Better

by Philip J. Baratz, C.T.A., Angus Energy

W e are now past the half-way point of the

summer, and are but a few weeks away from making
serious plans for the winter. Those who are offering
pricing programs (mostly caps, but some are hanging
onto their fixed-price programs, hoping that this
year's “guess” is correct) have—for the most part—
come out with them already. A few are still putting
the finishing touches on theirs.

Tinkering with things is not crazy, but after
charging customers about $.20/gallon for a cap
program, and then seeing those same customers
saving over $2.50 PER GALLON as compared with
fixed-prices, you do need to wonder why some would
want to make big changes to their offerings.

Due to the extreme (yes, understatement) volatility
over the past two years, the offering of programs has
grown in popularity with some dealers, while some
others have decided that the offerings are too
complex, and have abandoned them completely. As
an observer, it does seem fairly clear that the
companies that are the best organized and managed
are those who are keeping and expanding their
businesses with “the offerings”, and those who are a
littte thin on management are more likely to be
those who are abandoning the programs. With that
said, there is still the hope/desire/dream that there
will be a discovery of the “PERFECT” way to hedge
heating oil—including the timing of the hedge, the
mixture between wetbarrels and call
options, the exact day (and perhaps
time of day) to make purchases, etc.,
etc. In other words, many are looking
for the crystal ball.

As much as | hate to rain on anyone’s
parade, and despite claims of seminars
that will give special insight into the
inner-workings of market timing and
analysis, there is just no free lunch! The
most important thing that an oil dealer
can learn about hedging is that if there
is risk—whether the risk is volumetric
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(weather) or price—and the risk is not PROPERLY
tended to, the company is speculating. There is a
great deal of value in preparing, executing and
tracking a hedge program that you have in place. It
is all worthless if you don’t end up achieving the
profit margins you set out to achieve, and you do
need the tools to track and prove you have done so.
All of that is quite important, and setting up the
protocols (spreadsheets, databases, or outside sourc-
es) needs to be done. Once done, you should be able
to go about the business of running your company
without the annoyance of constantly wondering and
tracking what is going on.

Everyone has opinions about when prices will
move, how far and how quickly they will move, and
what will cause those movements. However, those
who speculate on such things don’t have to be right
all of the time. In actuality, a speculator that is
right a little more that just half of the time can earn
himself or herself a very nice living. The problem is
that you make your offering, generally, just once per
year. At the time the offering is made, prices have
an equal chance of going higher or going lower. Last
summer, those who were absolutely sure prices
would do nothing but continue into the stratosphere
might be lucky to still be in business today. Howev-
er, the same opinion during the prior summer (2007)
would have proven to be absolutely correct. Are you
going to be best off—in the long
run—by guessing about some-
thing that is not really “guess-
able™?

Enjoy the waning days of the
summer, and try to just focus on
keeping the customer happy.
Delivering and servicing the
accounts are things that are
within your power. Rolling the
dice so that you can hope to
outguess what prices will be is
not.
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