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Spotlight: Inflation and Energy
Prices
Inflation continues to make headlines. While the official
numbers are in the 5% range - the highest in 30 years - the
actual rate is likely closer to 13%. Why is there such a
disparity? The difference is in the methodology. In 1980, the
government began to substitute economic indicators, like
using the price of used cars instead of new cars, to give a
more favorable view of inflation. Regardless of which
indicator you use, prices are higher, especially in energy
commodities. Electricity, natural gas, crude oil, heating oil
and propane forecasts show price increases between 6% to
over 50% depending on the source.
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Why is energy so much more expensive? On the supply side, new
legislation that shut down federal lands for exploration, cancellation of oil
and gas pipelines and clean energy mandates that have retired coal plants
and disincentivized investment in new natural gas generation have put
pressure on supplies. Then there’s the demand side of the equation. Last
month, China directed its energy companies to secure supplies for the
winter “at any cost”, which further increased demand for coal, oil and
natural gas.

Will we see relief? Short-term, we are seeing natural gas prices soften a
little on new forecasts calling for a warmer start to the winter. We do not
anticipate this will continue long-term. Fundamentally, the market is still
under-supplied by as much as 1.5 BCF/day. Fasten your seatbelts - it’s
going to continue to be a bumpy ride.
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Crude Oil
The WTI contract topped $80/bbl earlier this month, a level not seen since
2014, brought on by strong demand, inventory levels that are below the 5year average and restraint by OPEC+ on raising production levels. Will it
be enough to spur domestic production?
It appears that it is so far. Rig counts have doubled over the past year,
with oil-directed rigs leading the way. For the week ending October 15th,
the number of oil-directed rigs increased by 12 - the largest increase since
April - for a total of 445 rigs. Still, supply concerns and increasing demand
are putting upward pressure on prices and the November WTI contract is
currently trading at $83.20/Bbl.

Natural Gas
Last month, we made the case for sustained higher natural gas
prices. This month, we have seen strong daily volatility in natural gas
prices - as much as $1.00/MMBtu movement from one day to the
next. The October contract settled at $5.84/MMBtu - $1.37 higher
than September. November tested the $6 range before losing steam
on warmer weather forecasts for early November. The prompt month
contract is currently trading at $5.07/MMBtu. The entire winter strip
(Nov21-Mar22) is trading lower, driven by warmer than normal
temperatures and storage fills closing the gap between current and
historical levels. The long term fundamental factors still favor higher
prices.

OCTOBER 2021

Fundamental factors show even a slightly warmer
than currently forecasted winter could still result in
higher prices. Are you ready? Give us a call, we can
help you plan for winter - and beyond.
On the production front, the number of gas-directed rigs in the U.S.
last week decreased by 1 to 100, which is still 29 higher than this
time last year. Production levels are currently hovering around 93
BCF/day, which is an increase from earlier this year and driven by
associated gas (gas that is produced with oil. Still, production will
need to reach previous levels of 98 BCF/day and above to see any
long-term relief.

Source: Constellation

Natural Gas Storage
Storage for the week ending September 8th is at 3,369 BCF, which is
501 BCF lower than last year and 174 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 3.6 TCF, which is about 500 BCF
below last year.
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In California, efforts are underway to shore up gas supplies for the
coming winter. SoCalGas has increased pressure on the north end of
their system, which will allow the utility to receive more gas from
Canada and the Pacific Northwest. Following the explosion in
Arizona, El Paso pipeline has not announced when repairs to its
system will be complete. In the interim, they have backed off making
deliveries to Mexico, which is freeing up capacity to transport more
gas into the southern part of SoCalGas. Finally, there are two
proposals before the CPUC to increase the storage limit at Aliso
Canyon - one to return the storage facility to its pre-leak levels and a
more conservative plan to increase capacity by 7 BCF. The CPUC
will vote on the proposals at its next meeting on November 4th.
Unfortunately, this will not be enough to provide relief to prices in
California. Drought conditions expected through 2022 and proposed
regulatory changes that reduce available supplies will provide
support for strong natural gas prices.
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Power
Power prices are also rising across the U.S. All regions were up last
week, ranging from 4% in the Midwest to 8% in the Northeast. Even
with natural gas prices coming off of previous highs, power prices
remain strong, driven by anticipated shortages this winter and
beyond. Prices in the Northeast and Midwest are up 180% and 150%
from last year’s levels, with most of the increases in 2022.
In the Northeast, 6 GW of coal-fired power generation is slated to
retire before the winter 2022-2023 heating season, which will put
more pressure on natural gas to become the backstop generation
fuel - and put even more pressure on power prices. Overall, the EIA
is forecasting a coal-fired power generation increase in 2021, which
will mark the first year-over-year increase in coal usage since 2014.
The Midcontinent and Midwest are seeing the bulk of the increases,
with coal-fired generation increasing by 7-8% and gas-fired
generation decreasing by 6-7%.

Source: Constellation
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In California, San Diego Gas & Electric reached a settlement with
the CPUC. The utility had filed a petition to change some of the
elements of its previously approved rate structure. In other words, it
will change how it allocates the rate increase across customer
classes. Commercial and industrial customers can expect to see a 34% increase effective November 1st.
Illinois passed the Energy Transition Act. Under the new law, the
nuclear plants that were slated to retire will continue to run as the
state works to meet the new mandate of supplying 40% of its
electricity from renewable sources, which is a significant increase
from its current level of 7%.
In Missouri, Empire District is requesting a rate increase of $80
million, an increase of up to 12%. If approved, the new rates would
take effect April 2022.
In Texas, the Railroad Commission proposed a rule change that
would designate gas-fired power plants as critical electricity
customers in an emergency. During winter storm Uri, gas generator
curtailments contributed to the statewide outages in Texas. Other
recommendations include weatherizing generation assets, lowering
the cap on electricity from $9,000 to $4,500 MW and contingency
planning. Any recommendations approved would not take effect until
winter 2022-2023. In the meantime, let’s hope we don’t see a repeat
performance this winter.
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Weather
The forecasts have warmed up a bit for the next two weeks and into
the start of winter. Most of the warmth is predicted for the central
U.S., especially in the 6-10 day outlook.
For the balance of winter, the forecasts range from normal in the
North and above-normal in the South to high and low extremes for
much of the country, especially December through February. Drought
conditions for the West are expected to continue into 2022.

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.

