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Spotlight: Supply Shortages and
Sustainability - Lithium
Sustainability is back in the spotlight for 2022 (in some
instances it never left). States, counties and many private
businesses have established net zero goals, which include
investments in renewable energy, electrification of current
fossil fuel processes and battery storage for electricity. What
do these solutions all have in common? Lithium.
Driven by the need for batteries to power everything from
cell phones to electricity storage, demand for lithium has
been on the rise. In 2000, 9% of the lithium supplied was for
battery manufacture; by 2020, that number was 66%. Fast
forward to 2030, the target date for many of these net zero
initiatives, and demand is forecasted to reach 90%.
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Like other energy commodities, production has failed to keep up with
demand. While the U.S. has substantial reserves and was the top
producer until the 1990s, environmental regulations and associated costs
have pushed lithium mining offshore. Now the U.S. has only one mine - in
California. Most of the mining and processing now occurs in places like
Australia, South America and China.

Consequently, prices are up - 280% above 2021 levels. And without a new
breakthrough technology that reduces our dependence on lithium, we
have few choices: increase production everywhere, including the U.S.,
export more from other countries, or throttle back on the aggressive
electrification and net-zero goals, particularly battery power storage and
electric vehicles. In any case, consumers can expect to pay more for
products that use lithium, like phones, cars and electricity, in the near
future.
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Crude Oil
OPEC revised its estimate of the Q4 surplus of global oil to
1.4MMBPD, which is 25% lower than last month’s estimate. Closer to
home, Mexico, a net exporter of crude to the U.S., has announced
they will be reducing exports by 50% as part of the President’s goal
of increasing refinery utilization in the country to 75%.
This may be one reason production - and prices - are up in the U.S.
The number of active oil-directed rigs increased by 11 for the week
ending January 14th, to 492. The WTI prompt month settled at
$84.30/bbl for January 14th - the highest we’ve seen in seven years.
February is currently trading at $86.52/bbl.
On the sustainability side, carbon capture, use and storage (CCUS)
could reduce more greenhouse gas emissions, particularly carbon
dioxide, over the next decade than carbon capture and storage
(CCS). The reason is that carbon dioxide is used to extend the life of,
and increase production in, oil fields. Once the CO2 is injected into a
well, it stays underground and is not emitted. The bad news is that
CO2 is being used to produce oil, which does not support
sustainability goals. Is there room for oil and net zero?

Natural Gas
Primarily driven by a lack of early winter weather and demand,
natural gas prices finished 2021 with the January contract settling at
$4.024/MMBtu, $1.423 lower than December. January ushered in
winter weather, and prices have responded - slightly. The February
contract is currently trading at $4.225/MMBtu.
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While weather has been the bearish driver for natural gas prices,
other fundamental factors, including strong LNG exports, will
continue to put upward pressure on prices. LNG demand is surging
and exports were up substantially from 2021 even after factoring in
the lockdown-caused demand destruction in 2020. The industry is
responding by building additional export capacity, which is expected
to reach 13.5 BCF/day along the Gulf Coast.
For the week ending January 7th, natural gas storage levels
decreased by 179 BCF to 3,016 BCF, which is 6.2% lower than last
year and 2.4% above the 5 year average. Storage remains within the
5-year range.
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Power
Prices in the power markets remain volatile with different results
across the U.S. Day ahead prices traded 1-3% higher across the
Eastern U.S., while falling in the west. Like other commodities, the
weather is playing a significant role right now. Prices are still higher
than they were a year ago.
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In the PJM ISO which covers much of the Northeast, Mid-Atlantic and
parts of the Midwest (blue regions in the map below), FERC repealed
PJMs new operating reserve demand curve (ORDC) rules that would
have allowed the system operator to procure additional resources
and establish price escalators during shortage periods to mitigate the
risk of unplanned outages. This will delay the 2023-2024 capacity
auction, so customers may see price increases during this time, as
suppliers will either have to factor in a risk premium into fixed prices
or pass through any additional charges past the current auction date.

Uncertain of the best way to price your power contracts? We
can help assess your situation and options. Contact us for
more information.
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Across the Nation
In Arizona, electric deregulation is before the legislature again,
driven by sustainable energy. Green Mountain Power has requested
the ability to sell 100% renewable power, backed by RECs, directly to
consumers. While deregulation efforts have failed in the past,
demand for clean power has since increased and the Arizona
Supreme Court recently determined the state legislature can overrule
the state regulators. The request is awaiting an opinion from the
state’s attorney general.
California may be getting some drought relief. The recent storms
have moved the state from “Exceptional Drought” to merely “Severe
Drought” and brought enough precipitation to restart the Hyatt hydro
plant, which added 30 MW of generation to the grid. While this is
encouraging news, it will take a few years of above-normal
precipitation to bring hydro power back to its pre-drought levels. Until
then, consumers can expect to pay a premium in the summer
months.
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Like Arizona, Missouri consumer groups have not given up on
deregulation. A measure that would have brought the issue to a
popular vote failed to pass in the senate in 2020. Consumer groups
have not given up and they should have plenty of support, as
Missouri customers behind Ameren, the state’s largest utility, just
received a rate increase of 8-12% for 2022.
In Oklahoma, an administrative law judge is recommending that
$688 million of the costs incurred during winter storm Uri be
allocated to ratepayers over a 20-year period. This would amount to
an additional charge of $50/year, which would double the amount of
the last gas rate increase for residential consumers.
And speaking of Uri, the National Electric Reliability Council (NERC)
alleges there may be anecdotal evidence of natural gas price
gouging in Texas during the storm. In a report to ERCOT, NERC
contends that over 80% of the freeze-related generation outages
were caused by production and processing issues and not generation
unit failures. NERC also contends that production was down because
of the freezing temperatures, so it may be a leap to link generation
unit supply outages to widespread price gouging caused by suppliers
cutting gas to power facilities and reselling it at a premium. Time will
tell.
Newly sworn-in Governor Youngkin of Virginia is making waves by
signing 11 executive actions on his first day in office. Among these
was to withdraw the state from the Regional Greenhouse Gas
Initiative (RGGI), which requires that fossil fuel power plants with a
minimum generation capacity of 25 MW purchase allowances to
cover emissions. If it withstands the inevitable court challenges, this
action may reduce power generation costs in the state.
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The Supreme Court will hear arguments in West Virginia vs. the
EPA next month. This case will determine to what extent the EPA can
regulate greenhouse gas emissions, which may have a far-reaching
impact on all federal regulatory agencies. Arguments are scheduled
for February 28th.

Weather: Winter (Finally) Arrives
It looks like the Farmer’s Almanac is right - for now. We are
experiencing winter across much of the country. In a reversal from
last month, the foreasts now show below-normal temperatures across
the eastern half of the country and normal-to-above temperatures in
the west.
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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.

Our Services: Sustainability
With net-zero and carbon neutral initiatives back in the spotlight,
your company may be taking a look at where you can reduce your
emissions. We can help you by assessing your current situation and
matching your goals with available opportunities. 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.

