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Spotlight: Cyberattacks, Scarcity,
and Inflation
Very few people outside the energy industry had heard of the
Colonial pipeline until it became the victim of the largest
cyberattack on record earlier this month. The line runs from
Texas to New Jersey and transports refined products - gasoline,
diesel and jet fuel from refineries in the Gulf Coast to East Coast
customers. Much of the region experienced product outages - up
to 90% in Washington, D.C. - surging prices and an unwelcome
trip back to the energy crisis of the late 1970s. The pipeline is
back in operation, and it will take some time to get fuel back to
stations and operations back to normal.

Market update
Index pricing changes
Production update
Storage
Regional News:
Mountain Valley
Pipeline
State News: California

Power
Power prices
State News:
California, Maine,
New York, Texas

Weather Outlook
Hurricane Outlook
Forecasts

About Us
Your In-house energy
department

MAY 2021

Gasoline isn’t the only category that seems to be in short supply. Nearly
every industry is facing shortages, driven by pent-up demand and a return
to pre-pandemic life in many parts of the country. Everything from lumber
and metals to chicken and chlorine tablets are either outrageously
expensive or hard to find.
As the saying goes, the cure for high prices is high prices, and we are
starting to see this unfold in real-time. As prices rise, either demand will
shrink or more supply will enter the market. We are already seeing this in
lumber and corn, where contract prices have dropped 30% and 20%,
respectively, over the last week. So, what does all this mean for energy
prices?
While we have seen crude and gas prices drop in the past week, we do
not anticipate a free fall in energy prices. While some industries will scale
back operations because of declining demand, demand is less sensitive to
price fluctuations in others such as healthcare or food and beverage. So,
what do we anticipate? Let’s take a closer look.

Crude Oil
For the week ending May 21st, the number of oil-directed rigs was up by 5
to 356 over the previous week, which is 119 more than this time last year.
Crude oil prices have risen over the last month, which is undoubtedly
spurring additional activity. The June contract climbed to $66.00/bbl before
retreating on higher storage, excess products from the Colonial Pipeline
outage, and inflation concerns. The June contract settled at $62.05/bbl
and the July contract is trading at $65.51/bbl.
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Natural Gas
The May contract settled at $2.925 then continued its upward trajectory,
with the June contract trading as high as $3.15/MMBtu before losing
steam. The June contract has broken below the $3.00 level and is
currently trading at $2.949/MMBtu. While this is good news in the shortterm, we believe there are more upside risks to natural gas prices demand is coming back, production is holding steady, LNG and exports
remain strong and the summer maintenance season is just beginning.
The current NYMEX market shows value for 2022, 2023, and 2024, which
are all trading at lower prices than 2021. This is known as Backwardation.
Given that we see more upside risk to prices, we recommend locking in
known value now rather than waiting to see what will happen - and risking
that prices will continue to climb.
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Natural Gas... Continued
The index publications are changing their methodology for calculating
first-of-month prices. Instead of averaging the last five days of the
month, Inside FERC will no longer include the last two days in its
calculations, which will correspond to the NYMEX contract
settlement. This should reduce volatility after the close and more
closely follow the NYMEX plus basis market. The new procedure will
take effect starting in September for the October contract.

Want to reduce your exposure to volatile market
price fluctuations? We can help you develop and
execute hedging strategies and mitigate your risk.
Contact us for more information.

Production has increased to 91 BCF/day from 90 BCF/day last
month, despite the rig data showing a decline in rigs week-overweek. The week ending May 21st saw a decrease of 1 gas-directed
rigs to 99, which is still an increase of 20 from a year ago.
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Natural Gas Storage

Storage for the week ending May 14th is at 2,100 BCF, which is 391
BCF lower than last year and 87 BCF below the five-year average.
The weekly injection of 71 BCF was in line with expectations. It is
interesting to note that while the storage injection rate is within the 5year range, less gas is going into storage - and we have yet to see
the impact from the summer cooling season.
The owners of the Mountain Valley Pipeline (MVP), a new project
that will initially deliver 2 BCF/day gas from resource-rich
Appalachia to the growing markets in Virginia and the Carolinas,
have pushed back its in-service date from later this year to Summer
of 2022, pending permit approvals. The already delayed pipeline will
likely put upward pressure on both gas and power prices in the
Southeast.
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Natural Gas Storage... Continued
California’s SoCalGas initially shocked the industry on reports that
they would not be completing scheduled maintenance on the line that
serves the Northern part of their system. Then they reported that the
maintenance on the line will proceed as planned and is already
underway. So far the impact is minimal with capacity reductions of 50
MMCF/day. Projected outages may be as high as 720 MMCF/day
before maintenance is complete. Add normal to above-normal summer
temperatures and customers may be “feeling the heat” - both literally
and in terms of higher prices.

Power
Power prices are up again for the 2022-2023 timeframe. New
England saw the largest increases, followed by California and the
Northeast. The Midwest and Texas only saw moderate increases. As
we enter into the summer, we could see further upward pressure on
prices as nuclear generation and pipelines that serve gas-fired
generation are taken offline for scheduled maintenance.

Source: Constellation
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Power Continued...
California continues to make headlines. One of the Public Utility
Commissioners has issued a proposed decision halting the
expansion of the state’s third-party supplier (Direct Access) program
until the regulators determine that expanding the program meets the
state’s greenhouse emissions goals and does not reduce reliability or
disproportionately shift costs between customers. Since companies
that participate in the Direct Access program have to pay a fee even
after they leave the system (the Power Charge Indifference
Adjustment or PCIA) in perpetuity that can reduce any savings they
may realize from buying third party supply, it seems that participants
already pay disproportionately high charges. The proposed decision
will be voted on at a future meeting.
And speaking of the PCIA, the California PUC approved a change to
power bills. The state’s three largest utilities must now separate the
PCIA so that each customer - whether they are taking service from
the utility, a third-party supplier, or buying in an aggregate group knows how much they are paying. The intent is to keep the charge
from becoming a factor in switching suppliers. And while cost is
usually the main reason to switch suppliers, other factors, such as
having access to reliable supply and meeting sustainability goals,
also play a role in evaluating whether or not to apply for Direct
Access.

It’s time for the Direct Access lottery. Should your
company participate? We can help you evaluate
your options and determine the best plan for your
California facilities. Contact us for more
information.
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Power Continued...

In Illinois, Vistra Energy is retiring its Joppa nuclear power plant
ahead of schedule. The 1.1 GW plant is in addition to the 4.5 GW of
nuclear generation and 644 MW of coal-fired generation that will be
retired by the end of 2022. All these retirements, along with the
further electriciation of the region, will put upward pressure on power
prices in the Midwest.
Attempting to balance the concerns of the state’s fishing and
recreation industries, Maine’s governor announced a 10-year
moratorium on new offshore wind projects in state waters last month.
The new rules will not apply to projects in federal waters.
In New York, the system operator released its 2021 Summer Capacity
Update. While they are forecasting more demand than last year, the
state expects to have enough capacity to meet its peak demand this
summer.
Texas also released its Summer 2021 Outlook. While the state
expects to have adequate capacity for the summer under current
forecasts, it may have to test this expectation under more extreme
weather conditions, especially if the state sees a drop in wind output,
gas-fired or coal-fired generation. If this happens, the grid will be
even more reliant on the 70 GW of thermal generation, which may
lead to intermittent outages.
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Power Continued...

Source: Constellation

Interestingly, the two states that have or have had tighter capacity California and Texas - have also built the least amount of gas-fired
capacity since 2008.
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Weather
After cooler-than-normal temperatures in the second half of April and
first half of May for much of the U.S., we are seeing the return of
more seasonal temperatures for the rest of the month. Drought
conditions have been eased in some parts of the country, although
they are still very much in play for California and the West.

The first hurricane forecasts are being released and some forecasters
are calling for an earlier start to the official hurricane season - May
15th instead of June 1st. So far, the forecasts seem to be in
agreement about one thing - this will be a more active season than
normal. Colorado State University has released its initial forecast,
calling for 17 named storms, 8 hurricanes and 4 major hurricanes.
The National Hurricane Center will release its forecast May 20th.
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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.

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.

