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Hedging: For Defense & Offense

• Most companies understand the basics of hedging and how critical 
it can be to their bottom line.

• Hedging is conservative.  The goal is to protect profit margins and 
grow the business in an unknowable future.  

• Perhaps the most familiar use of hedging is to protect that value of 
something you own but haven’t yet sold.

− Crops yet to be harvested

− Crude oil still locked in a shale formation

− Barrels of diesel sitting in your storage tank yet to be sold
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Defensive Hedging:
Protecting Value of Unsold Product 
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Hedging Can Also Be Used for Offense:
Growing Your Business

• What does this mean?
− Motivating indecisive customers
− Competing effectively against larger competitors
− Putting yourself on the same side of the table with your customers 
− Taking what the market is giving you

• Each of these ideas are hedging, not speculating

• Simple tools you can explain to your customers that solve 
the problems they face

4



Volatility is Not New to the Energy Markets
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Use Options to Grow Your Business

Example:
If you lost a fixed price deal to a competitor by a few cents per gallon 
and then the market moves substantially lower.

A Cap Program can set you apart from the competition

You can tell your customer that you can offer them protection against 
higher prices AND the opportunity to participate if prices move lower.

Did the company that won the previous deal offer your customer 
that option?
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Use Options to Address Customers’ Concerns

Example:
The market has been in a strong rally for weeks and your customer is 
worried if they buy now, they will be buying the top of the market.  

So, they do nothing.

You can offer your customer protection against higher prices AND the 
opportunity to participate if prices move lower.

How much would your customer pay for a ‘mulligan’ on oil prices?
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Real World Cap Price Example

On September 23rd, with ULSD futures prices averaging 
$2.25/gal for Q4 2021, you could offer your customers 
protection against prices above $2.25 for all Q4 for 9.5 
cpg per month.

Or you could fix the price on half of their gallons over 
that period at $2.25 and cap the remainder for half the 
premium cost.
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Backwardation Presents Opportunities for Marketers 
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Front month (Nov ’21)             = $2.2457 

6  months (Nov ’21 – Apr ’22)  = $2.2149

12 months (Nov ’21 – Oct ’22) = $2.1747

18 months (Nov ’21 – Apr ’23) = $2.1506

NYMEX ULSD futures

Source: Refinitiv

Source: Refinitiv, as of 9/23/2021



ULSD Futures Open Interest Statistics
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Month Last Change Bid Ask Volume Open Int.
NY H ULSD OCT1 $2.2484 $0.0368 $2.2484 $2.2486 24,517 54,316
NY H ULSD NOV1 $2.2457 $0.0370 $2.2459 $2.2462 51,794 110,745
NY H ULSD DEC1 $2.2396 $0.0376 $2.2397 $2.2401 36,544 77,781

NY H ULSD JAN2 $2.2308 $0.0375 $2.2297 $2.2301 14,868 38,548
NY H ULSD FEB2 $2.2136 $0.0351 $2.2130 $2.2135 9,429 24,245
NY H ULSD MAR2 $2.1920 $0.0339 $2.1910 $2.1916 10,700 35,271
NY H ULSD APR2 $2.1678 $0.0238 $2.1680 $2.1687 4,106 11,338
NY H ULSD MAY2 $2.1522 $0.0312 $2.1527 $2.1533 2,882 10,228
NY H ULSD JUN2 $2.1415 $0.0323 $2.1408 $2.1417 5,227 27,651
NY H ULSD JUL2 $2.1341 $0.0308 $2.1329 $2.1365 571 4,583
NY H ULSD AUG2 $2.1294 $0.0192 $2.1281 $2.1321 269 3,124
NY H ULSD SEP2 $2.1261 $0.0187 $2.1245 $2.1292 359 2,982
NY H ULSD OCT2 $2.1240 $0.0188 $2.0999 $2.1482 242 2,953
NY H ULSD NOV2 $2.1211 $0.0161 $2.0986 $2.1459 132 1,628
NY H ULSD DEC2 $2.1190 $0.0281 $2.1164 $2.1199 979 14,081

NY H ULSD JAN3 $2.1118 $0.0149 $2.0878 $2.1402 235 1,996
NY H ULSD FEB3 $2.1021 $0.0000 $2.0793 $2.1180 63 374
NY H ULSD MAR3 $2.0892 $0.0000 $2.0659 $2.1154 21 263
NY H ULSD APR3 $2.0710 $0.0000 $2.0473 $2.0989 0 288
NY H ULSD MAY3 $2.0591 $0.0000 $2.0345 $2.0867 4 112
NY H ULSD JUN3 $2.0492 $0.0000 $2.0459 $2.0545 46 2,885

Source: Refinitiv, as of 9/23/2021



Volatile Markets & Petroleum Marketing

• Petroleum prices ARE volatile.  Use what the market gives you to your 
advantage.

• No one likes dealing with expensive uncertainty

• Offer your customers a “sleep at night” price

• Put yourself on the same side of the table as your customers and lock 
them in for extended periods
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Disclaimer
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This material has been prepared for informational purposes only and is not an offer to buy or sell or a solicitation of any offer to buy or sell any 
security/instrument or to participate in any trading strategy. This material is based on public information as of the specified date, and may be stale thereafter.  
We have no obligation to tell you when information herein may change.  We make no representation or warranty with respect to the accuracy or completeness 
of this material.  Powerhouse has no obligation to provide updated information on the securities/instruments mentioned herein. 

Futures trading involves significant risk and is not suitable for everyone.
Transactions in securities futures, commodity and index futures, options on futures and foreign exchange markets carry a high degree of risk. The amount of 
initial margin is small relative to the value of the futures contract or forex positions, 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

The securities/instruments discussed in this material may not be suitable for all investors.  The appropriateness of a particular investment or strategy will 
depend on an investor’s individual circumstances and objectives.  This material does not provide individually tailored investment advice or offer tax, regulatory, 
accounting or legal advice.  This material was not intended or written to be used, and it cannot be used by any taxpayer, for the purpose of avoiding penalties 
that may be imposed on the taxpayer under U.S. federal tax laws.  Prior to entering into any proposed transaction, recipients should determine, in consultation 
with their own investment, legal, tax, regulatory and accounting advisors, the economic risks and merits, as well as the legal, tax, regulatory and accounting 
characteristics and consequences, of the transaction.  The value of and income from investments may vary because of changes in interest rates, foreign 
exchange rates, default rates, prepayment rates, securities/instruments prices, market indexes, operational or financial conditions of companies and other 
issuers or other factors.  There may be time limitations on the exercise of options or other rights in securities/instruments transactions.  Past performance is not 
necessarily a guide to future performance. Estimates of future performance are based on assumptions that may not be realized. Actual events may differ from 
those assumed and changes to any assumptions may have a material impact on any projections or estimates.  Other events not taken into account may occur 
and may significantly affect the projections or estimates.  Certain assumptions may have been made for modeling purposes only to simplify the presentation 
and/or calculation of any projections or estimates, and Powerhouse does not represent that any such assumptions will reflect actual future events.  Accordingly, 
there can be no assurance that estimated returns or projections will be realized or that actual returns or performance results will not materially differ from those 
estimated herein.   Some of the information contained in this document may be aggregated data of transactions in securities or other financial instruments 
executed by Powerhouse that has been compiled so as not to identify the underlying transactions of any particular customer.

The trademarks and service marks contained herein are the property of their respective owners.  Third-party data providers make no warranties or 
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind 
relating to such data.

This material may not be sold or redistributed without the prior written consent of Powerhouse. Powerhouse is a registered affiliate of Coquest, Inc.


