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It's Hot Out There - and We're Not
Talking Weather (Yet)
Whether it’s the easing of lockdowns or general covid-fatigue,
the economy is white-hot. Employers are struggling to find
workers to fill jobs and orders as demand for homes, cars, travel,
entertainment and other goods and services surges. With too
many dollars chasing too few goods, what happens next? In a
word, inflation. Producer prices rose at the highest rate in 11
years, with the 12-month average Producer Price Index (PPI)
rising over 6%, including food and energy.
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So what happens next? As consumers
have to spend more of their income
on necessities like food and energy,
demand for other services decreases.
Will this bring on a recession? While
we won’t predict the future, almost
every recession, with the exception of
the pandemic induced one, was
preceded by high energy prices. And
we have plenty of those.

Crude Oil
For the week ending June 11th, the number of oil-directed rigs was up by
6 to 365 over the previous week, which is 166 more than this time last
year and the highest since April 2020. Crude oil prices have continued
their upward trajectory, breaking through the $70/bbl level. WTI is
currently trading at $72.04/bbl.
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Crude Oil... Continued
China’s oil imports are down 14% from April and May of 2020, largely due
to maintenance and the fact that China bought up a lot of supply during
the lockdowns. It does not appear to be having an impact on global
demand or prices though. Even though production is increasing, producers
are showing fiscal restraint, prioritizing capital expenditures and
shareholder returns. Similarly, OPEC+ is showing restraint on increasing
production, as uncertainty about Iranian oil entering the world market
looms.

Natural Gas

Natural gas prices continue to rise. The June contract settled at $2.984
and hasn’t slowed down since. The July contract jumped $0.25/MMBtu
over the last week, hitting $3.35/MMBtu before retreating to its current
level of $3.214.
Residential natural gas consumption is forecast to increase almost 5%
over last year and commercial/industrial demand is expected to increase
by 4.3%. LNG exports are projected to be 40% higher than 2020. Power
generated by natural gas is the only sector expected to decrease (by
7.4%) as companies who can burn coal are switching in response to high
gas prices. Of course, as coal prices rise along with the rest of the energy
complex - and they are up $1.85/ton over last week - fuel switching may
be short-lived.
Drought conditions in the West and Southwest, along with above-normal
temperatures throughout the regions are putting upward pressure on gas
prices in these regions. Prices are trading in the $8.50/MMBtu range
throughout the Southwest and expected to continue through the week.
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Natural Gas... Continued
It’s not just future prices that can bust your energy
budget. Volatile daily prices can result in significant
cost increases at facilities that are not proactively
managing their energy. We can help determine the
best approach for your company. Contact us for
more information.

Source: Constellation

On the production side, the number of gas-directed rigs decreased by
1 again week over week and is now at 96, an increase of 18 over last
year. While gas rigs are down, production is slightly up and expected
to rise to slightly over 92 BCF/day.
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Natural Gas Storage
Storage for the week ending June 11th is at 2,427 BCF, which is 435
BCF lower than last year and 126 BCF below the five-year average.
While the weekly injection of 16 BCF was low, there was an
adjustment of 51 BCF made for the prior week. So the implied flow of
67, which is the actual storage injection plus the adjustment, was in
line with expectations. The EIA is forecasting storage levels of 3.6
TCF at the end of the injection season (October 31), or almost .5
TCF lower than last year’s forecasts.

Four recently completed pipelines totaling 5.5 BCF/day of capacity
will help move gas from the Waha hub in the resource-rich Permian
basin to the Texas Gulf Coast and Mexico. As a result of these
additions, Mexico exports are up 10%. Unfortunately, none of these
pipeline expansions will bring additional gas to California.
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Natural Gas Storage... Continued
PG&E, the utility serving Northern California, reclassified 50 BCF of
its gas storage from working gas to cushion gas - meaning, it can no
longer be pulled from storage to meet high demand in peak periods.
This will put even more upward price pressure on an already
overheated market.
In Missouri, Spire Energy, the local utility, is looking to combine two
of its transportation tariff rates into one rate. If approved, customers
in this region will see an increase in their utility rates.
In North Carolina, the utility Piedmont Natural Gas is also looking
for a rate increase of 10%.
*OEM is monitoring these and other pending rate cases.

Are you behind a local utility that is petitioning its
state commission to increase rates? We can help
you determine the best course of action for your
company. Contact us for more information.

Power
Led by price increases in oil and gas, power prices followed the
upward trend. Texas led the charge, followed by California and the
Northeast.
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Power Continued...

The heat in the Southwest and West is impacting power prices and
increasing the risk of “involuntary curtailments”, or rolling blackouts,
in California and the Southwest. The Midwest is feeling the heat too on June 10th, the Midcontinent system operator, MISO, declared an
emergency event for its North and Central Regions caused by abovenormal temperatures, higher demand and rolling outages.
The drought in California continues, and that’s not a good sign for
summer power generation. Without hydroelectric power to balance
the late-day loss from solar generation, CAISO, the system operator,
will have to find other, more expensive generation sources, resulting
in higher prices and potential outages.
The Connecticut state legislature passed SB 6257, which increases
the renewable portfolio standards (RPS), or the amount of power
generated from renewable non-nuclear sources, from 4% to 5% for
2022-2024. Companies will not be able to apply for exemptions under
the new law. The bill goes into effect July 1, 2021 if not rejected by
the governor and will raise the price on new and potentially existing
contracts by $.10-$.15/MWh.
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Power Continued...
New York, which already has some of the most aggressive climate goals in the
country, continues to expand on its Clean Energy Standard (CES) introduced in
2016. The goals under the CES include 70% renewable energy by 2030 and net
zero emissions by 2040. In order to meet these targets, the state will have to
install even more new transmission than is already on the books. All of these
initiatives will add more costs to the non-energy portion of electricity prices and the end-user.
The Rhode Island House passed legislation increasing the state’s Renewable
Energy Standard (RES) to reach the goal of 100% renewable energy by 2030.
The legislation includes some aggressive annual targets and if passed will have
an impact on all Rhode Island customers.

In Texas, the governor signed a bill to address the issues caused by
winter storm Uri. Under the new legislation, the state will implement
an outage alert system, weatherize infrastructure and identify and
prioritize critical infrastructure assets and critical care customers.
The public utility commission is now working to address these
concerns before next winter. It may not be soon enough as Texas is
currently battling a loss of wind generation, an unexpectedly high
amount of thermal generation offline for maintenance, above-normal
temperatures and demand that have prompted calls for voluntary
usage reductions across the state.
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Weather
Summer is early. The Midwest/Midcontinent, West, Southwest and
Northeast have already seen warmer than normal temperatures. The
entire Southwest and much of the Northwest is under severe to
exceptional drought conditions. We have already had two named storms
and the chance of a third one this weekend. And it’s only June. Fasten
your seatbelts.

US Drought Monitor
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About Us

Spotlight: Sustainability
Does your company have goals around reducing its carbon footprint or
energy usage? What about the states where your facilities operate - do
you know how these regulations will impact you? There are so many
solutions today, from carbon credits, renewable energy credits (RECs),
demand response and energy efficiency programs to building your own
on-site generation. Whatever your goals, OEM can assist you in
determining the best solution for your company.

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.

