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Spotlight: Mid-Year Update - How
are We Doing?
Last December, we recapped 2021 and highlighted a few
stories we were following in 2022. We thought it might be
“fun” to give a little update on where we are now and where
we might be headed. Let’s take a look.
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Commodity prices - December 2021 Newsletter
Crude Oil $76.34/BBl
Natural Gas $4.02/MMBtu ($1200+/MMBtu during Uri)
Electricity 54% (Texas) - 76% (New England) higher than alltime contract lows
Update - July 2022 Newsletter
Crude Oil $95.07/BBl (traded as high as $124.18/BBl)
Natural Gas $8.96/MMBtu
Electricity Ranging 93% (California) - 167% (New England)
higher than all-time contract lows
We were also following a few stories going into 2022:
California: Diablo Canyon - the state was weighing in on
delaying the scheduled closure of the Diablo Canyon nuclear
facility to increase power available to the state. At print, no
decision has been made. The two units at the facility are
scheduled to close in 2024 and 2025. Adequate power supply
continues to be a concern.
California: Residential Solar - the state proposed a new rule that
would have increased the cost of installing solar while
decreasing the financial incentives. Thankfully, this proposal
was DOA but like a game of whack-a-mole, has reared its ugly
head in a different form. The matter is now before a judge who
is weighing how to better distribute (read: tax) the solar program
charges across all customers. Current subsidies ensure that
everyone, not just solar owners, are paying for the program.
Regardless of whether this will incentivize more solar, or
disincentivize its use at the residential level, the result is likely
higher prices.
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The Midwest system operator (MISO) reported that 25% of its
coal-fired generation was at risk of supply disruption last winter,
with 18% at high risk. Fortunately, we did not see widespread,
sustained outages. Unfortunately, MISO went into summer with
an estimated shortfall of 1,230 MW. Combined with high
temperatures, the region is not out of the woods - and the risk of
outages has increased.
Last December, winter was looking like a non-event to which
Mother Nature said, watch this. We got winter, drew down
storage and ended the season with inventory levels of 20%
below 2021 and 15% below the 5 year average. Efforts to fill
storage have been hampered, first by a cool spring then an
early summer, which have resulted in higher prices.
Now onto the events we didn’t foresee - and outcomes we did:
Russia invading Ukraine - we did not see this at the end of
2021. While this was the catalyst that sent energy prices
spiking, we did voice concerns about rising prices and this only
exacerbated our current situation of demand outpacing supply.
Europe has fared much worse, as Russian natural gas was
bridging the gap between demand and renewable energy.
Freeport LNG explosion - Another event that while not on the
radar, may have been the only thing that kept NYMEX natural
gas prices from going over - well over - $10/MMBtu, as the
damage and subsequent regulatory hurdles are keeping
approximately 2 BCF of exports stateside. While this is helping
us meet record weather-related demand here at home, we are
still not producing enough to meet our needs and fill storage,
which is keeping prices high.

JULY 2022

So what’s next for 2022?
Weather - The heat continues across most of the nation, which
will make it more difficult to fill storage in time for the winter
heating season and put additional pressure on gas and power
(most of which is gas-fired) prices. And we haven’t even seen
the active hurricane season - yet. While a severe storm might
curtail demand in the short-term, it can also impact supply,
sometimes for much longer.
The R Word - While the White House debates whether or not to
use the accepted definition of recession, which is two
consecutive quarters of negative growth, there is no question
that the economy is slowing down. High energy prices are
negatively impacting everything from food prices to summer
travel. While we may see some energy demand destruction
from higher prices, we are at the point where much of our
demand is inelastic, which contributes to a greater likelihood of
some recessionary pain.
Sustainability and Reliability - In Europe, they have declared
natural gas a clean fuel, restarted nuclear plants and are turning
to more coal in an effort to keep the lights on. What will happen
here? Will the U.S., who has looked to Europe as the model for
energy policy, continue to pursue aggressive sustainability
goals? It’s a topic we will be exploring in future issues - stay
tuned.
The bottom line: The factors remain bullish overall for energy
prices, which means consumers should look at their exposure
and determine the best course of action to mitigate rising
energy costs.
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Crude Oil
After months of $100+/BBl WTI crude, prices have finally fallen below
that mark. For the week ending July 15th, the number of oil-directed
rigs was 599, unchanged from the previous week. The September
contract is currently trading at $95.07/BBl.
Following civil unrest over a lack of power and other state-sponsored
services, Libya’s ability to export its crude is now in question, which
is a bullish factor for global oil prices.
The EPA is considering designating the Texas/New Mexico Permian
Basin as non-compliant with ozone standards. If this occurs, the
state regulators will have three years to develop plans to lower ozone
levels. Over 40% of the crude oil produced in the U.S. comes out of
the Permian, which means that if tighter restrictions are put in place,
we could see a decrease in investment and increased prices.
The rise in crude and products prices has triggered an increase in
hedging activity. Airlines, trucking companies and manufacturers are
among the companies that are actively hedging their energy usage.

Contemplating hedging some of your energy exposure but don’t know
where to begin? One of our experts can help assess your situation contact us for more information and to schedule a brief call.
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Natural Gas
We mentioned last month that things can change in an instant and
that’s certainly proven true for natural gas prices. Last month, prices
were coming down and things were looking up (Dad-joke pun
intended) for buyers with the NYMEX prompt month trading in the
$6.00 range. One month later and prices are once again on the rise.
On the production front, the EIA just revised its production forecast
down to 98.5 BCF/day for the second half of 2022 (previously 100
BCF). Current production is holding around 96 BCF/day. Coal prices
play a role too - the price of coal remains high, which limits switching
from natural gas to coal for generation and puts upward pressure on
natural gas prices. The August contract is currently trading at
$8.96/MMBtu
Earlier this month, federal regulators announced they will not allow
the Freeport LNG facility to restart without written approval from the
Biden administration. While this was initially viewed as bearish for
prices, other factors such as weather, production and coal prices have all but negated the downward pressure on prices.

JULY 2022

For the week ending July 15th, natural gas in storage was 2,401 BCF
which is 10% lower than last year and 12% below the five year
average. The net injection of 32 BCF was 7 BCF lower than
expected, prices initially fell $0.15/Dt, then reversed course.

Power
Power prices are up, driven by the heat wave across much of the
nation. Texas saw the largest increase last week of 11%, while other
regions ranged from 5-10% higher w-o-w. Prices have retreated
somewhat from their all-time high levels but are still significantly
higher - double in some regions - than this time last year.
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An estimated 43 GW, or 8% of natural gas generation is set to retire
in the next few years. While most of these units are older, lessefficient generation, there are some units that are more efficient than
the current average. Some of these plants were put in service for a
set number of years, while others are being phased out to meet new
regulatory requirements. Regardless of the reason, the result is
increasing power prices.

Across the Nation
MISO, the system operator that covers the Midwest, started the
summer with an estimated 1,230 MW generation shortfall. To make
matters worse, June demand was up 8% over 2021. A combination of
high demand with high energy prices means potential power outages,
some extended, this summer. Delaying coal-fired generation could
ease the situation and generators are weighing this option.
Nowhere is the need for reliable generation greater than in
California, and this week, the state commission (CPUC) announced
it is strengthening its resource adequacy requirements and will
require marketers, utilities and other load-serving companies to show
they have enough supply to meet hourly demand on the highest load
day of each month. This is a move to address the challenges of
intermittent generation (wind and solar). While the state may meet its
goal of improving reliability, consumers will likely pay higher prices.
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In Northern California, PG&E has added the ability to shut off power
lines instantly to more of its service territory. The shutoffs are
designed to reduce wildfires in high risk areas, which affects an
estimated 3 million customers. PG&E has experienced about 200
outages so far this year; the average time to restore power is
currently at 3.5 hours.
Michigan regulators have approved a proposal by Consumers
Energy, the state’s largest utility, to eliminate coal-fired generation
by 2025. The utility has also set a goal of 60% renewable generation,
mostly solar, by 2040. Opponents of the proposal are concerned that
it will decrease reliability and raise costs. Consumers asserts that
customers will save money once the coal plants are shut down, which
has not been the case in other regions. As for reliability, the utility
has only stated that customers should “do their part to combat
climate change.”
New York’s governor signed a law to strengthen new building codes
and increase appliance efficiency standards. The objective is to
lower costs and emissions; again, we’ve seen these policies have the
opposite effect. New York has some of the most aggressive
emissions reductions goals in the nation.
Texas added 350 MW of new gas-fired generation in June. The state
also added almost 2 GW of new solar, 270 MW of battery storage
and 150 MW of wind at the same time. While the increase sounds
impressive, the fact that the majority of the new generation is from
intermittent (renewable) sources is still cause for concern about
reliability. All this is playing out in real time with the hottest, driest
summer since 2011, which has already put pressure on the grid.
Texas has managed to avoid widespread outages so far this summer,
although prices have definitely risen in response to demand.
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Weather
It’s hot out there. June was the 4th hottest on record for the nation
since tracking started in 1950, and Texas experienced its hottest
June on record. The heat is expected to continue into at least
September.
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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.

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.

