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General ThoughtsGeneral Thoughts
“What Are Your More Afraid Of?”

Fixing Your Energy Price & Then Prices Fall
OR

Not Fixing Your Price & Then Prices Rise

Your Answer Determines What Kind of Buyer 
You Are – Conservative or Aggressive

• Remember – Be True to Your Philosophy



General ThoughtsGeneral Thoughts
““The art of business is managing riskThe art of business is managing risk””

Determine and Keep in Mind . . .Determine and Keep in Mind . . .
Are you Conservative or Aggressive?Are you Conservative or Aggressive?
How much time to devote to managing energy risk.  How much time to devote to managing energy risk.  
How much is energy to your companies bottom line?How much is energy to your companies bottom line?
Can your company pass along energy price increases?Can your company pass along energy price increases?
How much risk does your company want to take? How much risk does your company want to take? 
Can I accomplish my budget with this hedge? Can I accomplish my budget with this hedge? 

DonDon’’t lose sight of your goals.t lose sight of your goals.

““ Business is nothing if not a speculative riskBusiness is nothing if not a speculative risk””



General ThoughtsGeneral Thoughts
2008 IS Crisis & Risk Management

Building a Strategy = Managing Energy
Now is the time to plan for:Now is the time to plan for: 

Winter Winter ’’0808--’’09 09 -- ShortShort--Term Term 
11--2 Years 2 Years -- MidMid--TermTerm
33--6 years 6 years -- LongLong--TermTerm

Create an Energy Conservation / Resource Plan Create an Energy Conservation / Resource Plan 
We are the Stewards of our CompaniesWe are the Stewards of our Companies’’ 
Energy Energy -- Explore Viable Alternative Energy Explore Viable Alternative Energy 
OptionsOptions



General ThoughtsGeneral Thoughts
You MUST Think/Act Differently in a Bear vs. a Bull MarketYou MUST Think/Act Differently in a Bear vs. a Bull Market

Sample Goals . . . Sample Goals . . . 
Hedge Bottom of MarketHedge Bottom of Market *Beat Utility Prices*Beat Utility Prices
Beat NYMEX SettlementBeat NYMEX Settlement Beat Last YearBeat Last Year’’s Spends Spend
*Set/Meet/Beat Budget*Set/Meet/Beat Budget Keep Spending FlatKeep Spending Flat
Avoid Super Price SpikesAvoid Super Price Spikes

The two most common goals The two most common goals –– sometimes competingsometimes competing
Beating Utility Prices in Ohio becoming less importantBeating Utility Prices in Ohio becoming less important



General ThoughtsGeneral Thoughts
Why Buyers HedgeWhy Buyers HedgeImpact of Gas Prices on Profitability

Price Change

5% 10% 15% 20% 25% 30% 35% 40% 45% 50% 55% 60% 65% 70% 75%
3% 0.15% 0.30% 0.45% 0.60% 0.75% 0.90% 1.05% 1.20% 1.35% 1.50% 1.65% 1.80% 1.95% 2.10% 2.25%

5% 0.25% 0.50% 0.75% 1.00% 1.25% 1.50% 1.75% 2.00% 2.25% 2.50% 2.75% 3.00% 3.25% 3.50% 3.75%

8% 0.40% 0.80% 1.20% 1.60% 2.00% 2.40% 2.80% 3.20% 3.60% 4.00% 4.40% 4.80% 5.20% 5.60% 6.00%

10% 0.50% 1.00% 1.50% 2.00% 2.50% 3.00% 3.50% 4.00% 4.50% 5.00% 5.50% 6.00% 6.50% 7.00% 7.50%

15% 0.75% 1.50% 2.25% 3.00% 3.75% 4.50% 5.25% 6.00% 6.75% 7.50% 8.25% 9.00% 9.75% 10.50% 11.25%

20% 1.00% 2.00% 3.00% 4.00% 5.00% 6.00% 7.00% 8.00% 9.00% 10.00% 11.00% 12.00% 13.00% 14.00% 15.00%

Gas Cost
As A
Percent of
Total Cost

Note:
The above chart exhibits the impact of gas prices on your overall bottom line profits if you do not or can not pass on gas price 
increases or decreases to your customers. For Example, if gas prices make up to 8% of your total production costs and 
gas prices go up or down 25%, this will affect your overall profit with a resultant loss or gain of 2% respectively.



General ThoughtsGeneral Thoughts
Because Second Guessing is Rampant:Because Second Guessing is Rampant:

Keep Track ofKeep Track of……

Why You DidWhy You Did

What You DidWhat You Did

When You Did ItWhen You Did It



Long Term PlanningLong Term Planning
Why?Why?

• Projected long-term Supply vs. Demand imbalance – 
working very hard to “keep up” with demand.

• Volatility will remain high 
• Gas still the choice for clean fuel – growth still projected.
• Next few years prices are “flat” or “backwardated”
• Bounced off of the “bottom” – watch for correction 

• What are your energy conservation requirements on 
payback or return on investment?  Still requiring 1 year 
simple payback?



Hedging Hedging -- Physical or Physical or 
FinancialFinancial

Physical

• Contract - NAESB, GISB, etc.

Financial

• Contract - ISDA - Legal, Credit

Accounting

• FASB 133 – Is it an “effective” hedge?



Building a Winning Energy Building a Winning Energy 
Strategy Strategy –– Who to Turn ToWho to Turn To

Energy to Bottom Line – Politics & Importance

Internal 
• Engineering/Operations, Purchasing, Management
• Corporate – Energy Manager, Purchasing, CFO, CEO

External
• Considerations –

• Costs
• How Much Time Do You Spend on Energy?
• What Support Do You Need? 
• What Can They Say? 
• How Many People Do You Want Involved?



The PlayersThe Players
• Energy Managers

• Marketers

• Banks

• LDCs

• Producers

• Hedge Funds



Managing Energy RiskManaging Energy Risk

• Price

• Supply

• Tariff – LDC Balancing

• Weather



Target Pricing & Goal DeadlinesTarget Pricing & Goal Deadlines

• Establish Target Pricing in Strategy

• Have Deadlines or “Drop Dead Dates”.



Price: Key DriversPrice: Key Drivers
FUNDAMENTAL INFLUENCESFUNDAMENTAL INFLUENCES

•• Supply & DemandSupply & Demand

•• WeatherWeather

•• Winter ColdWinter Cold

•• Summer HeatSummer Heat

•• Hurricane OutagesHurricane Outages

•• Interstate Pipeline CapacityInterstate Pipeline Capacity

•• Storage LevelsStorage Levels

TECHNICAL INFLUENCES

How the market behaves numerically, on charts & graphs



How do we look vs. How do we look vs. ’’07?07?
2007

• Jan. NYMEX at $5.84; Mar. 
at $7.55; May at $7.508; Storage 
at 1,511 BCF on 3/30

• Warm early winter-Cold 
after mid-Jan

• Winter 07/08 “strip” at $9.53

• Rig count at 1,458 

• Production still not keeping 
up with Demand. TXU only 
building 3 of 11 coal plants & 
Ethanol growth. Continued 
demand destruction.

• Storage should get to 3,300 
BCF by 10/31.

• Oil at ~$62/barrel

2008
• Jan. NYMEX at $7.172; Mar. at $8.93;  
May at $11.26; Storage at 1,234 BCF 
on 3/30. 
• Steady cold Winter

• Winter 08/09 “strip” at $12.39

• Rig count at 1,475 

• Production strong, but strong 
demand … electric generation & 
ethanol.  Weak Economy wild card. 

• Storage should get to 3,400 BCF by 
10/31.

• Oil at ~$125/barrel



Pricing/BuyingPricing/Buying
Price Options
BASIC PRICING TOOLSBASIC PRICING TOOLS

•• Daily/Monthly Market Pricing Daily/Monthly Market Pricing -- FloatingFloating

•• Fixed Pricing Fixed Pricing –– NYMEX & Basis(Transport)NYMEX & Basis(Transport)

•• Peaking/Storage ServicesPeaking/Storage Services

ADVANCED PRICING TOOLS ADVANCED PRICING TOOLS 

•• Ceiling/Floor Pricing Ceiling/Floor Pricing -- OptionsOptions

•• Guaranteed Savings vs. nonGuaranteed Savings vs. non--Transport tariffTransport tariff

•• BurnerBurner--tip Pricingtip Pricing



Things to WatchThings to Watch
Bullish Factors

• Gas in Storage – Lower start to refill bigger hole

• Dollars Shifting from Equities to Commodities

• Weather – Summer heat; Hurricanes

• Weaker Dollar impacting LNG imports

• Cost of other fuels – Coal & Oil

Bearish Factors

• Weak Economy - Maybe

• Strong Production

When To Expect a Technical Correction



DefinitionDefinition
Technicals

• How the market behaves numerically, on 
charts & graphs

• Lots of day-to-day influence on price 
movement.

• Many Funds use “technicals” to drive their 
buying and selling.

•• The Market eventually returns to prices as The Market eventually returns to prices as 
dictated by fundamentals. dictated by fundamentals. 

•• Could be lots of movement or Could be lots of movement or ““noisenoise”” till till 
then. then. 



Front Month StripFront Month Strip
Technicals



Winter Winter ’’0808--’’0909
Technicals



Spring/Summer Spring/Summer ““CorrectionsCorrections””
Technicals



Crude Oil vs. Natural GasCrude Oil vs. Natural Gas--Front MonthFront Month
Technicals



NATURAL GAS FUTURES FINAL SETTLEMENT
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NYMEX HistoryNYMEX History
Technicals

10% 15-Year Annual 
Inflation Rate
At 10% . . .
$8.00 in ’07
$9.50 in ‘09



NYMEX HistoryNYMEX History
Technicals

5 Year Future’s 
Prices 
Appended to 
NYMEX 
History



Pricing TrendsPricing Trends
As of 5/09/08:

• Winter ’08-’09 – $12.36
• Possible Range for Winter prices $9 - $15 
• PIRA Forecast:  Winter $10 - $11.75

As of 5/09/07:
• Winter ’07-’08 - $9.53
• Possible Range for Winter prices $5 - $11 

As of 5/09/06:
• Winter ’06-’07 - $10.75



Pricing TrendsPricing Trends
The Trend is Your Friend! Best time to buy is late 

winter/early spring – before 
April 1st… But, watch for 

“fall dip”



Pricing/BuyingPricing/Buying
Basic Equation

• NYMEX = Commodity

• New York Mercantile Exchange – Price at the Henry 
Hub, LA

• Basis = Financial Transportation 

• Difference in value between Henry Hub and Delivery 
Point

• NYMEX + Basis = Locational Pricing 

• Can be purchased separately or together



Pricing/BuyingPricing/Buying
What is Basis?

Price Differential Between 
Henry Hub & Your Plant or 
Purchase Location



Pricing/BuyingPricing/Buying
Developing a Price Strategy

• Establish a Ceiling Price

• Develop a Portfolio of Options

•• If you If you ““layer inlayer in”” hedges (25%, 33%, 50%, etc), hedges (25%, 33%, 50%, etc), 
assuming you are under budget with the first assuming you are under budget with the first 
layer(s), you can get more aggressive with the layer(s), you can get more aggressive with the 
later hedgeslater hedges

• Determine Level of Risk Tolerance

• Monitor Market & Act – Change targets if market dictates, 
but don’t change your buying philosophy



Pricing/BuyingPricing/Buying
Layering
Strategies are end-user specific.  
Example of a 4-layer strategy – 50,000 MMBtu/yr

Winter 
Weighted



Pricing/BuyingPricing/Buying
Options on Futures
Date: 5/09/08 Winter ’08/’09

Current Market cost $12.30

Option Cost

$9.00 floor/put -$0.34

$10.00 floor/put -$0.62

$13.00 ceiling/call $1.62 

$15.00 ceiling/call $1.11

$20.00 ceiling/call $0.49

*  Price based on 
underlying 
Futures price.
*  Priced and 
expire monthly.



Placing an OrderPlacing an Order
Clearly Describe Your Plan

• Limit Order - “No Higher Than “x” ”

Hardest to execute, especially with “odd lots”.

• Market Order - “Execute at Current Price “Now”

• Market-if-Touched Order - Execute at Current 
Price if…“My Target Price is Touched”



Placing an OrderPlacing an Order
Strategies

• Place Lower target price “just below” “support point”.

• Place Upper target price “just above” “resistance point”.

• NO “bottom feeding” orders without a “stop the bleeding” 
order, unless you can handle the “upside pain”.

• Hi/Low Range - Set Upper and Lower target price of “x/y”

• Upper and Lower Limit should be near equidistant from 
current market.  Example… $7.50 market - $7 low / $8 hi

• Can move target range down if market is moving down 
and Lower target price isn’t hit.  But, this takes more 
monitoring.



Action PlanAction Plan
One Cancels the Other Order

Current NYMEX Market cost for 11/08 – 03/09 - $12.36

Bottom Top Activation

• Conservative Buyer: $10.25 $10.75 $10.50

• Moderate Buyer: $10.00 $10.50 $10.25

• Aggressive Buyer: $9.75 $10.25 $10.00

Also, consider “trailing stops” to follow market down.



Pools/ProgramsPools/Programs
Dollar Cost Averaging

• Buy a fixed percentage of your needs every month  
for the next 12, 18, or 24 months.  
If 12 months…8%/mo

• Purchased on the 15th of each month rolling forward

• Better in a “Bull” Market than in a “Bear” Market



Pools/ProgramsPools/Programs
EnergyUSA Buying Pool Recommendations

Targets 
held 

during 
“short- 
term” 
market 
moves



Action PlanAction Plan
Strategic Thoughts

• We are in a “buy the dips” market.
• Summer ‘08 – watch for correction to low $10s to mid $9s 
• Winter mid-$10s would be a good start – long way off
• Watch for opportunity before summer heat potential.
• Emphasize short to med-term coverage and med to long- 

term initial layer. 
• Construct a supply portfolio with possibly 3-4 

layers/protective tools. Layers of 25% to 33%, each.
• As always, if it meets/beats your budget…Buy It!

Are You Conserving Where You Should?



Action PlanAction Plan
“Drop Dead” Dates if Targets not Hit

• May 27th – If you don’t have a “first layer” for next winter.  

• October 15th – End of injection season; Before market’s 
attention turns to winter; Before an early cold blast – 
Worst possibility for gas prices.



Action PlanAction Plan
Evaluating Success

Were Objectives Met?  

• Did We Beat Budget ?

• Did We Beat Tariff ?

• Costs Trending Lower ?

• Did Vendor Deliver High Quality Service ?

Success does not equal “beating the market”



SummarySummary
Risk is Unavoidable Risk is Unavoidable –– But But CANCAN be Managedbe Managed

•• Like other Business RisksLike other Business Risks

•• Without being a Trading/Supply/Tariff ExpertWithout being a Trading/Supply/Tariff Expert

•• If Objectives are Clearly DefinedIf Objectives are Clearly Defined

Establish Plan, Budget, Price ForecastEstablish Plan, Budget, Price Forecast

Determine Level of Risk ToleranceDetermine Level of Risk Tolerance

Monitor Market & Act Monitor Market & Act –– Revise Plan if NeededRevise Plan if Needed

•• Once you act, Once you act, DonDon’’t Look Back!t Look Back!
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