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Forward Price Trends

Oil
Crude futures have been waivering as of 1/11 after hitting a 5-
week high and moved above the 50-day moving average for the 
first time since October.

Tightened supply following OPEC led crude production cuts 
aided in increases for the oil benchmarks, but concerns about 
the global economy have kept markets in check.  A lack of 
tangible progress in U.S. China trade talks also is adversely 
impacting weakness in pricing. 

Natural gas
Following last week’s lower-than-anticipated storage 
withdrawal of 20 Bcf reported by the US Energy Information 
Administration (EIA) for the week ended December 28, JP 
Morgan estimates a net withdrawal of 69 Bcf for the week 
ended January 4. If realized, our estimate would drastically 
lower the year-over-year storage deficit by 291 Bcf. This would 
imply a year-over-year storage deficit of 159 Bcf, the lowest 
level for this metric since late-June 2018. 
Weather has been the driving risk factor impacting directional 
moves in price for the prompt futures contract of the New York 
Mercantile Exchange (Nymex) forward curve and the potential 
flip in the year-over-year storage deficit to a surplus in the 
offing.

Brent March 2019 Price History
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Ventura Natural Gas Out Year Pricing

Ventura forward prices dropped 
roughly $0.37/mmbtu over the last 
month and continue to be 
depressed beyond 2019. 

2019 prices are coming under 
pressure due to the warm winter 
weather thus far.  

Pressure will continue as more 
production records are being set 
and new pipeline capacity will open 
up into the Chicago area in 2019.
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Brent & HSFO Out Year Pricing

Brent and HSFO forward curves have begun 
to recover from the steep decline since 
October.  

Brent prices remain very tightly bound from 
now into the future. Prices between 2019 
and 2024 only vary by roughly $3.00/bbl.

HSFO prices are also seeing recovery from 
the IMO expected regulations in 2020.  
March HSFO prices are roughly $51.00/bbl
but as shown there is a steep drop into 
2020.

New indices are expected to develop this 
year to reflect the new regulations. Staff is 
waiting on some physical contracting for Q3 
& Q4 until more is known. 
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Fertilizer & N7 Update
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Fertilizer Production December 2018 To Date
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Product Total  Tons Average Tons/Day

Ammonia 45,998 979

Urea 46,023 979

DakSul 45 15,604 332
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Fertilizer Price Trends

Urea
Net imports surged in October by almost 50%, so there’s more 
product around, but lack of fall ammonia applications could 
boost demand over the winter. Swaps into spring don’t show 
much of a break, which could be a hint the market may stabilize 
unless China dumps more supplies on the market.

NH3
Drier conditions along with warmer temperatures may get 
some product applied over winter after a very slow fall season. 
But leftover supplies could be available from dealers who don’t 
want to risk holding inventory in a market that remains 
uncertain. Rising soybean new crop futures could convince 
some farmers to drop plans to plant more corn, especially with 
working capital tight. 
October imports were 10% behind year ago levels though they 
improved from September.

ND Delivered: $340
Spring: $350

ND Delivered: $440
Spring: $530
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Fertilizer Inventories

Target Inventory 20K 
tons by Spring Season, 
N7  Promoting Strong 
Sales Book with more 

Ratable Deliveries
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N7 / DGC Sales Book as of 1/6
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Summary

• DGC fertilizer production continues to improve

• DGC has a strong order book for 1st half of year due to N7 
forward sales

• Inventories are on track to internal target plans for Spring

• Soybean pricing could get a lift from tariff negotiations but 
current market indicators are pushing for more corn

• Weaker Fall ammonia applications in the Midwest should result 
in strong Spring demand

• Pricing is strong for Ammonia for Spring

• Urea pricing balancing against import potential for the Spring 
season



Future of DGC Natural Gas Hedging
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Interlocking Strategies

Resource 
Plan 

Energy and 
Capacity

DGC 
Hedging 
Strategy

DGC 
Future
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Intention

• The strategy document outlines the DGC 

general natural gas commodity sales and 

hedge strategy targets in addition to pipeline 

capacity targets to be utilized in managing 

Dakota Gasification’s inherent production 

position.   

• The document also outlines the value add 

strategies for Dakota Gasification including 

storage, pipeline optimization and short term 

management of monthly placements. 

Evolution of the former 
hedge plans and risk 
tolerance approach.

This presentation covers the DGC natural gas hedge strategy whitepaper that is 
in development with the assumption of business as normal operation.  
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Inherent Exposure

It is forecasted that only 
36% of DGC’s revenues 
in 2019 could be 
“hedgeable.”  

Inherently this 36% 
wears with a worst case 
about $50 million of 
commodity price risk*
The unhedgedable
commodity price risk is 
roughly $125 million and 
operational risk is $80 
million.**

*derived by taking production volumes multiplied by the following 
stresses: nat gas $1.00, tar oil $15, urea $150, ammonia $200, sulfate $75, 
other products $0.50 per unit. 
** Based on DGC Process Subteam work on 2018 lookback analysis
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What We Want to Achieve

• Establish a process that provides clear guidance when hedges would be 
transacted for DGC’s primary hedgeable commodities.

• Establish a range where no hedging would occur because there is not 
sufficient risk to mitigate nor value to secure.  This essentially establishes 
the risk tolerance for these DGC commodities.

• Limit ineffectiveness from certain derivative transactions by limiting the 
use to only when there is a clear economic value add to the transactions. 

• Simplify and clearly define the additional value add strategies that DGC 
will pursue.

• Regularly provide updates to the Board and the RMSC if there are any 
changes in tactics or views that would influence hedging activity.
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Proposed DGC Goals of Hedging

• Be cognizant of the Cooperative forward point-of-view (FF, 
Budget, IHS etc.)

• Protect downside in extreme situations that might arise from 
significant supply/demand imbalances or pipeline constraints

• Add value by capturing some of the market highs and locking 
in pricing

• DGC can capture some of the family synergies with the Basin 
gas generation facilities

• Generally beat the 240-day rolling average for each forward 
month
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Summary of Proposed Concept

A different direction, 1-2 years out No forward hedging if prices for the 
winter deliver periods are between 
$3.00/mmbtu and $4.50/mmbtu.

AMRP&R would attempt to protect 
the downside below $3.00/mmbtu
only if Cooperative outlook indicates 
this as a settle price. 

As an example, the 2020 FF Winter 
Ventura Pricing is $3.02.  The current 
market is $3.09.  Therefore no 
hedging would occur. But, should 
prices get above $4.50 the minimum 
implied risk protection for 2020 is 
roughly the $4.50 price less the 
$3.02 outlook price or roughly $53.3 
million.

These targets would be reviewed and potentially 
adjusted annually. 
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Summer Natural Gas Targets

No forward hedging if prices for the 
summer deliver periods are between 
$2.00/mmbtu and $3.75/mmbtu.

AMRP&R would attempt to protect 
the downside below $2.00/mmbtu
only if Cooperative outlook indicates 
this as a settle price. 

These targets would be reviewed and potentially 
adjusted annually. 



PAT DGC Process Sub Team
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PAT DGC Process Subteam

Purpose
Ensure the highest level of performance to the 2019 Financial Forecast/Budget given 
current DGC staffing changes.  Additionally, better coordinate plant operations and 
marketing to align goals to capture the maximum value from DGC.

Outcomes

• Capacity factor outlook by commodity

• Lookback variance analysis by product

• Determine how to measure performance by product, Review the P&L metrics

• Determine how future performance is reported

• Clear customer expectations on quality and deliveries

• Process for proactive maintenance with staffing changes

• Recommendation on new projects required return, approval process

• Build commodity pricing into 30-day and 90-day forecast process

• Transparency of Marketing natural gas strategy, pipeline optimization, etc.

• Further clarity on logistics constraints

• Understand the true day-to-day volatility in product quality and production

• Define the process for engineering work with HDQ

Key Milestones
Team established: 10/2018

Kick-off meeting: 10/24/2018

First draft of deliverables: 3/1/2019

Executive review: 3/31/2019

Final process implemented: 4/1/2019

Scope

Assess all current practices for production and maintenance planning

Assess marketing approach by product

Conditions of Satisfaction

Ensure all outcome items outlined above have been addressed

Constraints
Staffing, regulatory, controllable facility cost 
containment, markets

Important People

Operations, Finance, E&C, Marketing

Important Processes

Production vs. Marketing volumetric goals

Unplanned outage mitigation

Preventive maintenance planning

Performance measurement

Monthly budgets

Team

Sponsor:  PAT, Dave Sauer, Dave Raatz

Team:

Ken Rutter

Trinity Turnbow

Gavin McCollam

Don Doll

Jim Sheldon

Kimberly Miller

Dan Gallagher

Kim Wolf

Mike Paul
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Goal

•Lookback variance analysis by product

•Determine how to measure performance by 
product, Review the P&L metrics

•Determine how future performance is reported

•Adjust Marketing & Operational processes to 
mitigate future exposure. 

Product Category $ Opportunity 2019 Production Estimated Risk Risk Root Cause Mitigation Plan Perf Metric for Mitigation

Urea Operational Lost Opportunity

Market Lost Opportunity

Quality Lost Opportunity

Full Derivative with MTM

Ineffective Derivative

Power Interuption

Rail Lost Opportunity
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Questions?
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