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NEWSLETTER

Winter is behind us - so now
what?
We made it through another winter - and the coldest February
in 30 years. While some will be dealing with the aftermath of
winter storm Uri for months to come, we can all look ahead and
start planning for the summer. What are the summer forecasts
showing? Do we have enough resources to produce and deliver
adequate power to meet demand, or will we experience a
summer version of this past winter? What new regulatory
changes are on the horizon? What will happen to prices? And
what can your company do to prepare?
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Crude Oil
For the week ending April 9th, the number of oil-directed rigs was unchanged.
Currently, there are 337 rigs drilling for oil, compared with 504 a year ago. The May
2021 WTI contract is currently trading at $63.15/bbl.
The long-awaited decision on whether the Dakota Access Pipeline should shut down
while an environmental review is conducted has been delayed for another 10 days
to give the Biden administration more time to familiarize itself with the case. If the
DAPL is shut down, it will not only impact producers but also refineries in the upper
midwest and gulf coast, where much of the Bakken crude is used. As a result, the
market could see the impacts of tighter supply and higher crude and product prices,
as soon as mid-2022.
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Natural Gas
February was definitely the high - or very, very low - point of winter. The April 2021
contract settled at $2.586, $0.268 below March. Since the close, prices have
rebounded slightly on below-normal forecasts for much of the US, rebounding
production and LNG levels resuming their pre-storm levels. The May 2021 contract
is currently trading at $2.618/MMBtu.
Is this the calm before the (summer) storm? A greater reliance on natural gas as the
backup power generation fuel, scheduled pipeline maintenance, increased demand
due to loosening COVID restrictions, decreased production from a year ago and
increased LNG exports are all factors that will put upward pressure on natural gas
prices this summer and into 2022.

On the production front, gas-directed rig counts increased by 2 for the week
ending April 9th to 92, which is only 3 less than a year ago. While
encouraging, production is not expected to increase significantly above 2020
levels.
LNG is rebounding to its pre-February storm levels. March set a new monthly
record for exports, averaging 10.8 BCF/day. So far in April, exports have been
averaging 11.1 BCF/day. We probably won’t see a second consecutive record
month, as scheduled maintenance at two major terminals will have an impact.
While this may put downward pressure on short-term (i.e. daily) prices in the
US, any effects will be short-lived as these terminals come back to full
operations and more capacity is added. Some forecasts are calling for as much
as 13.2 BCF/day of LNG exports by mid-2022, 20% over current levels.
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Natural Gas Storage

Storage for the week ending April 2nd is 1,784 BCF, which is 235 BCF lower
than last year and 24 BCF below the five-year average. The weekly injection
of 20 BCF was slightly less than expected. Inventory at the end of the 20202021 winter heating season was 1,764 BCF, 11.9% lower than the 20192020 season.
In California, reduced imports and pipeline maintenance schedules are
putting upward pressure on natural gas prices. California imports 90% of its
gas from the Permian Basin, where production is down 1.2 BCF/day. The
Permian Highway Pipeline went into service, which is pulling gas supplies
from California toward the Gulf Coast, further reducing gas deliveries to the
state. In addition, many of the pipelines behind SoCalGas, the utility that
serves Southern California, will be completing summer-long maintenance,
which will further limit the ability to deliver gas. The result is that summer
prices have increased 17%. Customers may want to lock in pricing and hedges
for California.
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We can assist you with your natural gas hedges in
California and beyond. Contact us for more
information.
As we mentioned last month, Texas isn’t the only place that is experiencing
fallout from winter storm Uri. In Missouri or Kansas, customers are seeing
budget-busting natural gas bills. Spire Energy and the Kansas City airport are
among two of the entities that have filed lawsuits against suppliers over high
gas prices. We expect to see the fallout from Uri for months - if not years ahead.

Need help deciphering your gas and power bills in
the wake of this winter? We can review them for
you - contact us for more information.

Power
Power prices were up ~1% across most of the country for 2022-2025. The
Eastern regions saw increases across the board, while Texas saw a slight
increase for 2022 and slight decreases for 2023-2025. Power prices in
California decreased for this timeframe.

Source: Constellation
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Power Continued...
Higher gas prices, along with limited alternate fuel will likely drive up power
prices in California this summer. The state’s hydro reservoirs are only at 5365% of last year’s levels, indicating the state is experiencing drought
conditions similar to 2014. One of the differences from 2014 to today is that
with the closing of the San Onofre nuclear generation facility, California is
even more dependent on natural gas when renewable wind, solar and hydro
supplies are inadequate. Unless the state has addressed the issues that
disrupted power from last summer, the state may see higher prices and
outages again this year.
In New York, the system operator approved a reserve margin of 20.7%, the
highest on record. This is up 20% from two years ago, driven by the increase in
renewable energy, particularly the growth of offshore wind, as a percentage of
the total electricity mix. As the state’s renewable standards take effect and
the amount of renewable generation continues to increase, we may see even
greater reserve margins, which will increase the non-generation price
components and total electricity costs.
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Power Continued...

Construction began on the Empire State Line, New York’s second high speed
transmission line project. This line will span 20 miles and replace outdated
infrastructure, increase transmission capacity and deliver more renewable
hydro power to Western New York. The projected in-service date for this
project is June 2022.
In Ohio, the governor signed HB 128, which repeals the controversial HB 6
deemed unconstitutional by the Ohio supreme court. The new bill reverses the
funding mechanism for two nuclear facilities and refunds the estimated $150
million collected back to the ratepayers.
In Texas, counterparties short-paid ERCOT to the tune of $3 billion for the
February storm. The system operator can only collect $2.2 million per day,
according to their rules. ERCOT has indicated they will not start collecting this
charge until they receive input from the state legislature.
The Texas state legislature has introduced multiple bills to address the events
that led to widespread power outages from winter storm Uri. The senate
passed one bill, while the house passed multiple bills to address such topics as
weatherizing assets, banning wholesale index pricing for residential and small
commercial customers, setting up emergency pricing rules and prohibiting
fossil fuel bans. Most expect these bills will be resolved via the legislature’s
reconciliation process before the end of the session on May 31st.
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Weather
After the coldest February in 30 years, March finished as one of the top 10
warmest on record. Looking forward, early forecasts are calling for spring and
summer to be above normal for most of the country. A portion of the southwest
and west will also see a continuation of the drought conditions, while wetterthan-normal conditions are predicted for the east.

While the summer looks hot, the spring looks to be cool - at least for the shortterm forecasts. If this holds, we may be looking at a warmer-than-normal May
and June.

APRIL 2021

Weather... Continued

About Us - Spotlight on Risk Management and Hedging

Deregulated natural gas and electricity markets can be volatile, and price
fluctuations can wreak havoc on your company’s budget. OEM helps
mitigate this volatility by working with you to develop and implement a
risk management strategy that gives you budget certainty and optimally
priced supplies.

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.

The content of this newsletter is for general information purposes only and should not be relied upon to make any business,
legal or other decisions. All opinions and views expressed are those of Our Energy Manager and may change as more
information becomes available.

