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Question of the month:
Did I miss the opportunity to hedge? Did I hedge
too soon? Seeing as it’s 2020, the fact that we
recommended hedging last month, only to see
prices backtrack, seems to be par for the course.
Of course, markets are fluid, and prices have
reversed the losses earlier this month and are now
climbing to new levels. So, what do we do now?
Keeping in mind that the reason companies hedge
is to provide certainty in budgets and prices, it
becomes a question of what is your strategy and do
you need to make any changes? To answer this
question, let’s take a look at the market factors.
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Economy
The good news: since August, 17 states have now relaxed restrictions
and are on the path to reopening. Consumer credit and debit spending is
up, with low and middle income households leading the way. Mobility is
up as of early October, and OpenTable reported an increase in indoor
dining reservations.The bad: the increase in spending among the lowermiddle income households may be a result of the inability to reach any
additional stimulus deals. If this is the case, we can expect to see some
defaults in the future. Also, in the midst of reopening, New York is
mandating some business and school closures, effectively reversing
opening progress.The 2020 presidential election is also having an impact
on the economic outlook. The candidates’ positions on energy and
spending policies are very different and the historical trend is that
markets do not like uncertainty ahead of elections. In Mexico, the
recession is leading to a majority of investors expecting the country to
lose its investment grade status, following the nationally-owned oil
company into junk status.

Crude Oil
Reversing the current trends, the rig count for October 16, 2020 was up 12
from last week to 205 total. While the trend is encouraging, the number of oildirected rigs is still down 303 from 508 a year ago.
Worldwide, the Saudi Energy Minister stated that OPEC+ has the “flexibility”
to respond to market changes and will “do what is necessary in the interest of
all to balance the market.” The Russian Energy Minister has stated demand
recovery is slowing and markets remain extremely volatile. While the future
for recovery and production remain uncertain, the volatility is not: November
WTI is currently trading at $41.05/bbl.
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Natural Gas
The October contract settled at $2.101, dropping $0.478 cents below
September. Since then, prompt-month trading has been a roller-coaster
ride, with daily swings regularly in the $0.15-$0.20 range.
The
November contract is currently trading at $2.936.Future prices are also
rising. The winter 20/21 strip has once again topped the $3-mark, while
summer 2021 is trading at the highest levels for this year. We are also
starting to see some leveling out of the prices, particularly in 2022 and
beyond. Natural gas production rose last week, hitting the 90 BCF/d
mark last weekend. Rig counts rose by 1 for the week ending October
16 to 74, up by 1 from last week and 71 lower than a year ago.

Over the past few years, US LNG exports have skyrocketed, reaching record
levels before the pandemic and related lock downs brought exports to a
trickle. As demand starts to recover, exports have started to rebound and are
currently in the 7 BCF/d range. While this seems like great news, the extreme
hurricane activity in the Gulf of Mexico this summer, combined with
maintenance issues at the Cameron and Sabine Pass terminals in Louisiana
has stranded several tankers, which has increased available supply. The
hotter temperatures and related gas-fired power generation have managed to
keep prices steady at higher levels.
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Natural Gas... Continued
Going forward, LNG will play a greater role in determining gas prices. As LNG
makes natural gas a worldwide commodity, renewed calls for lock downs in
Europe, along with winter demand in Europe and Asia will have an impact on
prices, which will in turn impact prices in North America.

In Texas, prices at the Waha hub traded at a significant discount - as much as
$0.71/Dt - to the Henry Hub. The main reason for this was maintenance on El
Paso Natural Gas Pipeline, which reduced the amount of gas able to flow west
to Arizona and California markets.

Natural Gas Storage

Natural gas storage ended at 3,877 BCF for the week ending October 9th,
which is 388 BCF higher than last year, and 353 BCF higher than the five-year
average. The most recent injection of 46 BCF was lower than expectations and
much lower than last year or the 5-year average. The primary drivers were
above-normal temperatures and shut-in production resulting from Hurricane
Delta. The EIA still forecasts storage levels at above 4 TCF for the start of the
winter heating season.

Power
Power prices continue to rise throughout much of the country (New York City
and the Mid-Atlantic region have decreased slightly), which can be attributed
to warmer temperatures in the forecast. Future prices also continue to climb,
following gas to higher levels. Unlike gas, power also has greater regulatory
uncertainty, which will cause overall power bills (as opposed to the commodity
price) to increase.

In California, the regulators issued a draft report on expanding Direct Access
as required by the state legislature. The report cited concerns about further
expansion of the program, including costs and the rate of expansion. The
regulators will now review the report and the comments filed by stakeholders.
Did you know in California that the utility charges a penalty in perpetuity for
being on Direct Access (Third Party Supply). We would love to see an alliance
formed with business owners to challenge the CA Public Utility Commission.
This is the only state in the country that charges a penalty forever, while on
third party supply. How is this legal??
In Oklahoma, the Alliance for Electrical Restructuring (AERO) has been
working to bring the state’s legislators, regulators and other stakeholders
together to revisit deregulation and unbundle electricity rates, which will allow
companies to buy power from third parties.

In New York, the system operator released a report showing that 71% of New
Yorkers support a cost added to power generation emissions. The Climate
Leadership and Community Protection Act requires New York to obtain at least
70% of its power from renewable sources by 2030 and have an emissions-free
power system by 2040. Given the societal support for this plan, New York
consumers can expect higher power bills in the future.

Weather
October saw more volatility in weather, too. Hurricane Delta set a record as
the 10th storm that made landfall in the US during a season. In addition, the
southern half of the US saw continued above-normal temperatures consistent
with the current La Nina pattern. It looks like relief may be on the way, as the
6-10 and 8-14 day forecasts call for cooler weather across much of the
country.

The National Weather Service released its first winter outlook, calling for a La
Nina pattern to hold: warmer and drier in the south and cooler and wetter in
parts of the north. The forecast also calls for drought in the south and west to
continue or worsen, adding to the 45% of the country that is currently under
drought conditions. If this forecast holds, we could see an impact on hydro
generation and higher power prices next summer.

Hedging: Yes or No?
So, is it a good time to hedge? Did you do the right thing? Did you miss your
opportunity? While we may still see some fluctuation with forecasts and
COVID-related action, we still recommend hedging 2021, and adding hedges
into 2022 as the market dips. Even though prices may pull back a little on
weather forecasts and demand, we believe there is a greater risk of price
increases, particularly in areas with high renewable mandate targets or limited
generation resources. And floating with this market is not going to be kind to
your company’s budget.
Contact us to learn more about risk management for your business.

OEM Spotlight on Service: Energy
Procurement and Risk Management
Given the volatility that exists in the energy markets, purchasing without a
plan can be expensive, or worse, put your facilities at risk. OEM’s Energy
Procurement and Risk Management service helps customers develop and
execute a comprehensive plan. And we don’t stop there - we are constantly
monitoring the markets and notifying our customers of additional
opportunities. Contact us today for more information about how to protect
your company from the market uncertainty.

About Us
At Our Energy Manager, we focus 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.

