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Spotlight: Doubling Down on
Sustainability
As we discussed last month, sustainability is a primary focus
for companies and governments. New regulations have
either been proposed or signed into law. It seems that
sustainability is here to stay - but at what cost?
We have been monitoring sustainability activities and seen
some areas of concern with reliability. California, arguably
the leader in sustainability, also leads the country in planned
outages (i.e., rolling blackouts). But the state is not alone. A
year ago, winter storm Uri tested the power grid of the
Central U.S., which saw sky high natural gas and electricity
prices as well as planned (rolling blackouts) and unplanned
(statewide blackouts in Texas) outages across the region.
For a brief moment, reliability concerns were being
discussed as much as sustainability goals.
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Once the storm passed, reliability faded to the background and
sustainability goals moved back into the spotlight. So, what, if any, lessons
were learned? Do the new sustainability regulations factor in reliability?
And how much will all this cost? Read on to learn more.

Crude Oil
Tensions between Russia and Ukraine are the primary driver behind
skyrocketing oil prices, although other factors like increased travel
demand brought about by worldwide easing of COVID restrictions
and an underlying supply-demand imbalance have also contributed to
the run up. The March WTI contract hit $95.01/bbl - a level not seen
since 2014 earlier this month. Since then, prices have fallen slightly
and the prompt month is currently trading at $91.51/bbl.
With strong demand, what will producers do? It looks like domestic
production will increase. For the week ending February 11, oildirected rigs are up by 19 over the previous week, the highest jump
in four years. Current production is averaging around 11.7 bbl/day,
and the EIA is projecting increases in 2022 and 2023 to 12 bbl/day
and 12.6 bbl/day, respectively.

Natural Gas
Winter finally reared its head at the end of January, and a flurry of
short-covering activity sent the February natural gas contract soaring
to settle at $6.265/MMBtu. Fortunately for consumers, the run-up was
short lived and prices dropped over $1.00/MMBtu. The March
contract is currently trading at $4.515/MMBtu, driven primarily by
sustained cool weather forecasts across much of the country and
strong exports.
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Source: Bloomberg

On the production front, gas-directed units increased by 2 week-overweek to 118. Production is currently at 94.1 MMBtu/day, off from the
high of 96 BCF/day at the beginning of the year, which is attributable
to freeze-offs caused by winter storms and expected to come back
online shortly. The EIA is forecasting natural gas production to
increase to 104.2 BCF/day in 2022 and 106 BCF/day in 2023.
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For the week ending February 11th, natural gas storage levels
decreased by 190 BCF to 1,911 BCF, which is 7.5% lower than last
year and 11.6% below the 5 year average. The EIA estimates end of
season (March 31st) levels at 1.3 TCF, which would be lower than
last year and could put upward pressure on prices heading into
summer.
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Power
Power prices are down week-over-week but up from last month
across all regions except Texas, New England and the Northeast.
This is a relief especially in New England, which saw weather-driven
price spikes brought about by high natural gas prices.

FEBRUARY 2022

The generation mix continues to shift toward renewable energy. Over
half of new U.S. generation is now solar-fired, while an estimated
14.9 GW of mostly coal (85%), natural gas (8%) and nuclear (5%)
fired generation is scheduled for retirement this year. At the same
time, worldwide coal-fired generation surged 17% in 2021 and may
increase further in 2022 because of higher natural gas prices. Will
renewable generation be able to fill the void? Or will some of this
carbon/nuclear generation get a reprieve? We’ll be watching.

Across the Nation
Nationwide - As part of the administration’s greenhouse gas
reduction plans, the EPA announced it would be reviewing actions
taken in 2020 as well as implementing rules that further limit power
plants’ wastewater discharge limits. If new rules are implemented,
power plants will either have to retrofit their current equipment or
shut down, resulting in higher priced electricity.
Amid strong pushback, California has scrapped a controversial
proposal that would have cut the amount paid to homeowners for
electricity generated from rooftop solar panels by 80% and increase
the fees they would have to pay to be able to sell this power. While it
could be resurrected in the future, we do not expect to see it anytime
soon.
Unfortunately, this will not be the end of higher energy prices in
California. The commission approved plans to “strengthen reliability”
by requiring the development of additional renewable generation and
battery storage and reduction of greenhouse gas emissions.
Preliminary calculations show price increases to consumers may be
as high as $0.195/kWh. Numerous parties have weighed in against
the ruling.
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New Jersey filed to deactivate its remaining coal-fired power plants
April 1st. The governor has also called for further environmental
reviews, which may also impede plans for a new gas-fired plant in
the state.
New York’s governor has proposed $750 million for renewable
generation development and battery storage as part of its upcoming
budget. The governor has also proposed banning natural gas in new
buildings by 2027. If implemented, New York could become a peak
user of electricity in the winter.
Ohio, Pennsylvania and Rhode Island proposed legislation to
increase the amount of electricity that must come from renewable
sources, as well as require utilities to purchase enough renewable
energy credits (RECs) to offset the emissions generated by
conventional sources. Prices for RECs have skyrocketed as a result,
up 85% from a year ago.
Texas appears to be moving - a little - in the opposite direction.
Brought on by the deep freeze of last year, regulators have required
the state to shore up reliability. ERCOT, the system operator, has
proposed adding firm standby fuel supply agreements to keep the
lights on in the event of natural gas curtailments. The goal is to have
agreements in place by winter 2022-2023. Consumers and
businesses are already seeing increased costs from changes made
to strengthen the grid, mostly from the required increase in ancillary
services, and this will further add to future prices.
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Weather: What's Ahead?
For the rest of February, forecasts are calling for a return to the La
Nina pattern - warmer in the East and cooler in the West. Winter
2021/2022 is projected to finish in line with the 10-year average, with
January and February coming in as the 44th coldest on record.

Looking ahead, current forecasts predict above-normal temperatures
starting in March and continuing into spring/early summer.
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Summary
Despite regulators and politicians going full-steam ahead on
sustainable initiatives, carbon fuels, gas-fired generation and nuclear
power are still needed in the foreseeable future. One thing most of us
can agree on is that these sustainability initiatives will come at a
higher cost, either from decreased reliability or increased energy
costs. Probably both.

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.

