JANUARY 2021

NEWSLETTER

OEM Featured in Energy Capital
Magazine
Our Energy Manager was recently invited to contribute to the
inaugural issue of Energy Capital, a new digital magazine
covering all sectors of the energy industry. We are excited to be
part of this launch and share our views on energy investment in
2021. Where do we see investment opportunities? Two words:
sustainability and reliability.
For the article and accompanying video interview, click here.

Given all the initiatives and regulations, it’s no surprise
that we will see investment in sustainability projects. The
big question is, how do we comply without sacrificing
reliable access to energy to run our operations?
Get our outlook on 2021, sustainability, and what it
means for you, during our upcoming February webinar.
Details coming soon - subscribe to our email list for
updates.
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World Energy Spotlight

The increasing role of the U.S. as a major player in the world LNG market has
strengthened as Asia has seen its coldest winter since 1996. Spot prices on
the exchange reached $20/MMBtu and shippers were selling cargoes for the
second half of January in excess of $30/MMBtu. In response, the U.S. has
extended the export authorizations of five terminals through 2050. The only
impairment to U.S. LNG serving this demand is the availability of ships and
shipping delays. There is a long time lag between when an LNG facility goes
offline and when it sublets its vessels, which explains why there were so
many contract cancelations despite the higher prices. Shipping delays
through the Panama canal are also a concern that will have to be monitored.
As we have said before, LNG demand worldwide is now going to impact North
American natural gas prices.
Whether in response to high LNG prices or part of a bigger strategic plan,
China is incenting investment into shale gas production. Depending on the
scope of gas found, this could put downward pressure on North American gas
exports and lead to lower future prices. We would not expect this to take
place quickly, as it takes time (typically 18-24 months) to bring a newly
drilled well online.
The price of propane has skyrocketed 50% in six weeks, settling at $0.75/lb
on New Years’ Eve. Increased demand in Asia, along with infrastructure
expansions in the U.S. and Canada responding to this demand, will result in
higher exports and a tighter propane market - at least in the short-term than we have seen since the beginning of the shale revolution. Mont Belvieu
propane is currently trading at $0.845/lb.
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Crude Oil
In a reversal of last month’s decision, OPEC+ will not be ramping up
production in January. As we reported last month, OPEC+ previously voted to
increase production by 500,000 bbl for January and February. The markets
have responded favorably to the news and prompt month WTI crude is
currently trading at $53.22/bbl.
Production is on a roll again this month. For the week ending January 8, the
number of U.S. oil-directed rigs increased by 8 to 275. Canada added 35 oil
rigs as well.

Natural Gas
The January 2021 contract settled at $2.70/MMBtu, $0.20 cents lower than
December 2020. Since the close, prices initially fell on warmer forecasts only
to rebound as revised January forecasts predicted two cold snaps for the
country. The February contract is currently trading at $2.775.
Natural gas production continues to gain momentum, adding 1 rig last week
for a total of 84 gas-directed rigs.
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Natural Gas... Continued

14 GW of power capacity was retired in 2020, including over 2 GW of natural
gas-fired capacity. While the reasons vary by plant, we expect to see more
retirements as the push for renewable energy and sustainability gains
momentum. If there isn’t enough renewable generation, we could see increased
outages in areas that lack backup facilities.

In California, the state Geologic Energy Management Division approved 1,646
new oil and gas drilling permits for the first nine months of 2020, a 694%
increase over the same period in 2019. Perhaps California is realizing that
their position as a net importer of power (25%) and gas is not a strategy for
long-term energy reliability. Time will tell.
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Natural Gas Storage

Storage for the week ending December 4th is 3,330 BCF, which is 138 BCF
higher than last year and 201 BCF above the five-year average. The EIA is now
projecting storage levels to be at 1.564 TCF at the end of the winter heating
season. If this holds, it would be over 20% below last year’s ending storage
level.
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Power
Similar to last month, prices moved slightly (less than 1%) across all regions for
2021 through 2025. Prices in the Midwest were relatively flat, while the
Northeast, California and Texas saw larger increases.

The Pennsylvania/Jersey/Maryland (PJM) system operator is scheduled to
hold its first capacity auction under the new rules in May 2021 for the
2022/2023 season. Because of the timing, capacity charges beyond May 2022
are unknown, so companies offering power in this region may not be offering to
fix the capacity component of their rates, or adding an adjustment charge to
any fixed price they offer. Customers should be aware of these differences
when evaluating offers from suppliers to make sure they are comparing “apples
to apples”.

Need help figuring out which provider is offering the best
option for your company? We can assist in navigating the
uncertainty in PJM and other North American regions.
Contact us for more information.
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Power... Continued

In California, San Diego Gas & Electric was the only company that bid on the
franchise rights to provide electricity and natural gas service to the city of San
Diego. Their bid was rejected by the newly elected mayor despite SDG&E
agreeing to the financial terms of the city. To avoid disruption in service, the
city council approved extending the franchise agreement through May 2021,
giving more parties time to negotiate and address climate equity, protecting
the city and ratepayers and environmental concerns. We are not sure how
climate equity and protecting ratepayers will exist in the same space and
anticipates - once again - more expensive energy in California.
And speaking of the Golden State, despite importing 25% of its power, did you
know that other areas import more power per capita? Washington D.C.
Massachusetts and Delaware are the top three importers. Bottom line - it’s
not just states like California that have to worry about power outages going
forward.
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Power... Continued
In response to an appeal filed by the Ohio Manufacturers Association, the Ohio
Supreme Court placed a temporary moratorium on collecting subsidy payments
from customers required by House Bill 6 that was upheld by the lower courts.
The estimated $150 million in annual payments was to go toward supporting
two nuclear facilities and is embroiled in a corruption scandal that was
designed to defeat a ballot initiative to overturn the law.
Oklahoma state regulators continue to explore deregulating electricity and
allowing customers to purchase power supply from third parties. Customer
savings from deregulation, If implemented, may range from 3-18%. Comments
on the ruling are due this month and we will continue to keep you informed.

Weather
There’s a saying I first heard in Chicago - “If you don’t like the weather, wait 5
minutes.” While this seems to be true everywhere, we have definitely seen
some extreme day-to-day swings in our forecast. The reason behind it is there
are two competing weather patterns - one warmer (la Nina) and one colder
(North Atlantic Oscillation) - that are in play. So far, it seems the colder
pattern has played out more than expected early in the forecast season,
resulting in normal to below-normal temperatures for much of the country. Of
course, that will change again, depending on which day - and which forecast you use. For now, here are the current predictions from the National Weather
Service.
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Weather... Continued

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.

