your Cost?

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

F ollowing history’s most dramatic climb and fall of oil
prices last spring and summer (2008), this year's price move-
ments have seemed to be almost boring. In yet another tes-
tament to our ability to have very short memories, the 2009
price range for heating oil—through early September—has
been over 80 cents per gallon ($1.13/gallon in March to
$1.95/gallon in August). The 80-cent range (thus far) is right
on track with the 5-year average (not counting last year),
but still well above the average annual swings of less than
25 cents per gallon that we witnessed leading up to the
turn of the century. Also, worth noting is that even with
the “seemingly” tame price range, we still seem to have in-
dividual days that witness 5- and 10-cent per gallon ranges
on a very regular basis. So, prices aren't really all that tame.
The increase in price of over 70% from last winter’s lows
has been coupled by increasing competition from natural
gas utilities (helped by natural gas prices that fell to their
lowest prices since 2002 as the American economy’s reces-
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sion continued to hold steady), uncertainty about possible
changes in the regulatory landscape as it applies to futures
hedging and speculation, and with banks looking at all bor-

rowers under a microscope. Much of the certainty that oil

dealers had accustomed themselves to started to unravel
over the past two years, and more and more dealers (and
customers) are seeking increased stability.

A benefit to customers of a lot of the pricing (and partial-
ly, the banking) uncertainty has been that more companies
have opted to either start to offer cap programs or expand
existing programs (many companies—after the pain of last
winter—have totally dropped fixed-price programs, but still
see the clear value of customer retention and loyalty in of-
fering “a program”). With the growing base of customers
and companies offering caps, there is still some fear as to
how to best track costs and margins when offering a pro-
gram. Not that it is necessarily a legitimate reason to NOT
offer a program, but there are still those who are “holding
out"—despite knowing that engendering loyalty should be
the top priority—and not offering programs due to the fear
and uncertainty of “the unknown”.

Between wetbarrel purchases, swaps, futures contracts,
options, rack purchases, trade settlements and the constant
changes in the weather and delivery requirements, it is hard
to say that dealers should not be confused. However, set-
ting up dispatch and delivery logistics, and installing and
servicing equipment are hard and confusing as well. The
difference is that one set of challenges has already been
mastered by many oil dealers, while the other (the hedging
and tracking) has not. You can't simply say, “I'll just charge
about what my competition is charging, and we’ll figure all
the other stuff out later.”

Everyone has had someone in their lives—usually an over-
bearing mother—who piped up with the classic, “if all of
your friends were jumping off a building....” line, and the
notion of charging what “the other guy” charges and hop-
ing that all will be well falls under that same “jumping off
a building” category. You (and your bookkeepers and ac-
countants) NEED to know what your costs are—as regu-
larly as possible. Otherwise, how can you possibly figure
out what to charge?

Without a doubt, the notion of locking in wetbarrels (say,
last summer at $4.00/gallon), and then selling it in the win-
ter (for $4.75/gallon) makes perfect sense, and certainly re-
quires far less tracking. However, when 35% of your
customers find a way to avoid paying that fixed price, the
$4.00/gallon oil that you are stuck with doesn’t come close
to being offset by the “savings” of time and money that were
realized by NOT tracking and calculating costs.

Tracking of your costs on a daily basis, inclusive of the
moving parts of your hedge program, is essential to the suc-
cess of your business, and something that is not that hard
to accomplish. Setting up a basic spreadsheet with the data
inputs, getting a daily report from a trader or broker, or
using parts of both, will give you a fresh look at costs on a
regular basis.

As you are the experienced one in dealing with your cus-
tomers and how and when to change your prices, using the
intuitive “smell test” approach to see if the costing that you
are being given (or calculating) seems correct, is always the
wisest approach; but the combination of hard numbers, and
your gut will go much farther that just using your gut and
some “surveys” of other dealers’ prices.

The weather will vary, the rack differentials will vary, and
a truck or a driver might not be available for a couple of
days. There is nothing new to that, but using a tracking
tool to give you a much better read on what your costs are
will avoid the mistake of finding out AFTERWARDS what
your costs were. It is surprising (actually, amazing) how
many dealers don'’t really know what their total costs were
(supply and operational) until the season is over. Then they
spend the next month beating themselves (or someone else)
up, and just end up making the same mistake the follow-
ing year.

There are enough challenges out there right now, so why
not do everything you can to be sure that your costs are
understood?
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