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Spotlight: The Budget-Busting
Energy Market
Energy prices have been on an upward rampage. The
NYMEX natural gas contract averaged $3.84/MMBtu in
2021, up 46% from 2020, and is currently averaging
$4.95/MMBtu for the first three months of 2022. Power
prices have increased as well, with some regions at or just
below record highs. And let’s not forget about crude oil,
which is trading above $100/BBl for the first time since 2014.
Some companies have been insulated from the most
extreme price spikes through a combination of long-term
contracts and financial hedge strategies. As these contracts
and hedges expire, customers are facing some unwelcome
sticker shock. So what’s driving the high prices and what can
we expect in the future?
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First, we have an ongoing supply/demand imbalance. While oil and gas
production has increased over the last two years, it is not keeping up with
demand. The current administration’s position on drilling, Environmental,
Social and Governance (ESG) requirements on corporations (both from
investors and regulators) and producers’ subsequent reluctance to invest
in additional activity given the current environment are exacerbating the
situation. Next, global demand is increasing, which has become more
pronounced in light of US sanctions on Russian imports. This is impacting
volatility (we’re seeing large daily price swings) as well as prices. Add in
storage levels that are well below historical averages and weather
uncertainty and you have conditions that favor higher prices.
What, if anything, could change this budget busting outlook? One scenario
is that lower prices could be triggered by either increased supply, which
we do not anticipate in the near future, or a decrease in demand, such as
demand destruction caused by a recession. And we are seeing some
signs that have signaled recession in the past. Inflation is at a 40-year
high, credit card debt is the highest it’s been since 2007 and the Fed has
started to raise rates. On the other hand, if the Russia-Ukraine situation
sets off an international conflict, we could see prices at these - and higher
levels - in the future.
Finally, commodity prices tend to follow a 30-year cycle, with 15 years of
rising prices followed by 15 years of falling prices. The natural gas
NYMEX contract was established in 1990. The last 15-year cycle of rising
prices ended around 2008, which would put the next one around 2023.
The events triggered by COVID appear to have accelerated the cycle,
which means if past results are any indication of future performance, we
can expect higher prices to continue. (see chart on next page)
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Are you planning on building a new
facility?
OEM can help you assess energy costs across
different jurisdictions to see which location gives
your business the most value in terms of cost,
reliability and sustainability practices.

MARCH 2022

Crude Oil
The ongoing conflict between Russia and Ukraine, combined with
U.S. sanctions on Russia, including a ban on oil imports, has
factored into the current high crude oil prices. The U.S. imported
209,000 bbl/day of crude oil from Russia last year, which equals
about 3% of its total demand. While only a small portion of our
needs, it still needs to be replaced. The question is whether we look
for new sources worldwide or increase production.
For now, it seems that finding new imports is the strategy, as the
Biden administration has started to negotiate with Venezuela and
Iran for additional supplies. While rig counts are up 7 for the week of
March 25th after declining by three the previous week, the pace is
the slowest it has been since 2020. The current rig count is 524 and
the NYMEX WTI contract is trading at $101.19/BBl.

Natural Gas
We should be in shoulder season, the time where gas prices retreat
from winter highs and buyers get a little relief before the summer
power generation season. Unfortunately, relief is nowhere to be
found. The March natural gas contract settled at $4.568/MMBtu,
down $1.697 from February’s close, and has reversed course, with
the April contract currently trading at $5.455/MMBtu.
Production is holding steady. For the week ending March 25th, there
were 137 gas-directed rigs, which is unchanged from the previous
week. Production is averaging around 93 BCF, which is not enough
to keep up with the increase in demand.
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The Biden administration announced a plan to work with international
partners to increase LNG supplies to Europe starting in 2022. The
initial goal is an additional 15 billion cubic meters for this year with
“significant increases going forward”. The US currently exports 13
BCF/day worldwide and does not have the production or export
capacity to increase this volume, which means any gas going to
Europe will have to be re-routed from South America and Asia. If
demand persists, expect prices to remain strong.

For the week ending March 18th, natural gas in storage was 1,389
BCF which is 21% lower than last year and 17.5% below the five year
average. The net withdrawal of 51 BCF was below expected levels of
62 and did not have any impact on prices. Concerns about being able
to fill storage and meet new demand, not only in the US but globally,
are keeping prices high.
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Power
Power prices are also rising. While week-over-week prices remained
relatively flat (-1% to +2%), prices are up 50%-80% month-overmonth depending on the region. Overall, prices are very close to the
all time contract high prices. Given the focus on renewable
generation and high prices for fossil fuels, this trend does not show
signs of reversing anytime soon.

Sustainability
The SEC recently announced proposed rule changes that would
require publicly traded companies to include the impact of climate
change on their operating and financial results from Scope 1, 2 and 3
emissions. If implemented, private companies who do business with
companies that have Scope 3 targets may also have to track and
report their emissions. Needless to say, legal challenges are
expected. We will be monitoring this situation.
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Sixteen states, Washington D.C. and Quebec have proposed a ZeroEmissions Vehicle (ZEV) plan to recommend mandating that medium
and heavy duty vehicle manufacturers who do business in these
areas offer an increasing share of ZEVs for sale with the goal of
100% ZEV sales by 2050. Public comments are due by April 25th.

New sustainability measures are surfacing everywhere. Do
you know how your company will be affected or what you
need to do to prepare? We can help. Contact us for more
information.

Across the Nation
New England - Because of the ongoing situation between Russia
and Ukraine, LNG prices have started to correlate closely with
European LNG prices. Much of the US LNG has recently been
diverted to make up for the shortfall in Europe which has led to
higher prices in New England. Because this region relies on LNG to
make up for the shortfall caused by a lack of adequate pipeline
capacity in the peak months, customers can expect higher prices
going forward.
The California Public Utilities Commission (CPUC) issued an order
mandating renewable natural gas (RNG) procurement targets for the
state’s public natural gas utility companies. By 2030, 12% of utility
gas supply purchases will have to be renewable. While this mandate
does not yet extend to third-party suppliers, the CPUC is looking to
implement a non-bypassable charge for all third party customers to
recover the increased utility supply costs, which will offset any
savings customers currently enjoy. So whether you’re a direct access
customer or are served by the utility, expect to pay more for gas.
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In Texas, ERCOT, the system operator, released its Seasonal
Assessment of Resource Adequacy (SARA) for May. While it appears
that the state will have adequate resources for generation based on
the current load forecast, it could be short as much as 6.2 GW of
power if a “perfect storm” event, such as extremely low wind or a
high amount of unplanned outages of non-renewable facilities,
occurs.
Also in Texas, the state overtook California in solar installations for
2021, installing 6,060 MW of solar-fired generation. Will this alleviate
any extreme outage issue or will Texas also take the lead in
unplanned outages? Let’s hope for the former.

Virginia’s participation in the Regional Greenhouse Gas Initiative
(RGGI) may be facing some headwinds. The Republican-led House’s
budget prohibits spending on RGGI funding for the next two years.
This is not expected to pass the Democrat-controlled Senate and
negotiations will be needed before the state will be able to
participate.
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Weather
Weather has been one of the factors driving up natural gas prices.
Much of the country has sustained normal to below average
temperatures this winter. These conditions are currently expected to
continue into early April for much of the Eastern US, which may
impact heat loads and will likely keep prices strong.
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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 - Budget Development
Budgeting is typically done by looking at
the previous year’s budget and increasing
next year’s by a percentage change. And
all though this gets the job done, it’s not
an effective or accurate way to budget for
energy. Energy deregulation and price
volatility have made using this
methodology inaccurate. To help solve
this challenge, OEM provides budget
development services.
And budgeting doesn’t stop with existing
facilities. If you’re adding a location, or
planning a move, OEM can help you
assess energy costs across different
jurisdictions to see which location gives
your business the most value in terms of
cost, reliability and sustainability
practices. 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.

