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Spotlight: Inflation and Energy
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Inflation is here. In July, the Producer Price Index rose by 7.8%
over last year’s levels, which is the highest jump on record.
Transportation and energy led the way. So, what happens next?
Will we see higher prices, or will economic and COVID factors
soften demand? While we don’t have a crystal ball, we do know
that as consumers spend more on energy, they have less to
spend elsewhere. We are seeing evidence of this - mortgage
demand and retail sales both fell in July. So, what will happen to
energy prices? Let’s take a look.
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Crude Oil
Driven by higher prices at the pump, the Biden administration asked
OPEC to increase production - a request that OPEC declined. Despite the
political wrangling as producer groups criticized the move and called for
lifting restrictions on drilling here in the U.S., rig counts continue to rise.
For the week ending August 13th, the number of oil-directed rigs was 397,
up 10 from last week and 225 from a year ago. This doesn’t necessarily
signal a production boom - the largest energy services companies
continue to forecast only moderate gains through 2021 as producers
signal fiscal restraint with little to no increase in production budgets. While
demand is currently outpacing production, we are starting to see COVID
restrictions return to some countries, which will put downward pressure on
demand and prices. Maybe that’s why producers are being conservative they’ve been here before. The September WTI contract is currently trading
at $65.80/bbl.
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California has announced its plans to require refineries (yes, there are
still some operating in the state) to upgrade their filtration equipment and
reduce emissions by 70% over the next five years. These upgrades are
expensive and will be passed to the consumer. At 66 cents/gallon, the
state is already paying the highest gasoline tax in the nation.

Coal
The lowest production levels in over 55 years, combined with strong
weather-driven worldwide demand, has pushed coal prices to record
levels. Coal reached $150/metric ton in August and rose almost 20% over
last month. Rising prices, along with the shuttering of 78 GW of coal-fired
generation, are going to put more pressure on natural gas to meet
electricity demand.
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Natural Gas
What a wild ride we’ve had this month! Once again, the prompt
month shot up like a rocket and the August contract closed at
$4.044/MMBtu, the highest close since 2014. From there, prices
continued to move upward, going above $4.20/MMBtu before
retreating as cooler than expected weather forecasts and
maintenance on LNG terminals eased demand. The September
contract is currently trading at $3.85/MMBtu.
The prompt month natural gas contract settlement price has
increased 56% in just four months. The winter 21-22 strip (November
- March) has increased by almost 40%. Most of the run-up seems to
be in the front years. Winter 23-24 and 24-25 are trading around
$3.00/MMBtu, which is a good value.

Want to lock in some attractive pricing for the
future? We can help by working with you to develop
a hedging strategy that meets your company’s
goals. Contact us for more information.
On the production front, the number of gas-directed rigs in the U.S.
decreased by 1 to 102 which is still 33 higher than a year ago.
Production is holding steady and modest gains are expected through
2021.

Source: Constellation
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Natural Gas Storage
Storage for the week ending August 6th is at 2,776 BCF, which is
548 BCF lower than last year and 178 BCF below the five-year
average. This week’s injection of 49 BCF was in line with
expectations. The EIA estimates storage levels at 3.6 TCF to start
the winter heating season.

Sixteen states have passed legislation outlawing any restrictions on
natural gas usage with seven states considering similar legislation,
and six other states have restricted or banned the use of natural gas.
Of these six states, two of them - California and New York - rank
first and second in natural gas consumption.

Source: Constellation
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In Arizona, a pipeline failure and subsequent fire on the El Paso
system killed two people and injured a third. The line, which typically
supplies California with over 500,000 MMBtu/day of natural gas, was
reduced to zero on Monday, August 16th, causing prices to rise over
$7.00/MMBtu. The cause of the failure is not yet known.
In June, we reported that Spire Energy in Missouri was proposing
rate changes that would result in significant rate increases for its
customer base. The parties reached a settlement that will result in a
slight decrease for transportation customers behind the Spire
system.

Other natural gas utilities have pending rate cases,
including North Shore Gas in Illinois and Brooklyn
Union, Corning and Keyspan in New York. Want to
know how it could impact your company? Contact
your OEM representative for more information.
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Power
Following the drop in gas prices, power prices have retreated,
although they are still much higher than they were this time last year.
California and Texas have seen the greatest drops for 2022, down
7% and 4%, respectively.

A Democratic Congressional representative introduced a bill
requiring FERC to find any wholesale power prices that do not
include the cost of emissions to be “unjust, unreasonable, unduly
discriminatory or preferential”. This legislation has been introduced in
the past and did not get a hearing. With a change in leadership, the
bill has been re-filed and its proponents are hoping the agency will
set a carbon price on electricity. If this happens, expect to see higher
electricity prices.
In the Midwest, MISO is proposing changes to its capacity auctions
beginning June 2023. One change would require load serving entities
(LSEs), such as utilities and third-party providers - to show they have
secured at least 50% of their capacity prior to auction or pay a steep
penalty. This change has opposition from many stakeholders,
including the Independent Market Monitor for the ISO. MISO is
having a meeting on September 1st to review the proposed changes
prior to filing.
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In California, the CPUC found that the utilities have miscalculated
the amount of space available to customers who wish to enter the
state’s Direct Access program. The amount of available space is
estimated at 3 TWh in SDG&E, SCE and PG&E service areas. The
utilities have already started to notify customers on the 2020 waitlist
of their eligibility. Customers who are selected for Direct Access can
buy electricity from third party suppliers rather than the utility, which
often results in savings even after paying an exit fee to the utility that
negates a significant portion of the savings. Unlike other utilities with
such a fee, California requires businesses to pay every year they are
in Direct Access.
In Texas, ERCOT, the system operator, announced they will continue
to purchase additional non-energy services as part of their response
to the fallout and power outages resulting from winter storm Uri.
ERCOT is purchasing the services to mitigate any damage from
mistakes in demand forecasting, a factor in the planned and
unplanned outages last February. Customers will see the impact of
these actions in higher electricity prices.

Weather
According to the National Weather Service, July was officially the
hottest month on record. It certainly felt that way, as we saw alerts
asking customers to voluntarily reduce their electricity consumption
throughout the country. For August, we are seeing a slight break in
the heat this week, which is expected to be short-lived as forecasts
have temperatures rising again next week.
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While hurricane activity seems quiet compared to last year at this
time, we are still ahead of the 30-year average. Florida has borne the
brunt of the activity so far this season, with storms Elsa and Fred
hitting the panhandle. There are two named storms in the Atlantic,
neither of which is expected to make landfall in the U.S. Otherwise, it
is quiet as we enter the peak of the hurricane season.
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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.

Service Highlight - Rate Optimization
With so many different utility rates, can you tell if your facility is
on the best rate? We can help by analyzing your current
situation, monitoring rate cases, and working with you to ensure
you are on the rate that provides the lowest cost without
sacrificing reliability. Contact us for more information.

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.

