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Then… Now

• The fuel marketing business continues to move from the paper world 
to the digital world

• Innovative marketers are meeting their customers’ unique demands 
using cloud-based hedging tools

• These new tools allow companies to manage customized risks in order to 
protect their profit margins and grow their businesses



A Fuel Marketer’s Challenge

A good customer wants a fixed price for 7,000 gallons/month of 
ULSD for the next six months.  They will need to repeat this 
transaction many more times but they can’t tell you exactly when.   

What do you do?

1.Call your supplier and ask for a quote on a fixed forward?

2.Create a ‘dirty’ hedge by using a single futures contract positioned 
in one month of the deal?

3.Wait until you can aggregate enough additional volume to use a 
futures contract for each month of the deal?
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Another Challenge

You are launching your winter heating oil price cap marketing 
campaign.  Your sales team tells you that sign-up rates are slow this 
year.  What do you do?

1.Buy your options now and risk being significantly over-hedged?

2.Wait to hedge but add a lot of cushion to your price quotes to 
cover possible market price movement between now and the time 
you buy your options?

Now you can do something more effective! 

Your customers can always look somewhere else. 
Don’t give them a reason to do so!
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New Technology for Customized Price Protection

5Source:  The Redwood Group, LLC



What Are Over-the-Counter (OTC) Markets
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Financial, cash settled deals between two parties (bilateral deals) – known as swaps

Offered by a wide range of energy market participants 
(banks, large energy companies, reinsurance companies)

Can be highly tailored by quality, quantity, location, type of settlement

Tend to be either large or very small transaction size

Requires an ISDA (International Swaps and Derivatives Association) agreement

Credit flexibility.  Square-up between counterparties may be set as a 
time interval or dollar amount

Counterparties must evaluate each other’s balance sheets 
– this is what backs each deal



Dodd-Frank Reforms Now Apply to Swaps

The Dodd-Frank Wall Street Reform and Consumer Protection Act brings comprehensive 
reform to the regulation of swaps. These products, which have not previously been 
regulated in the United States, were at the center of the 2008 financial crisis.
The Dodd-Frank bill authorizes:

• CFTC regulatory authority to oversee the more than $400 trillion swaps market
• Swap dealers are subject to capital and margin requirements to lower risk in the 

system
• Most swaps are required to be reported to a swap data repository (SDR) and are 

subject to recordkeeping requirements. 
• That both parties of a swap qualify as Eligible Contract Participant (ECP)

Entities with a net worth of at least $1 million that are hedging commercial risk  OR

Corporations, partnerships, proprietorships, organizations, trusts, or other entities 
with more than $10 million in assets, or any entity guaranteed by such entity
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Custom Quotes: NY Harbor ULSD Swaps
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Custom Quotes: NY Harbor ULSD Swaptions
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Custom Quotes: Mont Belvieu Propane Swaps
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Managing the Financial Impacts of Weather

You’ve hedged your price risk effectively but what happens if winter 
weather fails to materialize and heating degree days (HDDs) come 
in significantly below your expectations?

How can you offset the financial impact of volume loss?
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Weather Index Locations
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Harrisburg, PA  Season Detrend Data & Visualizations
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Customizing Options
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Harrisburg, PA Heating Degree Day Put Quote
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HDD put strike is 398 degree days out-of-the $ 
or 15% warmer than the 10-year average

Source:  Demex



Benefits of Customized Hedging

• Protect budgets 
• Protect inventories
• Protect profit margins
• Control volatile energy prices 
• Take advantage of marketing opportunities

• Grow your business

Once you understand the tools of hedging, you will look at your        
business differently.  The best way to learn it is to do it. 
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Disclaimer

© 2020 Powerhouse

Futures Disclaimer

Futures and swaps trading involves significant risk and is not suitable for everyone. Transactions in securities futures, 
commodity and index futures, options on futures markets and swaps carry a high degree of risk. The amount of initial 
margin is small relative to the value of the futures contract, meaning that transactions are heavily “leveraged”. A relatively 
small market movement will have a proportionately larger impact on the funds you have deposited or will have to deposit: 
this may work against you as well as for you. You may sustain a total loss of initial margin funds and any additional funds 
deposited with the clearing firm to maintain your position. If the market moves against your position or margin levels are 
increased, you may be called upon to pay substantial additional funds on short notice to maintain your position. If you fail 
to comply with a request for additional funds within the time prescribed, your position may be liquidated at a loss and you 
will be liable for any resulting deficit.

Powerhouse Trading Disclaimer

Powerhouse is a branch office of Coquest Incorporated, a registered introducing broker. Coquest Incorporated, an 
affiliate of Coquest, or a company with common ownership with Coquest may act as a principal to a block trade with 
[Client].  When acting as principal, Coquest will be a counterparty to the block trade and (i) will not be acting as Client’s
broker or agent and (ii) is not under any obligation to act in [Client]’s best interest. 


