.

Economy
Reports coming in now show that the global economy began recovering in May at the
quickest rate on record. Global GDP is estimated to grow by 7% in Q3 (following a
drop of 10% in the first half of 2020). Closer to home, unemployment fell 6.3
percentage points from May through August and employment increased by 8%, a feat
that took 10 years to accomplish after the financial crisis of 2008-2009. Most of this
recovery has been seen in the goods sector, with global industrial production back to
pre-COVID levels.

While that all sounds encouraging, not all the news is positive. US unemployment is
still at 8.4%, double what it was at the start of the pandemic. And while goods are
recovering, the services sector - which was the hardest hit with COVID - is still
struggling, as businesses continue to operate at reduced capacity, if at all. While we
still expect to see the economy recover, it will take longer - at least into the first half
of 2021 - before we see pre pandemic economic strength. As always, conditions are
fluid, and a change in economic stimulus, vaccine status, or governmental restrictions
can always change this projection.

Crude Oil
In May and June, production fell by 15 million barrels, which helped balance the
COVID-driven drop in demand. This, along with a lower-than-expected draw helped
push prices above the $40/bbl range.

While some sectors of demand have shown

recovery, such as recreational driving and retail gasoline, others like commuting and
air travel, are still struggling. The October contract is currently trading at $40.98.

On the production front, for the week ending September 11, the rig count was 180, a
decrease of 1 from the previous week and 550 a year ago. While declining slightly,
the count seems to be stabilizing close to the 1985-1986 post-crash levels and is still
above 2014-2016 levels.

Natural Gas
The September contract settled at $2.579, a staggering 72.5 cents above August.
Short-term uptick in prices was driven primarily by lingering summer weather across
much of the country, an active hurricane season, a sharper than anticipated uptick in
LNG exports and continued declines in production. Following the September contract
close, prompt month prices started strong then declined on cooler forecasts and
record storage. The October contract is currently trading at $2.006/MMBtu.

LNG deliveries are up nearly 100% from the June lockdown lows, which is sooner than
most analysts expected.

Natural gas production is ranging between 85-87 BCF/d. Rig counts are at 71 for the
week, which is 1 less from last week and 82 lower than a year ago. Hurricane Sally
also shut in both oil and gas production. An estimated 500,000 bbl/d of oil and .76
BCF/d of natural gas is currently shut-in but expected to return quickly.

While prompt month prices have fallen, future prices are rising, and the sharp
decrease in production remains the driving factor. As demand starts to recover, this
supply-demand balance will continue to tighten and further events, such as a belownormal winter, will continue to put upward pressure on prices. Even as prices
strengthen, it will take sustained higher pricing - traditionally above $3.50/MMBtu before we start to see significant increases in production.

Need some assistance in
determining the right strategy
for your portfolio?
Contact us for more information.
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NYMEX
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Pricing
($/MMBtu)
NYMEX
October
2020
NYMEX
12-Month
Strip
Balance
2020
Winter
(Nov 20Mar 21)
Summer 2021
(Apr-Oct)
Calendar
2022
Calendar
2023

Week
Ending
9/11/20

Week
Ending
9/4/20

W-o-W

$2.27

$2.24

$0.03

$2.90

$2.75

$0.15

$2.65

$2.60

$0.05

$3.24

$3.10

$0.14

$2.73

$2.51

$0.22

$2.85

$2.70

$0.15

$2.96

$2.81

$0.15

Continued...
California is back in the spotlight.

The reduction in natural gas-fired

generation was the primary reason for the rolling blackouts in August,
followed by a continued reduction in natural gas storage capacity
resulting from the Aliso Canyon leak a few years ago. The state now
needs to make changes to its infrastructure to keep the lights on, and
regulators have delayed the retirement of four older gas-fired power
plants to continue running for up to three more years. This has
caused prices to rise in the state. September prices at PG&E and
SoCal were up $0.93 and $2.19, respectively.

Natural Gas Storage

Natural gas storage ended at 3,614 BCF for the week ending
September 11th, which is 535 BCF higher than last year, and 421 BCF
higher than the five-year average. Inventories are hovering just
above the 5-year range. The general consensus is that storage will
be above 4.1 TCF at the start of the 2020-2021 winter heating
season. While this is usually a bearish indicator, the other factors production, weather and increasing demand - have a greater impact
on prices.

Power
The last half of August saw power prices rise throughout much of the country on hot summer weather and rising
natural gas prices. Prices have since fallen on cooler temperatures in the Northeast and Midwest, while California
and Texas continue to see higher prices. Following natural gas, future power prices are rising.

The wildfires raging in

California and Oregon have consumed millions of acres and continue to threaten people

and property. In California alone, power was shut off to over 170,000 customers in the Northern part of the state,
which also experienced rolling blackouts August 14-19 for the first time since the energy crisis of 2001. Rising
temperatures led to a demand spike, which highlighted the supply shortfall in California. At one point, the
operating region estimated the shortfall to be 4,400 MW and prices spiked, averaging $161/MWh over the blackout
period. Future prices followed, and 2021 is trading near record highs. All of this points to higher power prices for
end users.

Texas also saw hot weather and peak demand on August 14th, which was exacerbated by a drop in wind
generation of 70% over the previous week. While it did not result in rolling blackouts, it did trigger shortage pricing,
and Texas saw prices peak at $336/MWh that weekend. Future prices are also rising.

The

Pennsylvania, New Jersey, Maryland (PJM) region, the system operator for states across the Midwest, Mid

Atlantic and Northeast, saw the lowest power prices in its 22-year history as the system operator. Lower demand,
operating costs and gas prices all contributed to this result.

The governor of

Illinois is advancing a 100% clean energy plan by 2050.

Highlights of the plan include Illinois

remaining in the PJM region and a carbon tax, which would ultimately be passed on to end-users. Similarly,
Chicago is evaluating creating a municipal utility to replace the current utility, which would increase costs to end
users by an estimated $8.8 billion.

Weather
The weather is getting into the spirit of 2020 as well. August 2020 was the
2nd hottest on record for the Northern Hemisphere. While the heat has
receded in part of the county, above-normal temperatures are in the
forecast for the next couple of weeks for much of the country.

The hurricane season is shaping up to be even more active than the revised
forecasts from last month. In August, we saw two named storms sharing the
Gulf of Mexico and in September, there were five named storms in the
Atlantic region at the same time. As of September 18th, we have had 22
named storms this season. These hurricanes have created short-term supply
disruptions in the region.

Hedging
Yes or no?

So back to our original question - is it time to hedge? Given that
we are seeing a drop in natural gas production, an uptick in LNG
exports and rising demand driven by weather and economic
events, we see more room for prices to increase and are advising
our clients to lock in pricing and hedging for 2021 and into 2022.
Contact us to discuss your options in this market.

About Us
OEM focuses on helping our customers manage their energy and
make informed decisions. We partner with our clients to become
an extension of their organizations, providing our customers with
the benefits of an in-house energy department at a fraction of
the cost.

Thank You!

