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NEWSLETTER

Spotlight: Your (Energy) Year in
Review
As we prepare for 2022, we wanted to take a moment to look
back at 2021. Here are some of the high (and low) lights, by
commodity:
Crude Oil
WTI crude started the year settling at $46.75/bbl and
climbed to over $85/bbl on strong demand as pandemic
restrictions eased worldwide and supply was kept in
check by a combination of new regulatory restrictions,
fiscal restraint among producers and geopolitical events.
The current (February 2022) WTI contract is currently
trading at $76.34/bbl, 63% higher than the beginning of
the year.
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A cyberattack on the Colonial Pipeline brought gasoline production to
a halt and caused shortages throughout the East Coast that were felt
for weeks. The company paid a ransom of $4.4 million to hackers to
regain control of the pipeline, $2.3 million of which was recovered by
the federal government.
OPEC+ denied the Biden administration’s request to produce more oil
over the summer, which put additional upward pressure on prices. To
combat the rising prices, the administration released 50 million barrels
from the Strategic Petroleum Reserve, a move that only added two
days of supply.
2021 saw a sustained increase in drilling rigs and production. The
current rig count is 480, which is higher than last year, but still
substantially lower than the record of 1608 rigs set in 2014.
Natural Gas
Natural gas prices started the year at $2.47/MMBtu and traded under
$3.00/MMBtu for the first half of the year before fundamental factors
such as low end-of-winter storage inventories, strong LNG demand,
hot summer weather, modest production increases and fear of
inadequate supply for the winter sent prices screaming higher. The
October futures contract settled at $6.21/MMBtu before retreating as
winter failed to materialize for most of the US. The current (January
2022) contract is trading at $4.019/MMBtu, 62% above January 2021
levels.
Storage had its ups and downs. The 2020-21 winter resulted in low
storage inventory levels and the hot summer made it tough to fill
storage. The winter 2021-22 season started out with storage levels
below last year and the 5-year average. The lack of winter (so far) is
starting to reverse this trend. As of December 17th, natural gas in
storage is at 3,362 BCF, which is 6.5% below last year and 1% above
the 5-year average.
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Production is up even as rig counts fluctuate. For the week ending
December 24th, there were 106 gas-directed rigs in operation, up 2
from the previous week and up 25 from a year ago. U.S. production
levels are close to the 5-year highs.
February brought winter storm Uri, which wreaked havoc throughout
the Central U.S. Gas prices in the Midcontinent hit highs of over
$1200/MMBtu and curtailments and well freeze-offs contributed to the
rolling blackouts in the Midcontinent and unplanned outages (i.e.,
non-rolling blackouts) for most of Texas.
California had its woes as well. A lack of hydro power increased
reliability on natural gas generation in a state that is starved for nonrenewable resources. A warmer than normal summer/fall season
caused prices to heat up (pun intended). To make matters worse, an
explosion occurred in July on the El Paso pipeline serving the
southern part of the state which further restricted deliveries. As of this
newsletter, that line is still out of commission and repairs could take
several more months. In short, the supply-demand balance is tight in
the state and concerns about having adequate natural gas to serve
its customers prompted SoCalGas to issue an OFO on Christmas
Day.
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2021 became a contest between two factions: cities and states
that restricted the use of natural gas versus states that banned
mandates restricting natural gas usage. One interesting note: two
of the states with restrictions - California and New York - are the
top two consumers of natural gas.

Coal and Propane
Oil and gas weren’t the only fossil fuels that made headlines this
year.
Propane prices started out at $0.65/gallon and climbed to $1.695
in August on supply concerns before retreating to its current level
of $1.03, up 58% from January.
Despite tougher regulations and slated coal-generation
retirements, high natural gas prices and strong electricity demand
fueled coal prices. Coal traded for $80.50/MT in January 2021
before soaring to a record $270.50/MT before falling to its current
levels of $169.80/MT, a 111% increase. Coal is still a major
source of generation for the Midwest and parts of the Northeast,
supplying up to 20% of the regions’ electricity.
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Power
Power prices started 2021 at levels that were barely above the
all-time contract lows and then started climbing. Prices for the
2022-2025 period are currently trading anywhere from 56% higher
in Texas to 74% higher in New England - up significantly from a
year ago.
PRICES AS OF JANUARY 2021

PRICES AS OF DECEMBER 2021

SOURCE: CONSTELLATION

Renewable portfolio standards (RPS) or Clean Energy Standards
(CES) that require utilities to source a portion of their energy from
renewable or non-fossil-fuel sources are currently effective in 27
states, with voluntary standards in an additional 3 states. Most of
these standards set targets at a minimum of 40% and take effect
between 2040 and 2050.
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The impact of winter storm Uri on Texas resulted in several
changes to regulations. The Public Utility Commission in Texas
approved winterization standards for power plants in the state set
out by recent legislation, with fines of $1 million per day for each
violation. Finally, ERCOT is making it easier to dispatch reserve
resources when needed.
California’s utilities underestimated the amount of space available
in its Direct Access program by 3 TWh. As a result, a large
number of customers were given the opportunity to enter into the
program, giving these companies more control over their supply
costs and offering potential savings that offset the exit fee (PCIA
Charge) imposed by the utility.
Oklahoma began to evaluate electric deregulation. If adopted,
businesses will be able to purchase from third party suppliers
rather than the utility companies, which will give them more
control over supplies and potentially lower prices.
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What Does the Future Hold?
Here’s some additional stories on our radar as we approach 2022:
Concerns about adequate power supplies in California have been
echoed by scientists at Stanford and MIT, who recently published
a study calling for the continued operation of the Diablo Canyon
facility, a position supported by the Biden administration and
opposed by several activist groups in the state. Diablo Canyon is
California’s last nuclear power plant and is slated to close starting
in 2024.
Also in California, the state is considering making changes to its
residential solar program, including adding a monthly charge to
participate and reducing the rebates customers receive. The
proposed changes will reduce incentives for going solar and
double the time it takes residents to recoup their initial investment
costs. As a result, customers may decide not to participate in the
solar program, thus increasing the load that utilities have to serve
and likely increasing prices and intermittent outages.
In the Midwest, the system operator reported that 25% of its coalfired generation is at risk of supply disruption this winter,
including 18 GW of generation at high risk. If winter hits,
customers may see higher prices or fuel outages.
New York joins the states banning natural gas use in new
buildings. The new law takes effect for buildings under seven
stories starting in 2023 and over seven stories starting in 2027.
Existing buildings are not impacted and certain facilities, such as
hospitals, manufacturing facilities and commercial kitchens, will
be exempt.
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Weather: Will We Have Winter?
It depends on who you ask. According to The Farmers’ Almanac,
we were supposed to get a cold, wet winter. So far, that has
failed to materialize. In contrast, the NOAA has predicted a La
Nina pattern and is predicting above normal temperatures in the
Eastern ⅔ of the country and below normal in the West. The
short-term forecasts look pretty mild for most of the U.S. Of
course, we still have three months left in the season.
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About Us

From all of us at Our Energy Manager, we wish you a happy,
healthy and prosperous 2022 and thank you for letting us be
part of your energy journey. We look forward to seeing what
the future holds.

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.

