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Spotlight: Energy Prices and
Hedging
Despite the high prices this summer, the market expected to
see a pullback - and an opportunity to hedge - in the fall.
September is traditionally a shoulder month that provides
some relief to the NYMEX, with lower temperatures and
healthy storage injections. Instead, we saw the September
contract settle at $4.37/MMBtu ($0.33/MMBtu higher than
August) and then proceed to gain steam, with the October
contract trading as high as $5.65/MMBtu. How did this
happen?
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First, we saw two hurricanes in the Gulf of Mexico, which disrupted natural
gas production. This production has been slow to come back online, while
LNG exports have not been impacted at all and are at record high levels.
Second, onshore production has not ramped up as it traditionally does
when prices are high, leading to concerns about having enough natural
gas this winter. Finally, expecting the traditional fall drop in prices,
technical traders held record short positions, which they had to start
unwinding. All these factors contributed to the steep jump in prices.
So what do you do if your company is not locked in for this winter - and
beyond? Look for opportunities to step in and cover your exposure.
Fortunately, markets fluctuate and now is one of those times. The
November 21 - March 22 strip is currently trading at $4.92 - $0.70 lower
than its high of $5.52/MMBtu last week. While this is a significant increase
over last year’s prices, we feel that prices could go much higher,
especially if we see a cold start to the winter.

Crude Oil
Rig counts have doubled over the past year, with oil-directed rigs leading
the way. For the week ending September 10th, the number of oil-directed
rigs increased by 9 for a total of 411 rigs.
Hurricanes Ida and Nicholas are taking their toll on the oil and gas
industry. The following picture shows the path of Ida and the assets in its
way - orange dots represent storage facilities and green lines are pipelines
that have been impacted by the storm. As of September 20th, 25% of oil
production is still shut-in. The October crude contract is currently trading
at $73.24/bbl.
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Natural Gas
It feels like we’re saying, “wow what a ride” every month, and then
prices continue to climb. After the September 2021 contract settled at
$4.37/MMBtu, the October 2021 contract price traded at a high of
$5.65/MMBtu - over $1 above September - before retreating back to
its current level of $5.03/MMBtu. Yes, high LNG exports, production
not keeping up with demand, shut-in offshore production and hot
September forecasts are contributing to the run-up in prices. There’s
another factor at play too - a record number of short positions in the
market have investors scrambling to cover their positions, causing a
further uptick in prices. While the short positions are exacerbating
the problem, the underlying market conditions are making the case
for strong natural gas prices well into 2022.
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If you’ve been caught unaware by this rapidly
rising natural gas market and need help, give us a
call. We can work with you to set and execute
strategies and budgets for your organization.

On the production front, the number of gas-directed rigs in the U.S.
last week decreased by 1 to 100. Like oil, production has been shut
in from the recent hurricanes and an estimated 25% is still offline.

Source: Constellation

Natural Gas Storage
Storage for the week ending September 10th is at 3,082 BCF, which
is 589 BCF lower than last year and 229 BCF below the five-year
average. Last week’s injection of 76 BCF, which was above
expectations. The EIA forecast for the end of the injection season,
which runs through October 31st, is 3.57 TCF.
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California has seen a dramatic run-up in prices over the last few
weeks, trading as high as $27/MMBtu for the day at SoCalGas earlier
this month. Reduced pipeline capacity to the state following the
explosion on the El Paso system last month along with high
temperatures and the worst drought on record is keeping a fire (pun
intended) under prices. Citing a risk of gas curtailment under
emergency conditions, SoCal withdrew 120 BCF from its Aliso
Canyon facility, which is only allowed under extreme conditions. The
facility is used to balance supply and demand during the winter and
the fact that SoCal authorized the withdrawal further highlights the
precarious supply-demand balance in the state.
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Power
Prices were up across all regions this week, driven by the dramatic
run-up in natural gas prices. Increases ranged from 4.5% in Texas to
8-11% in California.
In 2020, grid operators were forced to curtail load for an average of
22.4 hours, up significantly from recent years. This trend could signal
that there is not enough reliable generation to meet peak period
demand. As we see more states adopting sustainability initiatives
and moving to more renewable generation, we expect to see in
increase in curatailments until the reliability issue is addressed.

In response to the record demand and not enough supply in
California, the Department of Energy issued an emergency order
which allows several gas-fired power plants to run without pollution
restrictions for up to 60 days. The governor has also loosened
restrictions on diesel-fired generation as well.
While battery storage has been touted as the way to ensure
adequate power supply when renewables are not running, it still has
a long way to go. Vistra’s Moss Landing battery storage project in
California experienced a fire in its phase 1 portion. While the blaze
was contained, the loss of 300 MW of storage put additional pressure
on prices.
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In Illinois, the state senate passed a bill setting sustainability goals.
If signed into law, the state will need to source 40% of its power from
renewable energy by 2030 and 50% by 2040. The legislation
proposes meeting these targets through additional wind and solar
investments as well as procuring up to 3.8 million new Renewable
Energy Credits (RECs) per year through 2030.
The Alliance for Electrical Restructuring (AERO) continues to pursue
electric deregulation for commercial and industrial customers in
Oklahoma. The Oklahoma Corporation Commission (OCC), the
regulatory body governing energy, will hold a public hearing on
October 21st to discuss.
New York is now mandating all new passenger cars and trucks sold
in New York be zero-emissions by 2035 and establishes a
commission to study achieving this by 2023. Given they do not have
a plan in place, is this a feasible goal, or will it get kicked down the
road? Time will tell, but New Yorkers can expect to pay more for
energy no matter the outcome.
Texas passed legislation to address the price spikes customers
experienced regarding Winter Storm Uri. Effective September 1st,
any commercial or industrial customer that wants to enter into a
contract that is tied to the wholesale power market must sign a
statement accepting financial responsibility for the charges, which
may be multiple times higher than their average bill if wholesale
prices are high during that month. The state has also seen a doubling
of natural gas-fired generation projects - 13 GW are now in
development versus 6.1 GW last year.
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Weather
In August, we saw Hurricane Ida and the 6th hottest summer on
record. And in September we’re seeing...more heat and hurricane
activity. Forecasts are calling for above-normal temperatures across
the central region and near-normal temperatures for most of the rest
of the country. As for the upcoming winter, early forecasts are calling
for below-normal temperatures across much of the U.S.
And let’s not forget about hurricanes - we still have a few weeks to
go, and there are a couple of active storms. Fortunately, none of
these are projected to hit the U.S. at this time.
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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.

Services - Budgeting
It’s that time of year again - time to set budgets for 2022. And if
we’ve seen anything in the energy markets, it’s that adding X% to
last year’s costs isn’t going to give you an accurate picture of
your energy spend for next year. So, what do you do? We can
help you analyze the markets and your situation to come up with
a budget that reflects your anticipated expenditures and avoids
any unwelcome surprises. 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.

