
UUKE ENERGY CORPORA TION 

139 East Foiiifh Street 
1212 Maiii 
Ciiicinnati OU 4520 1-0960 
Telephone (513) 287-43 15 
Facsimile (513) 287-4385 

Kristen Coranougfier 
Si Paralegal 
E-niail Kristen coonougher@duke-energy coni 

VIA OVERNIGHT DELIVERY 

May 14,2012 

Jeff Derouen 
Executive Director 
Kentucky Public Service Coininission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40602-061 5 

MAY f 5 2012 

PUBLIC SERVICE 
COMMISSION 

Re: Duke Energy Kentuckv, Ine.'s 2012 Natural Gas Hedging Plan 

Dear Mr. Derouen: 

Enclosed please find an original and twelve copies of Duke Energy Kentucky, h c .  's 
Application fir Approval o f  New Hedgiig Plan and the Petition of  Duke Ehergy Kentucky, 
Inc. for Confidential Treatnient Contained in the Hedgikg Repoll o f  April I, 201 1 through 
March 31, 2012. Also enclosed is one copy of the Confidential Material to be Filed Under 
Seal as requested in the Petition for Confidential Treatment. 

Please date-stamp the extra two copies of the Petition and return to me in the enclosed 
envelope. 

Sincerely, 
/ 

*m e4WA-b 

Kristen Cocanougher 

cc: Larry Cook (w/enclosures) 

441714 



COMMONWEALTH OF KENTUCKY 

BEFORE THE KENTUCKY PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF 
DUKE ENERGY KENTUCKY, INC. TO ) 
IMPLEMENT A HEDGING PROGRAM ) CASE NO. 20 12- 
TO MITIGATE PRICE VOLATILITY 1 

NATURAL GAS 1 
IN THE PROCUREMENT OF 

PETITION OF DUKE ENERGY KENTUCKY, INC. 
FOR CONFIDENTIAL TREATMENT OF INFORMATION CONTAINED IN 

THE ANNIJAL REPORT ON HEDGING ACTIVITY FOR APRIL 1,2011 
THROUGH MARCH 31,2012, 

AND REPORT ON ONGOING GAS HEDGING ACTIVITY FOR FUTUW, GAS 
DELIVERIES 

Duke Energy Kentucky, Inc. (Duke Energy Kentucky), pursuant to 807 KAR 

5:0O1, Section 7, respectfiilly requests tlie Commission to classify and protect as 

confidential certain information that is contained in its Annual Report on Hedging 

Activity for April 1 , 20 1 1 through March 3 1, 20 12 and Report on Ongoing Gas Hedging 

Activity for Future Gas Deliveries in this proceeding, whicli is being filed 

contemporaneously with this petition. In suppoi-t thereof, Duke Energy Kentucky states: 

1. Duke Energy Kentucky has filed today documents containing sensitive 

and confidential inforination relating to the volumes of gas that Duke Energy Kentucky 

purchased tlxougli the use of hedging iiistruments for its hedging plan. Disclosure of this 

information would damage Duke Energy Kentucky by alerting suppliers as to how much 

gas Duke Energy Kentucky intends to purchase through hedging iiistruments at any 
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particular point in time, which could allow suppliers to raise the cost of their hedging 

instruments to Duke Energy Kentucky, thus niaking it more costly to Duke Energy 

Kentucky to acquire hedging instruments for future gas supply. As required by 807 KAR 

5:001, Section 7(2)(b), Duke Energy Kentucky is providing one copy of the hedging 

program volume information under seal. 

2. Certain attachments contain copyrighted documents published by PIRA 

Energy Group not available for reproduction to the general public. This information is 

subject to copyright protection and has been obtained through paid company 

subscriptions. 

3. The Kentucky Open Records Act exempts from disclosure certain 

commercial information. To qualify for this exemption and, 

therefore, maintain the confidentiality of the information, a party must establish that 

disclosure of the commercial information would permit an unfair advantage to 

competitors of that party. 

KRS 61.878 (l)(c). 

4. The hedging volume information described above contains sensitive 

commercial information, the disclosure of which would injure Duke Energy Kentucky for 

the reasons stated above. Duke Energy Kentucky’s purchases of hedging instruments are 

confidential. Public release of this information would allow other suppliers to have 

access to this information and could enable such suppliers to charge higher prices to 

Duke Energy Kentucky for hedging instruments. The Coinmission previously granted 

confidential treatnient to similar information on March 3 1,201 1. 

5 .  The information for wliich Duke Energy Kentucky is seeking confidential 

treatment is not known outside of Duke Energy Kentucky, and it is not disseminated 
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within Duke Energy Kentucky except to those employees with a legitimate business need 

to know and act upon the information. 

6. This information was, and reniains, integral to Duke Energy Kentucky’s 

effective execution of business decisions. And such information is generally regarded as 

confidential or proprietary. Indeed, as the Kentucky Supreme Court has found, 

“information concerning the inner workings of a corporation is generally accepted as 

confidential or proprietary.” Hoy v. Kentucky Industrial Revitalization Authority, Ky., 

904 S.W.2d 766,768. 

7. The public interest will be served by granting this Petition, in that Duke 

Energy Kentucky’s ability to obtain low cost gas supplies will be fostered and the cost of 

gas to Duke Energy Kentucky’s customers will thereby be minimized. 

WHEREFORE, Duke Energy Kentucky respectfully requests that the 

Commission classify and protect as confidential the specific information described 

herein. 

Respectfully submitted, 

D‘CJKE ENERGY KENTUCKY, INC. 
.,---7 

Associate General Counsel 
Amy B. Spiller (85309) 
Deputy General Counsel 
Duke Energy Business Services, LLC 
139 East Fourth Street, 1303 Main 
Ciiiciimati, Ohio 4520 1-0960 
Phone: (513) 287-4320 
Fax: (513) 287-4385 
e-mail : rocco. d ’ ascenzo@,duke-ener gy . corn 
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CERTIFICATE OF SERVICE 

I certify that a copy of the foregoing Petition for Confidential Treatment 

was served to the parties listed below by regular United States mail, postage 

Hon. Larry Cook 
Assistant Attorney General 
Capital Center Drive, Suite 200 
Frankfort, Kentucky 4060 1-8204 
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The Vice President Ohio and Kentucky Gas Operations, Manager of Gas Resources, 
the Lead of Gas Procurement and Analysis and other personnel (Natural Gas Hedging 
Committee) met on a regular basis to review current market conditions for natural gas, short 
and long-term weather forecasts, gas industry trade publications, and price estimates to 
determine whether to enter into any hedging transactions. These meetings were scheduled at 
least monthly, but can occur more frequently depending on the season and market conditions. 
A brief summary of the decision made at each of these meetings during the 12 months ended 
March 2012 is attached, along with the information reviewed during each meeting (see 
Attachment A). 

A summary of the amounts hedged for delivery during the 12 months ended March 
3 1 , 2012 and hedged prior to March 3 1,2012 for delivery at a later date is shown below, 
followed by details of the factors influencing Duke Energy Kentucky, Inc’s (“Duke Energy 
Kentucky”) decision to enter into a hedging agreement each time. 

____. 

Strike . - “ - I T y p e I r > e e [  Delivery Volume Seasonal 
Date Supplier Per Dth Point Dthlday Moiilh(s) Volume 

Page 1 



KyPSC 2012 - ___ 
Page 3 of 337 

- 
Strike Price Delivery Volume 

Supplier Type Per Dtli Point Dtlilday Month(s) 

* 
** See Annual Report on Hedging Activity for April 1,2009 -March 3 1,2010 

See Annual Report on Hedging Activity for April 1,2010 -March 31,201 I 

There were no transactional costs associated with any of these arrangements. 
When the natural gas is delivered, the suppliers simply invoice Duke Energy Kentucky 
based on the hedged price. The portions of system supply hedged for each season are 
listed in the table below, along with the percentage including storage: 

* Includes Interstate Pipeline Storage and Supply Contracts that mimic Storage Service. 

August 10,2011 

During the hedging meeting on July 28,201 1, discussion focused on the 
fundamentals including weather (Tropical Storm Don), storage inventory levels, PIRA 
(early bird 2012 forecast) and EIA forecasts, independent analysts prqjections of supply 
and demand and the impact on gas prices, economic influences on supply and demand 
and technical analysis on Summer and Winter Strip prices, and current positions in the 
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Hedging Program. Significant discussion took place around the impact of the Federal 
government debt ceiling on gas prices. The decision was made not to hedge additional 
volumes; however, at that time it was stated to monitor the market for significant price 
movements. On August 8,201 I , Jim Mehring, Jeff Kern and Steve Niederbaumer met to 
discuss additional hedging in light of current market conditions. NYMEX prices for 
November 201 ]---March 2012 strip decreased significantly from the July 28,201 I 
meeting of $4.624 to $4.286 based on August 
volatility in the financial markets, the current heat wave and its impact on storage levels 
and the return to more normal weather. After discussion, a determination was made to 
hedge additional volumes. Discussed several hedging opportunities and determined to 

price levels. Discussion focused on the 

esponded with a price 
er review of the market 

both bids were accepted. 

The EIA storage report released on August 4,201 1 indicated that as of July 29, 
201 I ,  total U.S. amount of gas in storage was 2,758 Bcf (71% full), which was 186 Bcf 
lower than the previous 
Kentucky’s storage wi 

res price data for August 10th with the most 
and EIA and the locked in price that Duke Energy 
ase gas to be delivered December 1,201 1 through 

March 3 1 , 201 2 at Columbia Gulf Mainline. 

I I I I I I Weighted I 

The table below compares the futures price data for August 10th with the most recently 
available forecasts fiom PIRA and EIA and the locked in price that Duke Energy 
Kentucky agreed to pay for base gas to be delivered April 1,2012 through March 
31,2014 at Columbia Gulf Mainline. Please note that PIRA’s and ElA’s forecasts do not 
cover the entire term. 
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Fixed 
Price 

-_I____. 

October 26,2011 

During the hedging meeting on October 20,201 1, discussion focused on the 
fundamentals of the market such as weather (end of the hurricane season), storage levels, 
PIRA and EIA price forecasts, analyst’s forecasts for future price movements, and current 
position in the Hedging Program. Significant discussion took place regarding the 
NYMEX pricing for April 2012 through October 2013. Prices for this period were at 
historical lows. After discussion, it was determined that additional hedging should take 

chance to bid on supply through October 
ed by Duke Energy’s Credit 
one year, the hedge was split into one 

ent Agreement, Duke Energy 

for the Summer 2012 and one for November 2012 through October 2013. Further, to 
comply with the Hedging Program, a costless collar would be utilized for the Summer 
2012 and a fixed price for November 2012 through October 2013. Suppliers 

contacted and a . The results were: 

was the lowest 
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Month 
Apr 12 
May 12 
Jun 12 - 
Jul 12 
Aug 12 - 
Sep 12 
Oct 12 
Weighted Ave. 

The EIA storage report released on October 13,201 1 indicated that as of October 
7,201 1, total U.S. amount of gas in storage was 3,521 bcf (86% full), which was 56 bcf 
lower than the previo higher than the fiv e. DukeEnergy 
Kentucky’s storage was approximately full). 

--I ~- 
Price Forecasts NYMEX Futures Prlce Collar 

PIRA- EIA High Low Close Price 
$4.000 $4.240 $3.971 $3.870 $3.892 
$4.100 $4.240 $4.002 $3.905 $3.928 
$4.200 $4.230 $4.010 $3.968 $3.968 
$4.300 $4.220 $4.055 $4.014 $4.014 
$4.300 $4.250 $4.103 $4.027 $4.040 
$4.200 $4.310 $4.106 $4.024 $4.042 
$4.300 $4.470 - $4.153 $4.068 $4.080 
$4.200 $4.280 $4.058 - $3.983 $3.995 

The table below compares the futures price data for October 26th with the most 
recently available forec 
Kentucky agreed to pay 
October 31,2012 at Col 
7 months, a row showing the average price is provided for comparison purposes. 

RA and EIA and the collared price that Duke Energy 
r base gas to be delivered April 1,2012 through 
f Mainline. Since a single collar was locked in for all 

The table below compares the futures price data for October 26th with the most 
recently available forec 
Kentucky agreed to pay 
October 31,201 3 at Columbia Gulf Mainline. Please note that PTRA’s and EIA’s 
forecasts do riot cover the entire term. 

IRA and EIA and the locked in price that Duke Energy 
for base gas to be delivered November 1,2012 through 
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During the hedging meeting on November 17,201 1 ,  discussion focused on the 
findamentals of the market such as weather, storage levels, PIRA and EIA price 
forecasts, analyst’s forecasts of supply and demand and the impact on gas prices, 
economic influences on supply and demand and technical analysis on Summer and 
Winter Strip prices, and current position in the Hedging Program. Discussion focused on 
the Winter 2012-2013 and Winter 2013-2014 strips, additional hedging was required 
prior to March 3 1,2012 to meet the minimum amount of hedging per the Hedging 
Program. Both of these strips have seen in excess of $0.30 reduction in price since the 
last meeting and these prices are at historical lows. After discussion, it was determined 
that additional hedging should take place and the suppliers should be contacted to 
determine interest in Fixed Price transactions for the Winter 2012-2013 DWday) 

n November 2 1 , 201 1 
s the lowest bidder at 

as the lowest bid. 

The EIA storage report released on November 17,201 I indicated that as of 
November 11,201 1, total 1J.S. amount of gas in storage was 3,850 bcf (94% full), which 

I - 
was 14 bcf higher than the previous y 
Duke Energy Kentucky’s storage with 
filll). 

higher ihan the fiv 
was approximately 

The table below compares the futures price data for November 21st with the most 
recently available forec PIRA and EIA and the locked in price that Duke Energy 
Kentucky agreed to pay for baie gas to be delivered Navember I ,  2012 through 
March 3 1 , 2013 at Columbia Gulf Mainline. Please note that PIRA’s and EIA’s forecasts 
do not cover the entire term. 

The table below compares the fiitures price data for November 21st with the most 
IRA and EIA and the locked in price that Duke Energy 

for base gas to be delivered November 1,201 3 through 
recently available forec 
Kentucky agreed to pay 
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March 3 1,2014 at Columbia Gulf Mainline. Please note that PIRA’s and EIA’s forecasts 
were not available for the period November 1 , 20 1 3 through March 3 1 201 4. 

NYMEX Futures Price 

During the hedging meeting on December 15,201 1 , discussion focused on the 
fundamentals of the market such as weather, storage, analyst’s forecasts for hture price 
movements, and current positions in the Hedging Program. Significant discussion took place 
regarding the current NYMEX pricing for the Winter 2012-2013 strip and how to capture its’ 
value. This strip is at an all-time low, currently trading below $4.00. The Natural Gas 
Hedging Committee decided that cost averaging would provide the opportunity to lock in 
today’s lower price as well as participate in further declines in pricing by accumulating prices 
between January 3,2012 and February 29,2012. Bids were sought for November 2012 

umbia Gulf Mainline. 

. (See Attachment B). 

During the hedging meeting on January 19,2012, discussions focused on market 
fundamentals such as weather, storage inventory levels, and economic factors such as 
supply and demand. In addition, discussed Winter and Summer Strip Charts based on 
Technical analysis, spreads between current NYMEX prices, forecasts, and historical 
prices. Significant discussion took place around the storage levels and the current 
NYMEX prices (lowest in the last 10 years). Based on this information the Natural Gas 
Hedging Committee decided to hedge ad 

to March 2015. Duke Energy K 

as the lowest bidder at 

The EIA storage report released on January 19,2012 indicated that as of January 
13, 2012, total U.S. amount of gas in storage was 3,290 bcf (80% fbll), which was 539 
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bcf higher than the previou than the 5-y 
Energy Kentucky’s storage approximate 

The table below compares the futures price data for January 23rd and the locked 
for base gas to be delivered in price that Duke Energy Kentucky agreed to pay 

November 1,2013 through March 31,201 5 at Columbia Gulf Mainline. Please note that 
PIRA’s and EIA’s forecasts were not available for the period November 1,2013 through 
March 31,2015. 

o provide a storage like service 
quested the suppliers bid on the - -  

following praposal: 

Maximum Daily Quantity: 
Term Purchase Quantity: 
Delivery Point: 

from 0 to 20,000 DtWday 
1,000,000 Dth (must take) 
Springboro (via ANR or TETCO) 

This represents approximately 12% of the estimated load for the Winter of 
2012/2013. 

For analysis purposes the Commodity cost portion of the total cost was based on 
NYMEX closing price of the Summer 201 2 Strip plus the MichCon basis on February 27, 
2012. The results were as follows: 
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bid was the lowest and was accepted. 

The Commodity cost portion of the total cost will be based on the average of the 7 
months beginning April 2012 through October 2012 MichCon city-gate Inside FERC's 
Gas Market Report Index. 

Effect of HedPhg Program on Gas Costs 

The effect of the hedging activity on gas cost can be determined by cornparing the 
price paid for any hedged gas with the published Inside FERC First of Month Index 
(FOMI) for the delivery point where physical delivery of the hedged gas was received 
(Columbia Gulf Mainline). The hedged price includes the basis from Henry Hub to the 
point of delivery. This analysis shows that for the 12 months ended March 31,2012 gas 
costs were about $4.8 million higher when comparing the hedged price with the FOMI at 
the time of physical delivery than they would have been if no hedging had taken place. 
The following tables list each package of hedged gas and the impact on the total gas cost 
resulting from that hedge. 

Summer Season 2011 

--- (Savings) I 
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" .- Winter Season 2011-12 
Hedged IFERC 

Lianuarv I I I I I I I I 
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Winter Season 2011-12 (Continued) 

Due to the mechanics of the Gas Cost Adjustment (GCA) Clause, the effect of the 
hedging program on the gas cost portion of customer’s bills will occur in stages. The 
Expected Gas Cost (EGC) component of each GCA included estimated gas costs based on a 
combination of hedged gas and gas at estimated market prices. Absent the hedging program, 
the EGC would have been calculated on market prices alone. The Actual Adjustment (AA) 
component of each GCA also includes the effect of the hedging program reflected in the 
actual gas costs, which are compared to GCA revenues to calculate the AA. 

When the monthly EGCs were calculated, the forecasted natural gas requirements 
were priced out based on the weighted average of known hedged prices and the NYMEX 
futures price on the day that the calculation was performed. To determine the impact of the 
hedging program on the EGC, the hedging transactions were removed from the original 
calculations to determine what EGC would have been filed if no hedging had taken place. 
This effect may differ from the ultimate impact on the GCA once actual costs are known and 
flow through the AA. 

The following table shows the effect that hedging had on each separate GCA rate for 
the 12 months ending March 3 I, 201 2. The prior year’s hedging program continues to affect 
the AA portion of the GCA through August 3 1,201 I. Likewise, gas costs during the 12 
months ended March 3 1,2012 will continue to affect the AA portion of the GCA through 
August 31 , 2012. A negative sign means that the rate was decreased due to the hedging 
program, and a positive indicates that the rate was increased. Rates are in dollars per ccf. 

Month Impact on EGC 
April 201 1 +$0.0502 
May 201 1 +$0.0618 
June 201 1 -t $0.0744 i$0.0174 

August 201 1 +$0.0795 +$0.0174 +$0.0969 
+$0.0839 +$0.01 I7 +$O. 0956 

October 201 1 +$0.0685 +$0.0117 
I +$0.0471 I -t$0.0117 I +$0.0588 I November 201 1 

December 201 1 +$O.E7  +$0.0061 +$0.0428 
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. . ~  
-- 

Normal Heating Degree Days* 

*Includes impact on AA fiom previous year's hedging activity. 

Nov Dec - Jan Feb Mar Total 
621 907 1,069 855 662 4,114 

To determine the ultimate effect on the price paid by customers subject to the 
GCA, the total difference in gas cost due to the hedging program was divided by the 
annual total Ccf used in the calculation of the EGC as part of the GCA filing effective 
March 1,2012. Based on this calculation, GCA customers will pay approximately 

purchased between April 1,201 1 and March 31,2012, as shown below: 
Ccf more than they would have paid absent the hedging program for natural gas 

2011/2012 
Heating Degree Days 469 I 782 1 912 I 760 I 322 3,245 

Effect of Hedging Program on Volatility 

%Colder(Warmer)thanNormal 1 (24%) I (14%) I (15%) I (11%) I (51%) 

The hedging program increases costs when market prices are relatively low and 
decreases costs when market prices are high. This provides prima facie evidence that the 
hedging program meets its stated goal of reducing the volatility in gas prices and 
providing some protection against extremely high prices. Based on a more statistical 
definition of volatility, the hedging 
average commodity cost of gas by 

reduced the standard deviation of the ' 

dth over the 12 months ended March 3 1 , 201 2. 

Actual Average Commodity Cost of 

(21w, 

Weather Analvsis 

The table below lists heating degree days for November 201 I through March 
2012 compared to normal. 
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The Winter 201 1/2012 has been the warmest since Duke Energy Kentucky began 
maintaining records in 1915. As a result of the warm winter and supply, working gas in 
storage on a national basis is also at a high level. These factors have impacted the price 
of natural gas. Gas prices for the Winter Strip (November---March) have not been lower 
since the Winter of 2001/2002. 

Summary 

Gas prices for the 12 months ended March 2012 were consistent and historically 
low priced. The average N Y M E X  settlement price for the 12 month period ended March 
3 1,2012 was about $3.70 with a range of $1.93. The comparable 201 1/2010 average was 
about $4.09 with a range of about $1.48. During this period the result of the hedging 
program was increased costs. Although the hedging plan increased gas costs overall, the 
hedging strategy was in place to provide protection against extreme prices and reduce 
volatility. The hedging program was successful in reducing the impact of volatility on 
the GCA by 4%. 
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Attachment A 
Information Reviewed at Hedging Meetings 
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15 
- 

Storage Inventory 

EIA Weekly Storage Report ++. L~~~ levels are at 1.654 TCF which Is 9.1 % lower than last year and 1.4% 
higher than the 5 year average. -~ 

Industrygublications -. 

J- 

Long GAS PRICE SCORECARD: April-Sept 2011 PIRA's price outlook is 
PlRA Energy G 
Summcr 20 1 1: 
Winter 201 1/12 Neutral. This is PIRA's fin1 "Non-Bearish price opinion since July 2010 

Strong US gas production throughout2011 will outstrip demand and cause 
Long storage inventories to lop 4 Tcf Based on current pricing "there is no 

incentive to throille back for producers." 

'I7-" 

-.- __. --. - 
Gas Daily 4 19 

"-- 

20-21 4 
4 
4 

Long "Injection season is going to be bloody"-Benlek Energy expecls overall 
US storage to exit Ihe injection season at an all-time high of 4 Tcf. 

Hydro generation will be 35% higher than normal and prove bearish for 
Long eleclricity and gas prices 10 the West Benlek expects about 295 Bcl of 

gas demand will be lost due lo strong hydro generation. 

Long US gas supplies will grow substantially in 201 1 despite a 10% drop in the 
gas rig count, keeping prices just below S41Mcf on average. 

Gas Daily 

-. __--. 
Gas Daily 22 

23-24 Gas Dally 

Government Agencies 

The projected Henry Hub natural gas spot price averages 1 Long for2011 and S4.55/MMBtu for 2012. EIA expects the storage level to be 
at 3 677 Tcf at the end of the third quarter this year. 

Energy lnforniation Administration 
Summor2011: $3.961 
Winfer 201 1 / 1 2  $4.542 

".̂  -- - Technical Analysis 

1- Short Closed at $4.87 26 Winter 2011-12 Strip Chart 

Summer 201 1 Strip Chart 
- -- . 

.c--t Short Closed at $4.38 2 7  - ~- 
Economy . 

Demand 

EIA projects total natural gas consumpiion to rise slightly from 2010 levels 
Long to 66.7 Bcfld, resulting from an Increase in the industrial sector. In 2012, 

iota1 consumplion grows by 0.7% to 67.2 Bcf/day on gains by the power- 
generation and industrial sectors. 
Total markeled natural gas production increased significantly in 2010 by 

2 4% in 201 1 and by 0.8% in 2012 

Total wadd oil consumption grows by an annual average of 1 S million 

$1 141bbi in 2012. 

28 

4 L~~~ an estimated 4.4%. EIA expects average total production to increase by 28 supply 

-- __l_l___ 
- - 

Oil Markel 
f 

Long bblld in 201 1 and 2012. EIA projects WTI at S106lbbl for 201 1 and 28-29 

.- -- 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
April 21,ZMI 

N O M  predicting above average temperatures for May 201 1-July 201 1 
for large portions of the southern and western CONUS Below normals in 
north central portion of CONUS. 

12 Long Term Forecast (May ll--July 11) 

-+ 

Long May is predicted to be 3.5% colder t;an normal based on 
and May weather is predlcted to be 5.9% warmer than normal. 

-..-- ___ 
Mid ' rem Forecast (30-60 days) I- 

I. 

Comments 
PriU? 

- 
Weather 

and Strong Above Dominate early period in Mid-West and 
and Much Below pushing eastward later in period. 

Short Term Forecast (6-10 days) I- I Tropical Slorm Activity 

Meeting Minutes: 412 Annex Conference Room - 1:OO prn 
Altendees: Jim Mehdng, Jeff Kern, Milch Martin, Mike Erumback, Joachirn Fischesser, Terry Bales, Sleve Niederbaumer 
Reviewed fundamentals such as weather (current to L/T forecasts). storage levels, industry publications, governmental agency, technical analysis 
and supply and demand fundamentals Discussed the new Load Forecast for the period including the reduction in load lor DE0 and the increase il 
load for DEK from the previous forecast. Discussed the Ohio and Kentucky Hedging Programs including the addilion of the 201312014 Winter 
season. Discussed the recent run-up In NYMW pricing. Discussed the analysts projecUons for Full storage and its* implication on summer pricing 
Discussed the 201 1 hurricane forecast and its' impact on prices. Determined that based on this data, not to effectuate any additional hedging at 
this lime. However, we will continue to monitor pricing, and other market fundamentals to determine if hedging should occur prior lo the next 
scheduled meeting - ~ -  -...- 
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4/23/201 I 

Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Date Next Target (10/31/1 I) 
Delivery Supply Total Requlred Allowed 
Month Dthlmo DtWday Dthho dthlday dth/day 

Target Levels By March 31,2011 

Target Levels By October 31,2011 

Winter 131% 
Target Levels By October 31, 201 1 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

L.ast Year 
(2070-2011) 
-.I 

I.... May I ...... " ~ ~ .  

,.......... AY3 ~..", 
............. SeP ".. 

June 
July 
.l.""...l..."""l 
... I ...... ""..". 

0 ct 
Nov 
Dec 
Jan 
Feb 
Mar 

I " ~  .....I.... 

..... ~."..." .... 

. .... ,, ......... 
, .,.,....,.,. .. 

I..,.... ..... ".. 
"..," .......,... 

__, - 

Historic Prices: 

_.______. 

EIA 
-_- 12-Apt4 

$3.950 
$3.900 
$3.810 

$4.020 

$4.330 
$4.620 
$4.680 
$4.640 
$4.440 
$4.330 

$3.870 

$4.1 ao 

NYMEX ( ~- 
5-yr. avg. 

(06107-1 011 1: 
NYMEX 

1 1  . 19-Apr-I 

$4.211 
$4.258 
$4.326 

$4.386 

$4.597 
$4.828 
$4.940 
$4.912 
$4.850 
$4.71 6 

$4.372 

$4.432 

$6.72 
$6.63 
$6.92 
$6.1 0 
$5.43 
$5.13 
$5.69 
$6.23 
$5.84 
$5.80 
$5.83 
$5.77 
$6.01 

PIRA 
28-Mar-I 1 
~ . _ .  

2 Mon 

$7.50 

$7.00 

$6.50 

$6.00 

$5.50 

$5.00 

$4.50 

$4.00 

$3.50 

$3.00 
May June July Aug Sep Qct Nov Dec Jan Feb Mar Apr 1 



Case No. 2012 - 
Page 23 of 337 

Page 1 of 1 

/ 2  
http://~.cpc.ncep.noaa.gov/produ~ts/predictionsflang_range/leadO2/~~~2~~emp.gif 4 1  9/20 1 I 



Case No. 2012 - 
Page 24 of 337 

N 

EarthSaf Weather 

D - 0 . 9  to 0.9 

US No changes  to forecast 

Drought-driven heat in Texas 

The forecast has changed litlle. as aboves are dlill expected from the Central 
Rockies lo  the Southeast while a cool regime is anlidpaled across the North and 
along the West CoasL These lhemes are mostly consislent with the pattern 
typically found during a -NAO blocklng set up. which lends to enforce a large 
temperalure split from north lo south in May, Adassic Greenland ridge Is slov4y 
developing, and looks lo become a strong forecasi player laler this monlh and into 
early May. This feature should direct cwI  Canadian air inlo the Northern tier, and 
would likely be slow lo dissipate. Whne lhe North cools down, the Soulh should 
stay warm. The -PNA. warm AMO. worsening drought conditions and the La Nina 
seasonal signal all argue for ridging lo  hold 6rm over tho region. Expanding 
droughl in the Soulhwest and Nino 3.4 analogs both support our mild forecast 
across much of the West, though coastal areas are expected to run cooler given 
Ihe cold PDO and likelihood of onshore flow. I f  Ihe paltem is more highly-driven by 
the Nina I +€PO I -PNA trifecia. the Eastern half could be wanner while the Wes\ 
could turn cooler 

May PWCDD"" Forecasts "1OY Normal updated to 'O'i-3( 

No Change 
Wntional POP-Woiohtcd CDDs 

Northwest 

Still warm in the East 

e PNW and coastal Call. are expected 
Many of EarthSal's conscnsus 

nseasonable warmlh all across the 

cold PO0 years also alively cool anomalies from western Canada to 
the North-Central US much of the West Coast, While Ihe 
remain, the GreenIan y simply hook up MI11 an expecled Eastern US 
ridge. 8s often happens wjlhin Nlna patterns during June. Canadian alr masses 
typically seltle in10 the Noilhwesl and Northem Rockies. where moist soils could 
have a feedback effect, limiting warming. The GOA low should promote onshore 
flow along the California coast, and generally act l o  keep Pacific air prevalent in 
the pattern. Higher-than-normal soil moisture from the Northern Plains to the Qhio 
Valley and Northeast presenls a cool riskto our forecast. while the -NAO ridge 
could change ils interadion with the Eastern ridge, suppressing the sform track 
and fordng the East and Midwest to averaoe coolerthan our forecast. 

-NAO may 
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AccuWeather.com sees active 201 I 
hurricane season, more US impact 

Private forecaster AccuWeather.com on Thursday predicted an above-normal 2011 Atlantic 
hurricane season and said it expects the US will see more effects than it did in 2010. 

The companv said its meteoroloqists are forecastina 15,named storms, of which eiaht will become 
hurricanes. Of those, AccuWeather.com is predictinn that three will become severe storms of 
Catenow 3 or above. 

A normal season has 10 tropical storms, six of which become hurricanes and two of which become major 
hurricanes, AccuWeather.com said. 

While the 2010 Atlantic hurricane season was unusually active, with $9 named storms, 12 hurricanes and 
five major hurricanes, most of the storms tracked well east of the US. 

That is unlikely to reoccur in 201 I, AccuWeather.Com said. “It looks like we’re soinn to have.- 
impact on the mainland of the US c o m i n u p t h i s  year compared to last vear,” forecaster Paul 
Pastelok said. “We had a lot of storms last vear, but not a lot of im- on the US.” 

The company said it sees an early season hurricane threat in the western Gulf of Mexico and the 
southern Caribbean, with the highest probabilities for landfall along the Texas and Louisiana coasts. 

That will shift by the middle and late parts of the season to the eastern Gulf and Caribbean, with a high 
probability of landfall occurring along the Florida peninsula and in the Carolinas, the forecaster said. 

Further, AccuWeather.com said another mid- to late-season concern for landfall will occur in northern 
New England and the Canadian Maritime provinces. 

The Atlantic hurricane season runsfrom June I through November 30. - JeffBarber 

http://AccuWeather.com
http://AccuWeather.com
http://AccuWeather.com
http://AccuWeather.com
http://AccuWeather.Com
http://AccuWeather.com
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Thursday, April 14,201 1 

With no letup in drilling, storage seen topping 4-Tcf mark 

Continuallv stronq US aas production throughout 2011 will outstrip demand and could cause 
underground storage inventories to top 4 Tcf bv year’s end, a Societe General Energy executive 
said Tuesday. 

SocGen Managing Director Bryan Hassler toid the LDC Gas Forum Southeast conference in Atlanta 
that some proiections show stocks pushinq maximum capacifv, reachinq 4.12 Tcfbv November+ 
unless prices drop to a level that stalls drilling. 

With the current nine-month NYMEX qas futures strip hoverinq in the $4,40s/MMBtu, “there i a  
incentive to throttle back for producers,” he said. “With that price curve, we may see 4.5 T c f - W  
ground.” 

He reasoned that production will peak at 64.5 Bcfld in 2011, outpacing any increases in demand 
from gas-fired power generators or industrial consumers. “It will take time for the market to grow, and 
price is the ultimate indicator,” Hassler said. 

In a separate presentation, panelist Jack Weixel, Bentek Enerqv’s client services director, said 
storage is expected to fili bv October as the market gill be oversupplied bv nearly I B c f i m  

“Dry gas production is at its highest level we’ve seen since 1973,” said Weixel, whose firm is a division 
of Platts. “Where do you find demand far that? You won’t.“ 

One trend should help bridge that gap, however: Weixel said fud-switching from coal is expected to add 
T.8 Bcfld of gas demand this year 

-- But one of the biqqest question marks remains the weather. None of the panelists expect a repeat 
o f  the unseasonable heat last summer, which capped storacre iniections, or the exceptionally cold 
fall and winter that ate into inventories and caused some twoduction disruptions due t o e  
freeze-offs. 

“During that time, we’ve been living in an artificial world of demand,” Weixel said. -Adam Bennett 
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Friday. April 8,201 1 

Storage glut feared as producing region fills 
Gas storage inventories in the producing region hit another all-time high last week, creating worry among 
some traders and analysts that faciiities could reach capacity well before refill season ends 
-.-.._ November 1. 

“Injection e o n  is noinrg-to be bloodv,” a trader remarked Thursday after the Energy Information 
Administration reported that producing-region stocks rose by 2 Bcf for the week ending April I - 
the fourth consecutive weekly net injection there. Overall, EIA reported a 45-Bcf nationwide withdrawal for 
the week. 

“The record producing region storage figure is largely due io shale production and the producing region 
drop-off in heating degree days in the Midcontinent by the end of the inventory week,” explained Spciete 
Generale analyst Laurent Key. EIA defines the region as Alabama, Arkansas, Kansas, Lauisiana, 
Mississippi, New Mexico, Oklahoma and Texas. 

With traders and analvsts notins that the prolific Barnett and Havnesville shales are now 
producing some 5 Bcf/d apiece, according to EIA estimates, some are convinced that the resulting 
sl?pply glut will test storaae capacitv earlier than ever. None of the analvsts ventured to forecast 
when that miqht occur, but a Gulf trader said he wouldn’t be surprised if it were sometime in 
September. 

That, the sources said, means some storage operators are likely to issue strict daily injection limits or 
even force withdrawals to maintain system integrity - placing even more gas in a glutted market and 
putting downward pressure on summer prices. 

Bentek Energv analyst Maria Sanchez expects overall US storage to exit the iniection season at an 
all-time hiqh of 4 3 “ T h e  producing region is going to be a big contributor to that,” she said. Bentek is 
a unit of Platts. 

Sanchez noted, however, that several storage expansions and new facilities are coming online this year 
and next, adding to overall capacity and possibly averting a storage overload. 

Platts data shows there is currently some 2.65 Tcf of storage capacity in the producing region. About 
103.8 Bcf in expanded capacity is expected to come on stream this year, with another 178.8 Bcf due in 
2012. 

Weather is qoinq to be the ultimate determinant of how quicklv the producinn region’s storage 
fills up, traders and analvsts aqreed. Several traders have already taken significant positions in 
the futures market. beftinq that increased cooling demand will put a significant dent in overall 
stockpiles this summer, sources said. 

- A rwional  risk manager said sever& banks and hedae funds were heeding independent 
meteorologists’ calls for  a swetterinq summer that could result in a shortfall of gas come the peak 
of next w& Those players, the risk manager said, have effectively translated that belief to a narrow 
October 2010-January 
201 I spread position on the NYMEX futures strip. 
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A regional financial trader concurred. “There’s been a bunch of call spread options on that spread this 
year already,“ he said. The average of that spread to date has been 68 centsiMMBtu, an analysis of 
NYMEX futures settlements shows. On Thursday, the spread came in at 59.6 cents. 

Meanwhile, EIA’s report of a 45-Bcf draw was below consensus expectations ranging from 49 to 53 Bcf, 
compared with a 29-Bcf injection a year earlier and a five-year average injection of I 3  Bcf. 

In the same week of 2010, EIA reported 1.665 Tcf in storage. As a result, the 12-Bcf deficit to the yearago 
level grew to 86 Bcf, while the 68-Bcf surplus to the five-year average of 1.569 Tcf shrank to I O  Bcf. 

EIA reported a 52-Bcf withdrawal in the East, leaving inventories at 616 Bcf, compared with 750 Bcf a 
year ago; an injection of 5 Bcf in the West to 221 Bcf, compared with 292 Bcf a 
year ago; and a 2-Bcf injection in the producing region to 742 Bcf, compared with 623 Bcf a year ago. 

Inventories now are 87 Bcf below the five-year average of 703 Bcf in the East, 23 Bcf below the five-year 
average of 244 Bcf in the West, and 119 Bcf above the five-year average of 623 Bcf in the producing 
region. - Samantha Santa Maria, Stephanie Seay, Adam Benneft 
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Thursday, April 14,201 9 

Bentek: Hydro to displace 1.2 BcWd in West 

Some 295 Bcf of aas demand, or 1.2 Bcfld. will be lost in the West Coast between Januaw and Auqust 
due to heaw snowfall and precipitation this past winter, deflatinq both electricity and qas arices in the 
reaion, Bentek Enerav said in a reaort Wednesday. 

In April alone, gas-fired generation levels will be 54% below normal as some 1.7 Bcf/d is displaced by hydro, 
according to Bentek, a unit of Platts. The report said an average of 1.2 Bcf/d was already 
displaced during the first quarter of this year and that hydro supply is unlikely to taper off until late summer. 

On Tuesday, forecasts for The Dalles Dam on the Washington/Oregon border said river flow would likely be 
121% of normal from April through September. 

Earlier this month, the US Army Corps of Engineers said hydroelectric production at 23 dams in the Pacific 
Northwest was about 8.8 million MWh in March, 52% above the 10-year average and more than twice the 
output in March 2010. The l@year average for hydroelectric production in the region in March is 5.8 million 
MWh; March 2010 production was 4.3 million MWh. 

Accordinq to Bentek, hvdro aeneration will averaae 166 GWhld between April and Auqust. which is 
- 35% hiaher thannormal. and that wi l l  prove bearish for electricitv and qas prices across the Pacific 
Northwest, Southwest and California. 

Because the Pacific Northwest also exports its electricity, the high hydro levels are expected to result in an 
increase in exports to California and British Columbia, the report stated. Year-to-date, exports from the region 
have averaged 42% above normal and 83% above year-ago levels, it said. 

"Power exports from the Northwest are expected to continue to top year-ago and normal levels through August, 
based on current snowpack levels and hydro forecasts," Bentek added. 

Gas traders this week said forward prices in the region are not reflective of the high levels of displacement. 

"Cash is trading pretty high to NYMEX prompt, so that may be keeping a floor under [forward] basis for now," a 
Western financial trader said. "Storage is lower than forecast right now, so probably some support for a while. If 
there's no heat early and we gel big injections, then prices should tank quickly." 

The market In general seems not to have factored in this strong hydro potential, which is masked by an overall 
soft NYMEX futures strip. 

Platts forward prices for Northwest Pipeline Surnas have actually tightened in recent months. Sumas' prompt 
summer package was assessed Wednesday up 5 cents since the beginning of the year to minus 42.5 
centslMMBtu. 

Credit Suisse analysts recentlv cautioned in a.report that there are mitiqatins factors that could limit 
the amount 

%,include the t h i n s  of anv continued precipitation; sarins and summer temperatures. which affect 
the timinq of snowpack melt: maintenance schedules for qeneratins,units; and seasonal wildfife 
requlations. -- Samantha Sanfa Maria 

aas displaced by hvdro. 
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Tuesday, April 5.201 1 

Analysts: Market flush with gas despite fewer rigs 

- USgas supplies will grow substantiallv in 2011 desDite a 10% drop in the qas riq count, keepinq 
prices iust below $4/Mcf on averaqe, investment bank Ravmond James said MondaL 

Raymond.James’ Marshall Adkins ioined analvsts from Tudor Pickerinq Holt and Jefferies & 
Company in predicfinq flush qas supplies and little chanqe in prices this vear. 

Jefferies’ Subash Chandra said last week that new January data from the Enerqy Information 
Administration’s Form 914 shows no sign of slowinq production. While EIA’s gross production data 
showed a 500,000 McWd drop in output in January compared with December, Ghandra said that after 
adjusting those numbers to account for lost prod\Jction due to well freeze-offs, production 
actually rose - and is on pace to grow by 4.78 Bcf/d from 2010 levels. 

“Although cold weather persisted into earlv February, most storaqe data in late Februarv and 
earlv March suqqest a market 3 Bcfld oversupplied,” TPH said in a report. “Nuclear issues and 
bullish lonq-term demand dynamics are fun to talk about but don’t chanqe the fact we currently 
have too much qas.” As a result, TPH is not expecting prices to averaqe hiaherthan $4/Mcftl& 
sprinq or summer. 

Adkins said several factors are keeping production up while the number of active rigs drops, including 
improved drilling efficiencies resulting in a backlog of wells awaiting completion. Also, while many gas 
drillers are promoting their new efforts in oil- or liquids-rich plays, those wells still deliver significant 
volumes of gas. 

Adkins said many in the market think Haynesville Shale wells in Louisiana, for example, are being drilled 
to hold acreage by production, when data from the state shows that more than half the Haynesville 
permits issued in February were on acreage already held by a previous well. 

“Many industry pundits have predicted that once term acreage is secured (about three years after the 
land grab), the rig count in the region will fall off a cliff, and gas production will fall shortly thereafter. So 
do we think the rig count falls in the back half of 201 I?” Adkins asked. “Of course, rigs have already 
begun moving to the Eagle Ford. Does it drop to zero? Not even close.“ 

In fact, the number of Louisiana permits submitted by operators to drill wells not held by production “has 
actually increased dramatically on a percentage basis over the past six months, from one-third to about 
one-half.’’ 

Adkins noted that data from the Louisiana Department of  Natural Resources shows the number of 
uncompleted wells increasinq even as the ria count in the Havnesville falls off. 

“We’re not simply alluding to the infrastructure-related three- to four-month lag between rig count changes 
and when production actually hits the market,” he said. “Rather, we’re focusing on the all-time high level 
of uncompleted wells waiting to be hooked up to a pipeline.” 

- He noted that desgite a 4 0 4 s  drop from June 2010 high, the number of uncompleted wells in the 
Haynesville continues to hover between 450 a n d W - T h a t ’ s  a meaninqful amount of  supply 
waitinq behind pipe.” 

33 
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So meaningful, Adkins said, that producers could shut down their Haynesville operations for the rest of 
the year and supply would not drop. 

Meanwhile, traders and analvsts have underestimated the amount of qas coming from liquids-rich 
plays such as the Eaqle Ford Shale and the Woodford Shale, Adkins said. 

"We have found that the relevance of these plays for US gas supply is often underestimated by investors, 
likely due to the industry's success in marketing the assets as 'oil' and/or 'liquids' plays. ... Dry gas is 
viewed more as a byproduct." 

Finally, "drillers are just simply too good at getting gas out of the ground," Adkins asserted. "How often do 
you hear operators talk about lhe increasing number of days to drill a well? Never." 

He noted that producers have cut their drilling times by 26% in the Barnett Shale and 35% in the 
Fayetteville Shale, and those same efficiencies are being seen in newer shales such as the Iiaynesville 
and Marcellus. 

"The Haynesville Shale just recently passed the Barnett Shale as the top gas-producing shale play in the 
United States, now producing 5.5 Bcfld after just two years of large-scale production," Adkins said. "It 
took Barnett production nearly a decade to top the 5 Bcfld mark." Adkins said. - Bill Holland 
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Short-Term Energy and Summer Fuels 
Outlo ak 
April 12, 2011 Release 
(Next update May I O ,  2011) 

Natural Gas 

U.S. Natural Gas Consumpfion. EIA expects total natural qas consumption to rise slishtly from 2010 levels to 
66.7 billion cubic feet per day IBcf/d) in 2011, primarily because o f  the increase in consumption in the 
industrial sector. Forecast industrial consumption rises 3.6 percent to 18.7 BcWd in 201 1, largely driven by the 
natural-gas-weighted industrial production index, which is expected to increase by 4.3 percent. 

Total consumption qrowth increases by 0.7 percent in  2012 to 67.2 BcWd. Natural qas consumption in the 
industrial and electric power sectors qrow by 1.3 percent and 2.9 percent. respectively, which offsets forecast 
declines in residential and commercial consumption (note, however, that consumption changes relative to 2010 are 
affected by changes in EIA's methodology for collecting and reporting natural gas consumption data that were 
implemented in the middle of 2010 to provide more accurate data on seasonal patterns of natural gas use.) 

US.  Natural Gas Produciion and lmporfs. EIA exDects the qrowth in natural qas oroduction to slow from the 
2.6 BcWd (4.5 percent) increase seen in 2010. Total marketed production wows 1.5 BcWd (2.4 percent) to 63.3 
Bcfld in 2011 and b V  0.5 Bcf/d (0.8 percent) in 2012. For both 201 1 and 2012, declines in Federal GOM 
production are more than offset by increases in production in the lower-48 states. 

Marketed natural gas production in December 2010 of 64.0 Bcf/d was the highest rate since February 1973. The 
latest EIA data for monthly natural gas production show a decline in production in the lower-48 States for January 
201 1. Some of this decline is because of "freeze-offs" during the very cold weather that forced some producers to 
temporarily shut down some production. Production is expected to recover from these freeze-offs before beginning 
modest declines that will continue through the year because of a falling gas-directed drilling rig count. The number of 
rigs drilling for natural gas, as reported by Baker Hughes Inc., has fallen from 973 in April 2010 to 889 as of April 8, 
201 1. The large price difference between petroleum liquids and natural gas on an energyequivalent basis 
contributes to an expected shifI towards drilling for liquids rather than for dry gas. Increasing consumption in 2012, 
led by strong growth in the electric power sector, contributes to higher prices and to an economic incentive for 
producers to resume drilling. 

Growinq domestic production continues to  reduce U.S. reliance on natural qas imports. Pipeline qasfrom 
Canada remains the dominant source of U.S. natural gas imports. Because of the earthquake in Japan and 
subsequent nuclear outages, Japan's demand for LNG as a replacement fuel for electric power generation is 
expected to increase, contributing to higher global LNG prices. Japan is already the largest importer of LNG in the 
world, with daily imports averaging more than 9 Bcf/d in 2010. e A  now proiects U.S. imports of LNG will averaae 
1.05 BcWd in  2011,down from 1.18 Bcf/d in 2010. 

Crude Oil andLiguid Fuels Overview. The forecast for total world oil consumption wow& an annual 
averaqe of 1.5 million bblld in 2011 and 2012. Supply from non-OPEC countries grows an average of about 0.4 
million bbl/d annually through 2012. Consequently, EIA expects that in order to meet projected demand growth the 
market will rely on both a drawdown of inventories and significant increases in the production of crude oil and non- 
crude liquids in OPEC member countries at a time when the disruption of crude oil exports from Libya and continuing 
unrest in other MENA countries already highlight significant supply risks. 

Amonq the malor uncertainties that could push oil prices above or below our current forecast are: the 
continued unrest in producing countries and its potentialimpact on supplv; decisions by key OPEC member 

28 
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countries reqardinq their production resDonse to the alobal increase in oil demand: the rate of economic 
growth. both domestically and qloballv; fiscal issues facinq national and sub-national qovernments; and 
China's efforts to address concerns reqardinq its arowth and inflation rates. 
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Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
May 27,201 1 

-- 
Price Page 

Ref Comments 

N O M  predlcling above average temperatures for June 201 
201 1 for large portions of the southern and weslem CONUS. Below 

eather 

normals in north central portion ofCONUS. Extreme heat this summer 
will be confined to the Southwest region, nation's Midsection can expect 
cooler weather and the EastCoast should be slightiywarmer than 

Long Term Forecast (June 11--Aug 11) 12-13 

'June is predicted to be 6 3 %  warmer lhan normal based on 10 year 
normal. 

and July wealher is predicted to be 5.1% cooler than normal. 

- 
Mid Term Forecast (30-60 days) - 

Tropical Storm Activity 
I ltropical activity. 

Drage inventory 

EIA Weekly Storage Report 
May 20th were 105 
lower than last year and 1.3% 

~. 
-. - _-~I._______ 

$ustry Publications 

PlRA Energy Group 
Summer 2011: Long Bearish. Gradual narrowing of storage deficit and production growth will 18-19 
Winter 2011112 

GAS PRICE SCORECARD: June-Sept 201 1 PIRA's price outlook is 

send bearish signal to markels. 

Gas supply anddemand should come into greater balance by year's end 
thanks to Increased coal-to-gas and fuel oil-to-gas switching. Bentek 
calls for a 2.2 Bcf/d increase in gas demand matching projections for 2.3 

Jefferies reduces 201 1 gas price forecast by 7% to $4.27/Mcf. This 
Long assumes weather is 5 degrees above normal and that gas continues lo 

keep the market share that was taken from coal. 
Oversupply and low, stable prices persist through 2011 and into 2012. 

Long By late 2012 prices shirt up and realign with drilling economics. The 
market pulls capital back to gas in the 2013-2020 period. 
Slorage inventories have got in line with the 5-year averages But this Is 

summer could result in record storage levels. Henry Hub yearly average 
price predlctlons: 201 144.21, 201244.70 and 2013-$5.23. 

4 

t 

1 
Long Gas Daily 20-21 

_- Bcf/d in supply. 

Gas Daily 22-23 

24 Wood Mackenzie t 1 
4 

.- .- 

BNP Paribas 

wernment Agencies 

Long a result of two cold winters and one hot summer. A milder than normal 
25-26 

Energy information Administration 
Summer 201 I : $4.156 
Winler2011/12: $4.680 

Long The projected Henry Hub natural gas spot price averages $4.24/MMBlu 
for 201 1 and $4.65/MMBtu for 2012. 27 

- ~ "  I -- 

-- 
-- 

Summer 201 1 Strip Chart 

Summer 2012 Strip Chart 
onorny 

I -  Demand 

I 1  
Oil Market 

.__I-.- 

EIA projects total natural gas consumption to rise slightly from 2010 
levels to 66.5 Bcf/d in 201 1, resulting from an increase in the industrial 

0.7% in 2012 to 67.0 Bcf/d. 
EIA expects average total production to increase by 1.4 BcVd (2.3%) in 

-- 

31 

.I ~ 

31 

Total world oil consumption grows by an annual average of 1.4 million 
Long bbl/d in 2011 and 1.6 million bblld in 2012. EIA projects WTI al$l03/bbl 

for 201 1 and $107/bbl in 2012. 
31 

i 
Discussed current market conditions including weather forecasts, storage levels and various analysts projections as weli as EIA's forecasts for 
natural gas and oil markets Significant discussion focused on storage levels below 2010 levels as well as the 5-year average Current level 
have been impacled by the cold winter and the hot 2010 summer. Based on the discussion, as well as the current posilion of the Hedging 

Allendees: Jim Mehdng, Jeff Kern, Joachim Rschesser, Terw Bales, Steve Niederbaumer 

..--- ~ _ I  
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Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Date Next'Target(10/31/11) 
Delivery __ Supply ,- - Total Required Allowed 
Month Dthirno Dth/day Dth/mo dth/day dtNday 

Summ 
Target 

Target 

Target Levels By March 31,201 1 

NOV-I 2 
Dea l  2 
Jan-13 
Feb-13 
Mar-I 3 

Winter 12/13 
Target Levels By October 

Apr-I 3 
May-I 3 
Jun 13 
Jut-13 

AUg-13 

Oct-13 
Sep l3  

Summer 2013 
Target Levels By Ma 

Nov-13 
Dec-I 3 
Jan-I4 
Feb-IC 
Mar-I 4 

Winter 13114 
Target Levels By Octo 
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COMPARISON OF HISTORK SPOT & PROJECTED PRICES 
TO CURRENT f UTURES PRICES 

June 
July 
"...#.... ...... 
..... . ..,...,. " 
I Aug ............ ". 
~" SeP ..... " .... .i.. 
Oct 
Nav 
Dec 

........ ... ..,. 
,... ...... ~ .,.. 

Jan 
Feb 
Mar 

."........"I"". 

... " ""... 
...,. ....,.,... 
......... APr "..... 
,.........* May .... 

Historic Prices: 
NYMEX ( 

5-yr. avg. 
(06107-1011 1 

$6.63 
$6.92 
$6.10 
$5.43 
$5.13 
$5.69 
$6.23 
$5.84 
$5.80 
$5.83 
$5.77 
$6.15 

(2010-2011) 

$4.18 
$4.72 
$4.77 
$3.65 
$3.84 
$3.29 
$4.27 
$5.81 
$5.27 
$4.82 
$3.84 
$4.27 

2 Month Avg $5.96 $4.39 
Summer Average 
Winter Average - 

$4.110 
$3.990 
$4.030 
$4.1 80 
$4.330 
$4.480 
$4.'760 
$4.860 
$4.760 
$4.540 
$4.420 
$4.330 
$4.399 
$4.199 
$4.680 

."_I_____ 

--- 

NYMEX 
!6-May7 ' 

$4.379 
$4.423 
$4.469 
$4.496 
$4.538 
$4.695 
$4.907 
$5.022 
$5.010 
$4.948 
$4.807 
$4.825 
$4.71 0 
$4.5621 

-- $4.91d 

Hedged Prices 
Ohio Kentuck 

$7.50 

$7.00 

$6.50 

$6.00 

$5.50 

$5.00 

$4.50 

$4.00 

$3.50 

$3.00 
June July Aug Sep Oct Nov Dec Jan Feb Mar Apr May 
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Tuesday, May 24,201 1 

Worst of heat to be concentrated in Southwest this summer: WSI 

Extreme heat this summer will larselv be c o n f m o  the Southwest rewion, private forecaster WSI 
said Monday, 3s the nation’s midsection can expect cooler weather and the East Coast should be 
just sliqhtly warmer than normal, 

”May has been a rather chilly month across most of the US so far, as the atmospheric pattern 
has changed to allow cooler weather to temporarily return to the southern US,” said WSI Chief 
Meteorologist Todd Crawford. “This change in the pattern towards increased high-latitude blocking, or 
a more amplified jet stream, will likely persist and evolve into June. Because of this, weexpect the 
coolest part of  the summer ( r e h h e  to normal) to be early, especiallv across the north-central and 
Great Lakes states. Durinq the last half of  summer, we think that the pattern will reverse with the 
potential for some siqnificant heat to return to the northern US bv Auuust.” 

In June, WSI expects cooler-than-normal weather mostly in the North Central and Northwest states, 
with warmer-than-normal weather elsewhere. 

In accompanying market commentary, Paul Flemming of Energy Security Analysis Irk, said  as 
--- demand should averase near normal for June as a result of  those weather patterns and the return 
-- of most power nenerators from maintenance. 

In July, WSI predicts warmer-than-normal weather o n l i  in the North Central reqion, the SouthwsL 
and inland in the Northwest, with most of  the nation averasins cooler than averaqe. That should 
Iesult in a drop in qas demand to below-normal levels, said Flemming, ESAl’s director of power and 
gas. 

In Auuust, WSI said warmermn-normal conditions should prevail everywhere except in the 
Mississippi and Ohio River valleys. That forecast will result in more Gas demand for coolinq, 
Flemming said, and a greater chance for price spikes in the Northeast and California. 

i3 
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EarthSaf Weather 

23.0 @ 4.2.0 to +2.9 a +1.0 to +1.9 ,,.$ 
cz] -0.9 to 0.9 

Slightly caoler Northwest 

o our linal June forecasl. including warmer 
hall and cooler changes lor the NortliwesUinlenor 
resulted in a final forecast map showng aboves 

part of June to bo well above normal Thal sard, decreasing lrends In the A 0  and 
NAO, along with ENS0 transittoning lrom La Nina to a neulral slale suppon an 
evenlual cooling Irend In Ihe Midwest These analogs have also sliown Ihat as 
parts of Ihe Eastern half cool olf, the West embarks on a warming lrend In 
addition. revamped MJO acltvily could help produce some cooler air over the 
Eastern hall and compensalmg warmlh across the Western states (pailtcularly 11 
the MJO wave setlles inlo phase 8) Stronger -A0 blocking could force a nolable 
cool shot into Ihe Central US. while a wholesale shlll toward a +PNA pattern could 
cause 2 much cooler Easlern hall and much warmer West. Il's also worlh 
menlioning that the CFS model (verslon 2) has lrended WarmerveFsus earlier 
solution and now Iavors our warmer outlook 

lJun PWCDD*" Forecasts '1oY Normal updated to 'O l - lo l  

I 

s More marginal cooling 
in Midwest and East 

Warmer in the Interior West 

Changes lo  July lavored added warmth lo much of Ihe Wesl and strengthened 
cooling lo mosl of the Eastern hall. The composite map has been updaled 
accordingly, rellecling more widespread seasonably cool temps, and a southward 
shift 01 the "zero line" to the Tennessee Valley and Southern Mid-Atlantic 
Oppositely, lhe boundary01 aboves has been pushed larther north over the West. 
We think that Ihe warmest departures will align over the West because lhis Is 
where the mean rldge should develop. The neulral ENSO analogs (le. 1996, 
2001,2008) strongly argue for Ute Western ridge and a relalively cool outcome for 
much of Ute Easlern hall. Furthermore, Ihe higher-numbered MJO phases 7 and a 
also support anomalous Western warmlh and a cooler [rough larlher cast. If ihe 
molar air should locus over the Midwest and Soulh. the East could be warmer 
under southerly Ilow and a maslal ridge (especially If Ute PNA averages 
negalive). If the MJC) is less acllve than expected, the seasonal signals such as 
the warm AM0 and cold PDO could conlribule to a warmer Eastern half and 
cooler West. Finally, Ihe threat ol tropical ralns could cool Texas and other parts 
01 Ihe South. 
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MMDA- 
EarthSat Weather 

*Warmth Peaks Early in the Northeast* 
*Slightly Cooler Early in the Midwest* 

Not too many changes were placed into this forecast today, and 
confidence has increased as a result. The Northeast was 
warmed a bit during the early period, and temperatures could 
still spike a bit more along the Mid-Atlantic region during this 
time frame. The Midwest was cooled slightly early in the period 
as a brief cool down is expected. The American models are 
stronger with this cool shot, so there is a bit of a cool risk to the 
forecast. Overall, the warm pattern across the eastern half of 
the country continues to be supported by a +AO, +NAO, and 
-PNA. 'The West is not as cool today, with belows expected 
only during the first half of the period, mainly in the Pac NW. 

Forecast. Confidence: 5 

a A +3F to +4F A +5F to +7F MA +8F to +T4F 

a B -3F to -4F 6 -5F to -7F !@! MB -8F to -14F 
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Friday, May 20,201 1 

NOAA calls for busier-than-average Atlantic Basin hurricane season 

The National Oceanic and Atmospheric Administration on Thursday predicted busier-than average 
Atlantic Basin hurricane season, with 
three to six will strenqthen to Cateqory 3 or above. 

The aqencv calls for a 65% chance of an above normal season, with a 25% chance of a near- 
normal season and only a 10% chance of below-normal tropical activity.JHurricane season runs 
from June 1 through November 30. 

NQAA said it  based its outlook on the "tropical multi-decadal signal," which has contributed to above 
normal tropical storm activity since 1995, as well as continued above-average sea surface temperatures 
in the tropical Atlantic Ocean and Caribbean Sea and predictions that the current La Niiia weather pattern 
will give way to more neutral conditions by summer. - Jeff Barber 

18 named storms and six to 10 hurricanes, of w h m  
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 in biii",,""cet ( E d )  . 

West 251 11 

Producing 864 38 

Total 2,024 1,819 10s 

Region 
05'20'11 05'13'11 . .._____I Change 

56 

Weekly Natural Gas Storage Report Page I of 1 

- 
Historical Comparisons 5-rear (21106-20101 Avcra e Year AD~O (05/20/10 - Stockr(t ld)  %CImc!se , Sto&S(Sd) H C h m d :  

1,039 -17.2 970 -11.3 

374 -29.9 311 -15.8 -___.-.- 
841 7.3 769 17.3 

2,254 -10.2 2,050 -1.3 
.-- 

~ [ ( c I  US. Energy Information Administration 

Weekly Natural Gas Storage Report 

I....--- !lEEB c_) lndcpendenl Statistics and Analysis !2.!Emx 
&mc 5 KaWfLsh > Weekly NaUralGnnStomgcRep@i 

-WIG 
SigaUPLOXEQR- 

_I -I____ 

Data 
History (XLS) 

5-Year Averages, Maximum, 
Minimum, and Year-Ago Stocks 

References 
(XLS) 

Mcthodoloqy 
DIRcrcnCCS Betwccn Monthly 
vnd Weekly Data 
Revislon Policy 

Storage Daslcs 
Natural Gas Weekly Update 

Natural Gas NavIgatw 

Related Links 
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Notc: Ihc shaded are? indicates thc range bctwccn thc historical mlnimum and maximum VDIYCS for thc 
wcckly scrlcs (rom 200G through 2010. 
SoUrCC: Form ETA-912, "Weekly Undcrground Natural Gas Storage Repock*' fhc dashed vcrtlcal iincs Indicate 
Currcnt and yem-ago weekly periods. 

Privacy/Security I Accessibility I Copyright & Reuse Contact Us I Feedback I Careers I About EKA 
Fedstats I IJSA.gov I Department of Energy 
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- PlRA 
North American Gas Price Overview 

Per MMBTU 
May 25,2011 Release 

j Jul-IO 
!.-.-.kg.-lO- 
I Seo-IO 

r--------- 

.- - -- 
j Summer 
I 2010 i 

Hedging Meeting 5-27-1 1 .xIsx 

____.I I Average ' 
I 2011 j $ 

I_ 

- - 
i Summer I I 
1 2011 ! 

18 
5/26/2011 PlRA Prices 
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May 25,2011 NATURAL GAS 

GAS PRICE SCORECARD: JUNE 2011 - S€PTEMBER 2011 
Bearish Neutral Bullish rn 

Led by Haynesville and Marcellus shale gas, the net growth 
of U.S. production should exceed 3 ECND without an 

Haynesvllle, 2.2 BCRD of incremental pipeline capacity will 
be a stimulus. 

We continue to anticipate LNG imports remaining at 
minimum levels that would be similar to last summer. 

Large end-April storage deficits are continuing and will 
require accelerated YN refills before midyear and after. The 
faster refills, in  turn, will become the largest factor behind 
much lower exports to the U.S. 

Production should continue to decline, coupled with higher 
domestic demand, causing imports from the US. to Increase. 

AYN storaae deficit exoected to remain above the 200 BCF 

U.S. Producfion n r 1  allowance for hurricane-driven supply curtailments. in 

LNG imports L -  

Canadian Trade [-l r] 

Mexican Trade a 0 
I 

I bytheend of this month will begin to vanish overth 
er assincremental YN demand and reduced net imp 
ore than offset by higher domestic production. 

con 
the 
recent output levels 
n-led supply chain di 

1 1  jmi r-i 

Gas-fired CCGT gains against steam coal in the Eastern Grid 
will accelerate, but gas demand losses from mildersumrner 
weatherand Incremental hydro, should push gas demand 
lower YN. 

Generafion 

Despite recent preliminary IP readings that point to  3 

demand continues to look stronger than before, 
consequently, not diminishing future growth prospects. 

c7 EBlla slowdown of manufacturing activity, post-IQlI industrial gas 

Heafing . Prior to  October, the impact of heating degree d a p  on gas 
demand Is mlnimal. 

swelled since, but remain far below the -449,000 3/15 

The 2015 and 2020 calendar strip price declines ended this 
month. Buying interest appears to  have been further stoked 
following the DOE'S approval to allow Sabine Pass LNG to 
export gas to any country with which trade is allowed. 

Medium-Term 

icing that would force gas to  compete with non- 
ppalachian coal In the EG sector is not expected. 

- . - - ~  
PlRA Energy Group, 3 Park Avenue, 26* Floor, New 'fork, NY 10016-5989 vel) 212686-6808 (Fax) 212-686-5628 w.pira.com 

For aulhorized subscn'bers only Copyright 0 2011 PIRA Energy Group. All tights reserved. 

http://w.pira.com
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Thursday, May 12,201 1 

Bentek: Demand, supply could come into balance by end of 2011 

Gas supply and demand should come into greater balance bv vear’s end thanks to increased coal- 
&-qas and fuel oil-to-qas switching. Bentek Enerqy Vice President Jim Simpson said Wednesdav. 

Speaking at Intelligence Press’ GasMart conference in Chicago, Simpson said Bentek calls for a 2.2 
Bcf/d increase in qas demand bv the end of the vear due to fuel-switchina, matching proiections 
for, 2.3 Bcf/d in supplv over the same period - largelv from shale production aqd associated qas 
from increased oil and liquids drillin& 

Bentek is also beginning to see signs of increased fuel oil-to-gas switching in the Northeast despite 
additional infrastructure costs involved as oil prices remain high. 

“Utilities can pass the infrastructure costs onto the consumer, add it to the natural gas costs, and the 
consumer’s bill is still cheaper than if they went with fuel oil,” Simpson said. 

He attributed the heavv fuel-switchinq a structural shift in demand, leading to Bentek’s 
proiections for switchina to account for  an 8.5 BcWd qrowth in qas demand throuqh 2020. 

On the s u p m i d e ,  while current production-levels are sustainable in the $4/Mcf to $5/Mcf 
because so many producers are slashing costs by focusing on liquids and oil, lonq-term demand 
qrowth isn’t as likely if qas prices move into the $5.50/Mcf to $6/Mcf ranae, Simpson said. 

He explained that demand growth is very price-sensitive because much of i t  is predicated on fuel- 
switching as industrial and residential use continues to lag power generation demand. 

And grow it must because supply is not slowing down, particularly as associated gas from increased oil 
production enters the market. 

Simpson predicted that US will add I .8 million barrels/d of oil through 201 5 as gas companies and oil 
producers take the technology that ushered in the shale revolution and begin applying it to onshore oil 

- The impact of associated qas, even as producers turn more and more to liquids and oil, led 
Bentek to forecast a gas production increase of as much as 21 Bcfld bv 2020, keeping prices& 
and incentivizinq more demand arowth, possiblv from heavv natural aas-vehicles and LNG 
exports. 

In a report released Wednesday, Bentek, a unit of Platts, eiaborated on Simpson’s forecasts, stating that 
ramped-up US gas Production will be held in check over the next five years by increased coal-to-gas 
switching, declining Canadian imports, rising Mexican exports and falling LNG receipts. 

In the near term, average daily power burn this year is expected to be 19.9 Bcfld, inclusive of I .7 Bcfld of 
coal-togas switching, the report stated, as the increased gas supplies and declining production rates of 
coal close the price spread between coal- and gas-fired generation. 

~ 

Through 2016, Bentek forecasts US gas demand to grow some 4 Bcf/d, with power generation making up 
3 Bcfld. In Canada, meanwhile, the report calls for a 800,000 Mcf/d decline in production by 2015, 
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ultimately resulting in a 1.7 Bcf/d decline in net exports to the US through 20'1-5 as the US finds cheaper 
supplies closer to home. 

South of the border, Bentek expects a tighter demand supply balance as declining Mexican production 
and fewer LNG imports into Mexican terminals gets replaced by LIS shale gas, particularly from the 
nearby Eagle Ford Shale in South Texas. "This divergence between Mexican supply and demand is 
expected to remain in place and potentially amplify over the next five years," the report said. 
--Joshua Sfarnes, Samantha Santa Maria 

21 
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Tuesday, May 3,201 1 

Jefferies slices 201 I gas  price forecast by 7% 

-- Even with sliqhtly bullish weather assumptions, Jefferies & Company’s top qas analyst sliced his 
201 I p i c e  forecast 7% Mondav to $4.27/Mcf. 

Subash Chandra said that assuminq weather is 5 deqrees above normal and that gas c o n t i n u a  
keep the market share it has taken from coal, bulging US supplies will keep qas tradinq in a range 
bound by hiqh-cost Central Appalachian coal and low-cost Powder River Basin coal. 
Chandra predicted that Henry Hub prices would average $4.20/Mcf over the next two quarters but 
dropped his fourth-quarter price estimate IO%, from $SIMcf to $4.50/Mcf. 

“During shoulder season, Powder River Basin sets the ‘floor.’ During peaks, Central Appalachian sets the 
‘cap,’ ‘I Chandra explained, “We don’t believe there is any event under way that will alter this pricing 
dynamic, which has now been in place for two and one-half years.” 

Over that period “coal has struggled to regain market share,” Chandra said, noting that coal’s share of the 
power market has dropped from 47.2% in 2008 to 43.7% in 201 0, while gas‘ share has climbed two 
percentage points ta 25.7%. 

“Natural gas should continue to orbit around the price of coal,” he added. “Henry Hub is currently trading 
7% below Powder River coal and 26% below Central Appalachian coal, with $4.09/Mcf being the point at 
which gas displaces lower-cost coals.” 

But qas can’t,climb much hiaher than $S/Mcf, Chandra said, because there are substantial idle 
coal plants that will turn onwhen gas prices qo above that level. “In other words, stronq demand 
reauires weak qas price2;’’e said. “The market can’t endure both.’: 

As a result, a true bull market for gas is a “mirage,” he continued. “The market that investors prefer is one 
where baseload sources of power are stretched to the limit, and gas must compete once again with oil at 
the margin to meet peaking loads. 

“It is a market that lives only in fairy tales. To witness such a market in reality will require the combination 
of strong weather-adjusted power demand in excess of anything experienced in the last several years, 
coal capacity retirements well beyond what is assumed in most realistic models, and a supply collapse in 
all key gas shales, not just the Haynesville,” Chandra said. 

He discounted any help in the next five years from other demand drivers such as coal plant shutdowns, 
liquefied natural gas exports, and increased gas use by the transportation and petrochemical sectors. 

Despite Daw Chemical’s announcement that it would be building more polyethylene plants along the Gulf 
Coast, Chandra doesn’t see petrochemical demand growing by more than 100,000 Mcf/d in the next two 
years. “While capacity additions have grabbed headlines, the bulk of additions is three to four years out,” 
he said. 

Meanwhile “new legislation, currently in committee, provides compelling tax breaks for the construction of 
infrastructure, sale of vehicles and consumption of natural gas, but will still take many years before gas 
for transportation salvages the commodity,“ he predicted. 
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And coal plant retirements in the face of new environmental regulations won’t bolster gas prices, he said, 
because about one-third of coal generation is already idle and ready to pick up any slack at gas prices 
above $S/Mcf. - Bill Holland 

2 3  
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acke 
North American Gas Service: 
Key Messages from May 201 I Gas Forum.-Short-Term Prices 

Oversupply and low, stable prices persist through 2011 and into 2012 
0 Backlog of uncompleted wells cleared 
e Hold-by-production lease clauses extend t-laynesville drilling through Q2 
* Weather correction limits year-aver-year demand growth, despite strengthening 

GDP 
* New coal capacity holds down power sector growth, with some support from 

firming coal prices 

By late 2012 prices shift up-and realign with drilling economics 
* Supply plateaus by Q3 201 l-liquids and associated oil volumes aren't enough 

to offset reduced dry gas investment 
0 Demand strengthens as coal retirements accelerate with implementation of the 

Clean Air Transport Rule 
Coal prices hold high 

a Tight oil remairis a target, so rig recovery is muted even as prices climb 

The market pulls capital back to gas in the 2013-20 period 
0 What price levels incentivize the drilling needed to meet the market pull? 
* Coal retirements continue: mid-merit units come offline and add to gas demand 

P 
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Over the last two years, on the occasion of  our US qas price scenario revision, we have been_ 
sketchina bearish outlooks triqqered by the coniunction of qrowina shale uas production and 
declininq demand. A persistent storage surplus has been weighing on gas quotations. The market, 
extremely sensitive to storage news, had been expecting that the evacuation of this surplus would 
eventually coincide with a price recovery. Now the idea of abundant and steady gas supplies has taken 
root, together with expectations of continued low prices, while the concept of North American LNG 
exports in the future does not seem so crazy anymore. 

Storaqe inventories have finally qot in line with their five year averaae as of end of  April 2011. But 
- this has been the result of two unusually cold winters and one unusually hot summer in a row, an 
exceptional climatic situation. Moreover a “La Nina” phenomenon is now chilling &he northern part of 
the American continent and heating up the South. LhBmarket has easily cooed with weather driven 
demand increases thanks to steadily qrowinq production. As a consequence, inventories could - once aqain track - or even beat, in case of a milder than normal summer .-the record storage 
levels of  the previous vears affer the iniection season. 

Starting from 2H10 the market has become aware of the fact that the “shale phenomenon” was here to 
stay. In its preliminary Annual Energy Outlook (AEO) 201 1, the ElA has more than doubled its central 
estimate of US technically recoverable shale resources, from I O  Trillion Cubic Meters (Tcml to 
23.4 Tcm (827 Tcf), enouqh to  cover the entire US gas consumption for 36 vears, versus dry gas 
proved reserves of 7.7 Tcm (273 Tcf). While three vears aqo the marninal cost of production for 
these shale resources was still assessed in a 6- 8 US$lMMBtu ranqe, some consultants 
announced that most of  the latter could now be economically exploited at a cost of 4 US$/MMBtu 
or below, with the “best plays” around 2.5 US$IBtu. 

A series of imrxovements have contributed to.lower shale clas production costs. Over the last 
couple of years the industry has been able to extend the life and production profile of the wells by better 
controlling initial production (IP) rates (IP rates for a shale play can lie in a range of 3 to 15 MMcf/day vs. 
an average US IP rate of 1 MMcf/d). The consequent rise of Estimated Ultimate Recoveries (EUR) has 
decreased break-even levels, together with a decrease in royalties. If during the boom period producers 
paid up to 30,000 US$ per acre, in some recent lease activity they have paid 8,000-10,000 US$/acre. 
Royalties represent a sunk cost. This factor has been underpinning production despite falling Henry Hub 
prices. Companies have continued to drill in order not to lose their permits, creatinq bv the way a 
backlog of some 3,000 uncompleted wells [Le. initiated but not yet exploited) for the benefit of 
future sup* 

Since 2005 US domestic produgctin has risen bv some I 00  bcmly, the increase comina essentially 
fromshale qas. It has continued to rise despite the active riqs fall recorded in 2009 (-750 units, i.e. 
-50% approximatelvl; in 2010, after a partial recovery of 170 active riqs, the output h m  
- 4.4% and a further increase of more than 2% is expected bv ElAfor 2011, despite the fact that 
active gas r& are bendinn down again. thanks to productivity qains. Due to the strong recovery of 
industrial demand and the continuous gas-fired power generation growth, 2010 US gas demand has 
jumped to 682 bcmly (or 66.2 Bcf/d, i.e. +5.7%), well above 2008 levels. Nevertheless the industry 
balance is still pointing to overcapacity, with domestic production progressively eroding market share from 
imports (both pipeline and LNG). 

The world gas bubble is rapidly disappearing and the Fukushima catastrophe is likely to further underpin 
long term gas demand (see also our Gas Trends on the Japanese crisis dated March 201 1). The oil to 
gas premium continues to increase, as it is the case for price spreads with Europe and Asia oil linked 
markets. Such a decoupling - in our view - makes no economic sense in an energy scarce world. The 
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market will have to adjust, but in the short mid term it is especially taking into account the fact that the US 
gas surplus can not be evacuated. Our new price scenaiio represents a conservative basis: upside 
potential could. reside in significant hurricane related disruptions o r  a faster than expected drillinq 
slow-down. 

Despite the fact that 
the world aas 
bubble is Fapidly 
disappearing, the 
US gas  surplus can 
not be rapidly 
evacuated. Our 
price scenario 
becomes more 
conservative, with 
prices below the 5 
US$IMMBtu 
threshold until end 
201 2, barring any 
short term serious 
hurricane related 
production outage 

15.00 
14.00 
13.00 
12.00 
11.00 
10.00 
9.00 

3 7.00 
6.00 
5.00 
4.00 
3.00 

P 8.00 

“ 

LT Low CaSe 

Soum: BNP Paribas CIB 

- - ~  
January 

March 
April 

June 
July 

August 
September 

October 
November 

February 

May 

2005 2006 
6.12 8.69 
6.12 7.53 
693 6 8 8  
720 7.12 
648 622  
7.16 620  
759 6.12 
946  714 

1273 4.92 
1372 5 8 3  
10.35 7.40 

2007 
6.48 
8.01 
7.10 
7.59 
7.62 
7.37 
6.22 
6 23 
6.05 
677 
7.13 

2008 2009 2010 2011 PO12 2013 2014 2015 
798 524 581 4.49 496 559 567 616 
855 4 5 2  531 407 479 533  566 591 
938 395 429 397  4 5 8  526  552 580 

1013 356 401 415 453 504 527 554 
1123 381 416 1 3 8  470 572 547 574 
1268 380 479 4 0 4  463 513 5 3 i  5% 
1115 339 463 404 438 485 508 533  
825 315  431 105 4 1 5  1 6 1  4 8 3  505 
769  296 390 396 150 499 523 513 
673 402 343 431 189  542 568 595  
667 369 374 4 3 2  489 540  565 592  

December ___ ._~ .__ .  12.97 6.71 7.14 5.79 5.37 4.23 4.71 5.32 5.87 6.16 6.44 
Yearly Average 8.90 6.73 6.97 8.85 3.96 4.39 4.21 4.70 5.23 5.48 5.75 

__ __ 
Sauicc BNP Paribas CIB 

- ~ . l _ l _ _ . - _ _ l _  
NE = T Ecftday = f0.3 bcmlyear : I mtpa = 1.38 bcdyear; 1 bcf= a028 bcm 
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5.24 
4.51 
3.96 
3.49 
3.83 
3.80 
3.38 
3.14 
2.97 
4.00 
3.66 
5.34 

Energy Information Administration 
Henry Hub Pricing 

Per MM btu 
May I O ,  201 I Release 

5.83 
5.32 
4.29 
4.03 
4.14 
4.80 
4.63 
4.32 
3.89 
3.43 
3.71 
4.25 

4.49 
4.09 
3.97 
4.25 
4.20 
4.1 1 
3.99 
4.03 
4.18 
4.33 
4.48 
4.76 

;._ ! Jan-I 2 ~ ..I 
Feb-12 . 

4.86 
4.76 
4.54 
4.42 
4.33 
4.20 
4.40 
4.59 
4.65 
4.88 
4.97 
5.22 -. -. __ 

i 

Hedging Meeting 5-27-1 1 .xIsx 5/191201 I 

2 7  
EIA Prices 
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Short-Term Energy Outlook 
May -iO,2011 Release 
(Next update June 7, 20 f f )  

Nafural Gas 

U S .  Natural Gas Consumption. EIA emects total natural qas consumt ion  to  .qrow by 0.5 percent to 66.5 billion 
cubic feet per day (Bcfld) in 2011. Forecast industrial consumption rises 1.9 percent to 18.4 Bcf/d in 201?, and electric 
pawer consumption rises 0.4 percent to 20.3 Bcf/d. 

Proiected total consumption increases bv 0.7 percent in 2012 to 67.0 Bcfld. Growlh continues in the industrial and 
electric power sectors at 1.4 percent and 2.6 percent, respectively Residential and commercial consumption each decline 
by 1.6 percent in 2012 stemming from forecast 2.2 percent reduction in natural gas-weighted heating degree-days. 

U.S. Natural Gas ProducNon and Imports. Marketed natural gas production has been growing steadily since 2005, 
primarily because of the boom in horizontal drilling in unconventional shale formations. EIA expects total marketed 
production to averaqe 1.4 Bcfld (2.3 percent) hisher in 2011 compared with last war.  Marketed natural gas production 
fell by 1.1 Bcf/d in February 201 1 from the monlh before, but this drop can largely be attributed to temporary factors 
including seasonal maintenance in the GOM and colder-than-normal weather in Texas, New Mexico, Oklahoma. and 
Wyoming which caused freezeoffs (gas flow blockages resulting from water vapor freezing in the gas stream), forcing 
temporary shut downs to lower-48 onshore production. EIA expects production will recover from Februaw levels but 
beqin modest month-to-month declines that could continue throuqh the w a r  because of reductions in the number 
of active natural qas drillinq riqs. 

* 

The number of riqs drillinq for natural qas, as reported.by Baker Hushes lnc., has fallen from 973 in April 2010 to 
882 as of April 29, 2011. ,,More riqs arc beinn directed toward oil instead of qas Iarqelv because of the larqe price 
disparitv between the two fuels on an enersv-equivalent basis. On April 21, 201 1, the number of active oil.directed rigs 
exceeded the number of gas-directed rigs for the first time since April 28, 1995. 

The decline in drillinq activitv this vear.and forecast increase in consumption next year contribute t o  hiqher natural 
-[ices next year and a turnabout in drillins activity during2012. EIA expects total marketed production to  
increase by 0.6 BcWd (0.9 percent) to  63.8 Bcfld in 2012. 

Growing domestic natural gas production continues to reduce reliance on natural gas imports. Because of the earthquake in 
Japan and subsequent nuclear generation outages, Japan’s demand for liquefied natural gas (LNG) as a replacement fuel 
for electric power generation is expected to increase, contributing to higher global LNG prices. Japan is already the largest 
importer of LNG in the world, with daily imports averaging more than 9 Bcfld in 2010. EIA projects US. imports of LNG will 
average 0.9 Bcf/d in 201 1, down 21 percent from 1.2 BcWd in 2010. 

Global Crude Oil and Liquid’Fueis 

Crude 011 and LiquidFuels Overview. EIA proiects that total world oil consumption will w o w  bv 1.4 million barrels 
@r day Ibblld) in 2011, which is about 0.1 million bblld lower than last month’s Outlook. and 1.6 million bblld in 
2012, sl&htlLhiqher than forecast last month.. Supply from non-OPEC countries increases by an average of about 0.6 
million bbUd annually through 2012, which is about 0.2 million bblld higher than in last month’s Outlook. OECD inventory 
reports for the first quarter 201 1 have come in higher than EIA projected in last month’s Oullook. Consequently, while EIA 
stili expects the market will rely on both a drawdown of inventories and increases in the production of crude oil and 
non-crude liquids in OPEC member countries to meet projected demand growth, the forecast for OPEC crude oil and liquid 
fuels production has been lowered from last month’s Outlook by about 0.14 million bblid in 201 I and 0.5 million bblld in 
2012. 

Amonq the maior uncertainties that could push oil prices above or below our current forecast are: continued 
unrest in producinq countries and i ts potential impact on SUPDIY: decisions bv key OPEC-member countries 
reqardinq their production in  response to the alobal increase in oil demand: the rate of economic arowth, both 
domestically and qlobally; fiscal issues facinq national and sub-national sovernments: and ,China’s efforts to 
address concerns reqardinq i ts qrowth and infiation rates. 
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I I -______ 
Technical Analysis 
-- Winter 201 1-12 Strip Chart 'I c--c Short Closed at $4.76 

Summer 201 1 Strip Chart +-+ Shod Closed at $4.37 

Economy 
------T Summer 2012 Strip Chart ..e-+ Short Closed a1 $4.74 28 -. -- - 

_- -- 
EIA projects total natural gas consumption to grow by 1 4% to 67 1 Bcf/d 

consumption. Projected consumption increases slightly in 2012 to 67 2 
Bcf/d. 

Long EIA expects average total production Io increase by 7% to 67.1 Bclld in 
201 1 despite a "signilicant decline" in gas drilling aclivity. 

f--t Long in 201 1, resulting from an increase In the industrial and electric power Demand 

J- Supply 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
June 23,2011 

World benchmark crude oil prices reached their highest level of this year 

little since lhen EIA projecls WTI at $104/bbl for 2011 and SlOBlbbl in 
end of April, fell by about 10% by May 9 and have changed very 

---- ._______ 
Price Page 

Ref Comments 

W0nthP.r 

30 

~ ~~~ ____ r N O M  predicting above average temperalures for July 201 I--September 
2011 for portions of the southern and western CONUS Below normals in 
north central podion of CONUS 

Long Term Forecast (July Il--Sept 11) 12 

I 
July Is predicted lo be 2.3% warmer than normal based on 10 year 
normals and August wealher is predicled to be 1.7% cooler than normal. I l3 

-_ 
Mid Term Forecasl(30-60 days) 

Short Term Forecast (6-10 days) 

7ropical Storm Activity 

EIA Weekly Storage Report 

Summer 201 1: 
Winter201 1/12 

as higher levels of demand, 
downward price pressure from a Gas Daily 

Hydro levels in he Pacific Northwest are exlraordinary high Regions price 
is "incrementally bearish", but "won't push price down Lo Ihe $3 

--I_____ 

1 Gas Daily 

The market share of gas used In US generation will rise lo 40% of overall 
capacity by 2035, compared wth 21% in 201 1. Gas Daily 

Traders and analysts believe the COnlinLJed growth of onshore production 

show the decreasing effects of storms on gas prices 
Long will dampen any storm-related price volatility Historical NYMEX prices 23-24 L ._1- 

~ D a i l  y 

Government Agencies 
. 1 4 I ~ 

I -T----- -~ --T----I 
-- 

The projected Henry Hub natural gas spot price averages $4 25lMMBlu 
for 201 1 and $4 58/MMBtu for 2012 

Energy Information Administration 
Summer 20 I I : 54 20 1 
Winler 2011/12: $4.608 

Oil Market 

~ 

. , ~ ^ _ _ _ _ _ _  
Meeting knutes:  412 Annex Conference Room - 1:00 pm 

Allefldees: Jim Mehring, Jeff Kern, Mike Brumback. Joachim Fischesser, Terry Bales, Sfeve Niederbaumer 

Discussed the current market fundamentals including wealher (including hurricanes' impact on price volitility), storage levels, supply and demand 
and analyst thoughts on the current gas market conditions In addition, discussed DE0 and DElTs hedging programs and Ihe amount of gas 
currently hedged within those programs. 'The KPSC is currently reviewing DEKs Hedging Program Determined that based on levels currently 
hedged in Ohio and that the KPSC was in the process of reviewing DEKs Hedging Program additional hedging activity for Ohio was appropriate at 
lhis lime Discussed several hedging opportunities and determined to hedge in Ohio 5,000 Dthlday for December 201 I-February 2012 converting 
a FOMI price to fixed. In addition. for the period November 2012-0ctober 31.2013 to hedg 

I 

-- _._ 
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6/21/2011 

Duke Energ/Kentucky 
Hedging Program 
Current Position 

System ___ Hedged to Date Next Target (10/31/11) 
Delivery Supply Total Required Allowed 
Month Dthlrno Dthlday Dthlrno dthlday dthlday 

Nov-11 
Dec-11 
Jan 12 
Feb 12 
Mar-12.- 

Winter 11/12 
Target Levels By October 

Nov-I 2 
Dec-I 2 
Jan- 13 
Feb-13 
Mar- 13 

Winter 12/13 
Target Levels By Oct 

Target Levels By March 

Target Levels By Ocl 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

Historic Prices: 

June 
2 Month Ava 

~ ., - ~ - "  -. 

NYMEX C 

5-yr. avg. 
(06/07-1 O i l  1 ) -- 

$6.92 
$6.10 
$5.43 
$5.13 
$5.69 
$6.23 
$5.84 
$5.80 
$5.83 
$5.77 
$6.15 
$6.31 
$5.93 

s l n g i c e  

Last Year 
(201 0-201 I) 

$4.72 
$4. '7'7 
$3.65 
$3.84 
$3.29 
$4.27 
$4.22 
$4.32 
$3.79 
$4.24 

..- 

$4.1 5 

-i;li;i;jEIA-/NYMEX 
25-May-I1 7-Jun-I 1 22-Jun-11 

$4.060 
$4.090 
$4.21 0 
$4.290 
$4.390 
$4.680 
$4.790 
$4.700 
$4.480 
$4.350 
$4.250 
$4.220 

$4.388 
$4.423 
$4.448 
$4.489 
$4.621 
$4.806 
$4.909 
$4.899 
$4.842 
$4.704 
$4.724 
$4.755 

$7.50 

$7.00 

$6.50 

$6.00 

$5.50 

$5.00 

$4.50 

$4.00 

$3.50 

$3.00 

July Aug Sep Oct Nov Rec Jan Feb Mar Apr May June 

---- Hedged Prices 
Ohio Kentucky 
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N 

EarthSat Weather 

0-0.9 t o  0.9 

Not as warin in the West 

The forecast fealures warmer changes across the Midwest. Northeast and 
Mid-Atlanlic, and cooler changes across the West Our map continues lo 
show aboves from the Desert SW and Interior Wesl eastward through the 
Southern Plains. South. and now along Ihe East Coasl. This outlined zone of 
anomalous heat perhaps best reflects a warm AM0 patlern, which also 
correlales with seasonalcool temps along the Wesl CoasL Additional 
forecast drivers include the -PNA and, to a lesser exlent, lhe +EPO This 
latler signal could possibly help instigate enhanced slorminess across the 
Southeast and along lhe Gulf Coast (and therefore presents a cool risk). The 
warm-dominated MJO phases 1-3 lend further support lo our forecast, thougt 
it's worth noting lhat phase 1 centers the warmest anomalies across Ihe 
North and phase 3 aligns them from the Midwest through Ihe Mid-Atlantic. 
Even though the MJO remains an uncertain signal, the justmentioned 
supportive phases present warm risks lo our forecast for the East and 
Midwesl 

I J u l  PWCDD** Forecasts VOY Normal uDdated to '01-10 I 

- .-z-:.---. - 
Change: +3  I "Nalional PawWciohlcd CDDs 

Marginal warming Interior West 

ade nearly across the board, particularly in Texas 

SW More seasonal temps are expected from parts of lhe Northeast and the 
western Midwest through Ihe Northwest, while near-belows are forecast for 
SoCal Primary forecast drivers indude Ihe warm AM0 and +EPO. wilh 
some addilional support provided by the very warm MJO phases 1-4 
However, if Atlanlic tropiml activity ramps up to a significant degree, 
polentially heavy rains could cool Ihe Southeasl and Gulf Coasts There's 
also a chance lhat the MJO wave propagates through phases 5-7. any of 
which correlate wilh a decidedly cool patlem for Ihe Eastern half The years 
1954. 1955, 1999 and 2008 represent a few best-fit analogs [based on 
warm AM0 cold PDO and pre-summer La Nina condilions). and produce a 
monlhly composile lhat matches our map fairly well 

Change: '' "NalionalPop-Weighted CDDs mal Pop-Weighted CDDs 
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EarthSat Weather 

“More Much Aboves Press Into The Plains, Midwest* 
*East May Stay More Seasonal* 

Progression of the forecast and day-on-day changes has lead to 
a warmer forecast across the Plains and Midwest. The core of 
the heat in these regions should be found in the second half of 
the period There could still be even hotter than expected read- 
ings for the Plains and Midwest per the some of the guidance, 
as more much above normal temperatures may appear. Also 
within that model and the European ensemble, a much warmer 
outlook is seen in the West A s  a result of the warmth in the 
middle of the country, high pressure at the surface could situate 
across the East Coast This might allow for any warmer air to 
push into the region to be delayed. 

Forecast Confidence: 6 

Forecast Confidence: 5 

A +3F to +4F A +5F to +7F @d MA +SF to +14F 

a B -3F to -4F a E? -5F to -7F MB -8F to -14F SB -15 or Lower 
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/--- Iizdepeizdeizf Sfofistics & Aiiolysis 

e% U.S. Energy Infoilnation 
Administration P 

June 2011 

Short-Term Energy Outlook Supplement: 
201 1 Outlook for I-X-urricane-Related Production 
Outages in the Gulf of Mexico 

High 1 iglz t s 

0 The National Oceanic and Atmospheric Administration's (NOAA) Atlmztic 
Hwricnne Season Oi~tlook, released on May 19, 2011, predicts that tlie Atlantic 
basin likely will experience above-normal tropical weaklier activity during this 
year's hurricane season (June 1. - November 30).' NOAA projects that 12 to 18 
named storms will form within tlie Atlantic Basin over flie next 6 montlis, 
including 6 to 7 0 liurricanes of which 3 to 6 will be intense.* 

* B e o n  the results of a sirnulation using the NOAA predictions for the level 
of liurricane activity, EIA estimates tliat niedian outcomes for shut-in 
production ui the Federallv-administered Gulf of Mexico as a result of 
disrwtions &xhg the 7CKL.l m w  are 19 
& d e d l i o i i  cubic feet (Bcf) of natural gas. 

e Projections of shut-in vroduction are highly uiicertajn. For example, there is a 
70-percent probabiIity that shut-in offshore production for the entire season 
will fall between 3.2 and 53.5 million bbls of crude oil and between 6.5 and 162 
Bcf of natural gas. Intervals wit& a higher Iikeliliood of encompassing the 
actual level of sliut-in production would be even wider. 

* EIA's simulation results indicate 80-vercent txobabilitv of offshore c r m  
or natural gas production experieiicing outages during the upcomingjiurricane 
season that are equal to or larger than the production sliut in during. the 2010 
hurricane season (about 4.3 miIlion bbls of ci-ude oil and 8.5 Bcf of natural pas).. 

Contact: Tyler Hodge (Tyler.Hodge@eia.gov) 
1 htto:/lwww.coc.noaa.gov/Droducts/outlookslhurricane.shtml 
2 A named storm'-generally refers to either a tropical storm or hurricane. An intense I-iurricane is one 
rated as Category 3,4 or 5. A moderate hurricane is classified as either Category 1 or 2. 

h 

Energy Information AdministrationlShorerm Energy Outlook Supplement - June 2011 
I 
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Impacts of the 2010 Hzwricaite Season on Cirrde Oil and Natzwal Gas Production 

The Atlantic Basin experienced above-average Iiurricane activity during the 2010 
hurricane season, consistent with NOAA’s updated August 2010 Outlook. Nineteen 
named storms passed through tlie region, including 7 tropical storms and 12 
hurricanes, of which 5 were classified as intense.3 

Alfhouph hurricane acl-ivitv in the entire Atlantic was above normal, the Gulfqf 
MAcowa s s 3  4-zaedboi n [he worst of the storms. Odv  one hurricane and two tropical 

400 miles of the center of the Gulf vroducins region. T~LIS, &impacts to crudefil 
and natural gas production were quite limited. 

. .  
sA!mmdx- . c t w  of tl \e s-ed withi I1 

Hurricane Alex initially threatened offshore production in late June 2010, but as tlie 
storm reached hurricane strength it turned westward and made landfall near 
Tampiro, Mexico. According to the Department of tlie Interior’s Bureau of Ocean 
Energy Management., Regulation, and Enforcement (BOEMRE), a total of 1.04 million 
bbls of crude oil and 1 . G  Bcf of natural gas were shut in by Hurricane Alex, 
representing about 2 percent and 1 percent of normal monthly Gulf crude oil and 
natural gas production, respectively. In late July, Tropical Stor~ii Bonnie passed over 
Florida and entered the Gulf of Mexico. By the time it passed over die Gulf producing 
region, it had been downgraded to a tropical depression. BOEMTE reports that 3.26 
million bbls of crude oil production (7 percent of the monthly normal level) and 6.3 
Bcl of natural gas production (3 percent of the monthly normal level) were shut in by 
Bonnie. Figure 1 highliglits tlie effect of some past tropical storms and hurricanes on 
crude oil and natural gas production in the Gulf of Mexico. 

3 NOAA had originally projected a relatively normal level of hurricane activity in its May 2010 OuUook, 
but the projection was revised in August to a likely range of 14 to 20 named storms, including 8 to 12 
hurricanes. 

Energy Information AdministrationlShort-Term Energy Outlook Supplement - June 2011 
1 
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Wednesday, June 15,201 1 

Summer prices neutral on cooler Forecast: NGSA 
Gas prices are likely to remain stable this summer as higher levels of demand, storage and 
economic growth counteract.downward price pressure from a cooler forecast, the Natural Gas 
Supply Association said Tuesday in its summer outlook. 

”This is the third,year in a row that we’ve seen a stable market for natural gas. We anticipate that 
the trend has legs not only because of the shale plays now being developed, but because of all 
our supply sources,” Skip Horvath, the president and CEO of NGSA, said in a statement 

The trade group on Tuesday released its summer outlook, which analyzes factors that impact supply and 
demand and projects the combined impact of these factors on summer gas prices. The analysis found 
this summer would be 18% cooler than last year and 3.4% cooler than the 30-year averaqe. Lower 
temperatures will reduce demand for air conditioning, which will in turn put downward pressure on gas 
prices. 

When the weather is combined with the four other factors in the analysis, however, there will be a 
neutral impact on summer prices this year compared with the summer of 2010, NGSA said. 
“Customer demand, the economy, production and storaqe inventories all are projected to xrm 
but at moderate rates that are similar to last suEmer, placinq overall flat pressure on natural aas 
prices,” the group said in a statement. 

But there are still a couple of sectors to watch, the group said. Power plants switching from coal to 
natural gas will usenaverage  2.6 Bcfld of qas this summer compared with 1.8 Bcfld during the 
summer of 2010, an increase of  44%. “This would.make 2011 thethird consecutive summer of the 
coal-to-gas switchinn phenomenon, and the largest amount of switching yet,” the statement said. 

Industrial demand is projected to be up 2%, NGSA said. “Weexpect industrial demand to be our most 
sianificant growth sector this summer. Althouqh not vet at me-recession strenqth, primary metals 
demand for natural qas is climbinq and seems poised for continued growth. At the same time, 
overall industrial demand for natural qas is positioned to match or surpass pre-recession levels,” 
Horvath said. 

But the overall economy will hit a “soft patch” this summer, with GDP growth at 2.5% this summer 
compared with 3.1 % in the summer of 2010, NGSA predicted. 

Gas storage levels are expected to start the summer at 1,579 Bcf and hit 3,900 Bcf by the end of injection 
season. Last summer started with 1,669 Bcf in storage and ended with 3,840 Bcf when injection season 
came ta an end. Average production is forecast to be 62.1 Bcfld this summer, an increase over the 2010 
summer average production of 59.1 Bcfld. Canadian imports are predicted to be 6.2 Bcfld, down from 6.9 
BcWd last summer, and LNG imparts are expected to be 800,000 Mcfld, down from 900,000 McNd last 
summer. 

However, there are several “wild cards” that could impact the outlook, including a stronqer than 
expected industrial rally, an unexpected statewide ban on shale production and significanJ 
weather surprises, NGSA said. - Kate Winston 

20 
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Friday, June I O ,  201 ’l 

Analysts differ over hydro glut’s impact an Western gas market 
While hydro levels in the Pacific Northwest are extraordinarily high, analysts differ on what i m m  
that qlut wilt have on the reclion’s qas demand and prices this summer. 

Thanks to a snowy winter and rainy spring, river flow forecasts are averaging well above normal in the 
Northwest, leading to concerns that the subseqllent drop-off in gas-fired generation demand could spur 
“atrocious” storage injections, according to a recent report by Jefferies & Company. 

“Worst-case scenario, we enter storaae more than full,” Jefferies analyst Subash Chandra wrote. 
“Gas stays in the low $4.00s[/MMBtul and dips into $31 MMBtu-plus territory ky October.” 

But Biliana Pehlivanova, an analyst with Barclays Capital, said any fluctuations in Northwest gas 
demand won’t amount to “a big swing in states’ generation portfolios” and likely will be tied to short-term 
shifts in weather. 

While Pehlivanova said the outlook forthe reaion’s gasmarket this summer is “incrementally 
bearish,” the situation2won’t push us down to, say, the $3 level. ... While the surplus hydro 
availability is expected to be greatest in June, it poses limited downsiderisks to aas 
consumption.” 

The Barclays report showed that this summer’s hydro output in Pacific Northwest is likely to 
surpass last year’s, averaging between 5,700 MW and 7,700 MW of incremental power supply. ” I f  
the full brunt of such an increase in hydropower were to be borne by gas, the resulting droppf 
gas consumption would be as large as 1.2-1.5 Bcfld,” the report said. 

But Barclays said wind power, not gas, will take the biggest hit from the hydro glut. 

“All coal and gas generation has already been rendered unnecessary during the off-peak hours, so 
much so as to necessitate the forced shutdown of wind generation as well,” Barclays said. 

Meanwhile, the lofty hydropower generation levels are expected to linger. “We can say with confidence 
that high March levels will persist through the summer,’’ the Jefferies report said. “Historically, a strong 
March yields a strong summer.” 

That is supported by high stream flow and snowpack, Jefferies said. “Stream flows are well above 
average, and should remain so as snowfall and cool temperatures in the West have allowed for above 
normal snowpack levels ” 

Barclays agreed. “Snowpack levels in the Pacific Northwest are significantly higher than those of last 
year, measuring more than 200% of historical norms in numerous locations. The Northwest River 
Forecast Center expects water supply at the Dalles Dam this year to be the seventh highest out of the 
past 50. In stark contrast, last year ranked 47 out of 50.“ -Anastasia Gnezditskaia 
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Wednesday, June 22,201 1 

Gas seen taking 40% share of generating capacity by 2035 
New market drivers for US power generation are likely to boost the role of natural qas far beyond 
its current share,  including low gas prices, pending C02 regulation, future coal plant retirements 
and the ability of qas-fired units to help inteqrate renewable energy, according to industry 
analysts. 

‘The - overall market share  of gas used in US power generation will rise to 40% of overall capacity 
by 2035, compared with 21% in 2011, while renewables’ share  should increase to 11% from 4%, 
Mark Griffith, a managing director at Black & Veatch Management Consulting, told an industry event 
Tuesday in Washington. 

The share of coal used in the US generation sector should decrease to 25% from 49% over the’same 
time period, Griffith said. He added that power aeneration will be the main sector  for expanded gas  
use because it is growing about two times faster than the residential and industrial sectors. 

Meanwhile, Bruce Henning, vice president at ICF International, expects US power consumption to grow 
by I .7% per year through 2030. 

That will result in a dramatic increase of gas-fired forms of power generation, with combined-cycle 
generation ramping u p  to 400,000 MW in 2035, compared with 200,000 MW in 201 1, and combustion 
turbine power supply reaching 250,000 MW in 2035 vs. the current 130,000 MW, h e  said. 

Since the growth of renewable generation will get a strontq boost from renewable portfolio 
standards,  now adopted bv more than 20 states,  uas  will be  the lowest-cost- 
---- such  intermittent sources of power, Henning said. 
~- In addition, the retirement of coal and nuclear plants will make gas  a more dominant source ELf 
base-load generation, analystssaid.Pendinq carbon controls will further decrease the reliance on 
- coal, possibly pushinq it “out of the picture,” accord iw to Henninq. 
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J 
Tuesday, May 31,201 I 

Hurricanes’ impact on gas prices diminishing 

Although many meteorologists predict an above-averaqe Atlantic hurricane season this year, 
traders and analysts believe the continued churn of onshore production wil l dampen any storm- 
related price volatilitv. 

However, one factor could throw a wrench in the works: significant storage deficits in  the 
consuminq. East and West markets compared-with year-ago levels. lndustrv analvsts believe those 
deficits could send some buyers scurrying for gas if a maior hurricane takes out-production in the 
Gulf o f  Mexico. 

‘This year’s hurricane season, which runs from .June 1 through November 30, could bring 12 to I 8  named 
storms and six to 10 hurricanes, according to predictions released in mid-May from the National Oceanic 
and Atmospheric Administration. Three to six hurricanes could strengthen to Category 3 or higher, N O M  
predicted. 

“‘The impact of the hurricane season, particularly in the natural gas market depends on where our daily 
demand [and] supply are and what our temperatures are when we start to see the development of the 
storms,” said Alan Lammey, energy analyst with WeatherBell Analytics. 

Since the devastation wrought bv hurricanes Katrina and Rita in 2005, gas production has shifted 
steadily from offshore to,onshore, boosted in no,small part bv the viability of shale gas and by the 
BP Macondo blowout last vear. 

In 2009, US sha lems  production-was rounhlv equal to offshore output, with each vieldinq about 
3.1 Tcf, accordinq to data from the Energy Information Administration. While 2009’s shale 
production was a marked increase from 2007 output of about 1 .I Tcf, offshore production was down from 
roughly 3.5 Tcf in 2007. 

The production shift means the industry is less susceptible to maior price fluctuations in the 
- event that a hurricane knocks out offshore production, said Ben Schlesinger, founding president of 
consulting firm Benjamin Schlesinger and Associates. 

Historical NYMEX prices show the decreasing effects of storms on gas prices. In 2005, when 
Katrina and Rita hit, NYMEX prompt-month prices soared past the $lO/MMBtu mark, hittinq a hiqh 
in  the $14.00s/MMBtu in late September after starting the year with a $5 handle. 

In contrast, the NYMEX prompt-month contract barely budged from $6-$7/MMBtu territory when 
Hurricanes Gustav and Ike hit the Gulf region in the fall o f  2008. 

“We would see even more replacement gas flood in from the onshore with the kind of surplus we have 
right now,” Schiesinger said 

However, the market would not be entirely immune to price increases if a devastating storm hits the Gulf. 
“A lot of gas coming into some areas is from the offshore, so you will see a big effect depending on [the] 
location of the storm,” one trader said. 
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And if a large percentage of offshore production is shut in for an extended period, the storage deficits in 
the East and West could worsen, a Texas financial trader said. According to EIA data, for the week 
ending May 20, the East had 860 Bcf of gas in storage, about 17% less than year-ago levels, while the 
West had 262 Bcf, down 30%. 

Yet even areas prone to hurricanes, such as Florida, are better positioned for storms than in the past. For 
example, Lukasz Cyran, manager of market operations for Infinite Energy, said there are now more ways 
to get gas into Florida Gas Transmission zone 3, thanks to recent pipeline expansions. 

The Florida Gas Phase Vlll expansion, which began service earlier this year, added 483 miles of pipeline 
and 820,000 Mcfld of capacity to Florida Gas’ system to ease price spikes and supply shortages in the 
region. 

But as with every year, those in the industry will be keepinq a close eye on the sky  during the 
hurricane season. “There’s always a fear,” Cvran said. “Hurricanes are always going to have an 
impact.” 
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Wednesday, June 8,201 1 

EIA ups supply outlook despite falling rig count 

The Energv Information Administration on Tuesdav raised its 201 1 aas supplv forecast bv 580,000 
Mcfld, or  about 7%. to 67.06 Bcfld despite a “significant decline” in gas drilling a c t i v h  

In its June short-term energy outlook, EIA said total US marketed production is expected to rise 4.5% this 
year to 64.61 Bcf/d, compared with last-month‘s forecast of a 2 3% increase to 63.23 Bcfld. 

“Production continues to grow at a strona pace despite a significant decline in qas-directed 
drillingactivitv,” EIA said. “According to Baker Hughes, total working natural gas riqs now 
-- number 881, down l q %  from the August 2010 level. However, growth in  oil-directed drillinq 
activity could lead to significant increases in associated natural qas production.” 

Looking farther ahead, EIA said it expects “risinq natural gas prices in21L?_2 to contribute to an_ 
increase in drilling activity.” 

The agency raised its second-quarter Henry I-iub forecast to $4.25/MMBtu, up 6 cents from its May 
outlook. It also raised its 2011 forecast to $4.25/MMBtu, up a penny, but dropped its 2012 price outlook to 
$4.58/MMBtu from its May prediction of $4.65iMMBtu. 

- On the demand side,the aqencv, expects industrial gas consumption to rise 3.1% this vear to 
18.65 Bcfld and qas use by the electric-power sector to rise 0.4% to  20.3 Bcfld. 

Demand from both sectors wil l continue t o  rise in 2012. EIA said, while residential and commercia! 
use wil l decline bv 2.8% and 2.2% respectivelv. in 2011 and 2012 due to an expected slide in 
heating demand, 

According to EIA, the growing domestic production trend will have an impact on both imports and exports. 
Gross pipeline imports will drop 4.2% to 8.68 Bcf/d in 2011 and 3.7% to 8.36 Bcf/d in 2012, EIA predicted 
- lower than the agency‘s May outlook of 8.87 Bcfld in 201 1 and 8 23 Bcfld in 2012. 

EIA said imports of liquefied natural gas will drop from 1.2 Bcfid in 20 10 to 1 Bcfld in 201 1 and 950,000 
Mcfld in 2012. The 201 1 forecast is slightfy higher than EIA’s month-ago estimate of 940,000 Mcfld. 

At the same Lime, gas exports are on the rise, EIA noted. “increased pipeline gross exports to Mexico and 
Canada during the first part of 201 1 have led to an upward revision for both 201 1 and 2012. Pipeline 
gross exports are expected to average 4.1 Bcfld in 201 1 and 3.9 Bcf/d in 2012, compared to 
just 3.1 Bcf in 2010.” Increased production will also help boost gas storage levels as the summer 
progresses. Working gas storage stood at 2.107 Tcf on May 27, which is 237 Bcf lower than at this time 
last year, but “projected inventories surpass 3.8 Tcf at the end of October 201 1 as a result of high 
production levels and a mild summer relative to last year,” EIA said. 
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hort-Term Energy Outlook 
June 7,201 1 Release 
(Next update July 12, 2011) 

W o r l d  b e n c h m a r k  c r u d e  o i l  Dr ices reached the i r  h iqhes t  leve l  of t h i s  year at the end  of Apr i l ,  fell b y  about  10 
p e r c e n t  by M a y  9 a n d  have  c h a n q e d  very  l i t t le  s i n c e  then. astill expects  o i l  marke ts  t o  t i g h t e n  t h r o u q h  
2012 q i v e n  p r o j e c t e d  w o r l d  o i l  d e m a n d  q r o w t l i  a n d  s l o w i n q  q r o w t h  in s u p p b  f r o m  c o u n t r i e s  t h a t  are n o t  
m e m b e r s  of the  Or an izat ion of t he  Pet ro leum Ex or t in  Coun t r i es  ( O P m T h e  r o i e c t e d r e f i n e r  c r u d e  
x a v e r a q e  acquisi:on c o s t  r i ses  f r o m  $204 per  bErrel i:2D1 Lto $108 per barrel  i:2012. a b o u t  t- 
las t  m o n t h ' s  Outlook. 
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for 201 1 and $4 5351MMBtu for 201 2 25 

Long Term Forecasl (August 11--0ct 11) t 
-..-. __I__.- 

- t 
t 

Mid Term Forecast (30-60 days) 

Short Term Forecast (6-10 days) 

- 

Tropical Storm Aclivity - 

_I_. Winter 201 1-12 Strip Chart 

Summer 201 1 Strip Chart 

Gas Daily 

-- Closed ala4 66 

+--* I Short Closed at $4.37 

l -  

Short IAbove and some Much Above dominate the G to 10 day forecast. I 14 

_______L_ 
itorage Inventory 

Storage injections for ihe week ending July 15th were GO BCF Storage 
levels are a12 671 TCF which is 7.4% lower than last year and 2.2% lower 
than ihe 5 year average, 

E1A Weekly SLorage Report f L~~~ 

Gas Daily 

Gas Daily dicting $4 25lMcf which is 12% below where 

demand by 2020. 

, I .-_______.___I__-- 

Gas Dally 

.-- ;oveinment Agencies 

Energy lnformatlon Administration 
Summer 201 I : $4.253 
Winfer 201 1/12: $4.526 

___I__- 

/EIA expects average toial produclion to increase by5 8% to 65.4 Bcf/d';;;t - 
Supply -- 

Oil Market 

Crude oil price outlook remains uncertain Among the major uncertainties 
IhaI could push oli prices above or below tile forecast are: additional 

sustain higher produclion levels, and h e  rate of global economlc growlh 
EIA projecls WTI at $IDZ/bbi for 201 1 and $108/bbi in 2012. 

~- 
Meeting Minutes: 414Annex Conference Room -5 :OD am 

Allendees: Jim Mehring, Jeff Kern, Mike Brumback, Joachim Fischesser, Terry Bales, Milch Marfin, Slew Niederbaumer 

Discussed market lundamentals including weather (Tropical Slorm Don), slorage invenlory levels. PlRA (early bird 2012 forecast) and EIA 
forecasts, independent analysts projections of supply and demand and the impact on gas prices, economic influences on supply and demand and 
technical analysis on Summer and Winter Strip prlces. In addition, reviewed DE0 and DEK's hedging program to dale Signiticanl discussion look 

the hvo deals that Duke Ohio entered Into slnce the last 

their bids were: 

offered and accepted. Based on previously discussed factors. a decision was made not to hedge additional volumes at this time 
inline to a Rxed Rate deal. 
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7/27/2011 

Duke Energy Kentucky 
Hedging Program 
Current Posit ion 

System Hedged to Date Next Target (10/32l/ 
Delivery Supply Total ____ Required Allowed 
Month Dthlmo DtNday DtMmo dthlday dthlday 

Target Levels By Ocl 

Summer 2012 

Target Levels By Oct 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

" Aug ..... _... " ..... 
...,... SeP ~.~ ...... 
Oct 
Nov 
Dec 
Jan 
Feb 
Mar 

"1..1.."..".."". 

.... .... .." .... " r  

.... " .... .... ".. 
"....I.. ~"..",." 
... "..". . ".". 
".. . .... ̂.̂ .." 

.. APr ".."..." ...... 
Nay.,. ." 
June 

.....I.. 1..."... 

July . 
.", .." .... ̂ ... 

I-listoric Prices: 
NYMEX C 

5-yr. avg. 
~06/07-10/11) 

$6.10 
$5.43 
$5.13 
$5.69 
$6.23 
$5.84 
$5.80 
$5.83 
$5.77 
$6.15 
$6.31 
$6.61 

sing Price 

Last Year 
(2010-2011) 

$4.77 
$3.65 
$3.84 
$3.29 
$4.27 
$4.22 
$4.32 
$3.79 
$4.24 
$4.38 
$4.33 
$4.36 

2 Month Avg $5.91 $4.-l2 - 

---1 Summer Average 
Winter Average .- 

26-Jul-I1 I 12-Jul-11 - 

$4.080 
$4.1 50 
$4.220 
$4.310 
$4.6 I O  
$4.71 0 
$4.61 0 
$4.390 
$4.280 
$4.190 
$4.1 70 
$4.280 
$4.333 
$4.196 
$4.526 

____- 

NYMEX 
27-JuI-11 

$4.387 
$4.352 
$4.366 
$4.469 
$4.637 
$4.733 
$4.730 
$4.695 
$4.608 
$4.625 
$4.655 
$4.694 . - - ~  --, 

$7.00 

$6.50 

$6.00 

$5.50 

$5.00 

$4.50 

$4.00 

$3.50 

$3.00 

Hedged Prices 
Ohio Kentucky 

Aug Sep Ocl Nov Dec Jan Feb Mar Apr May June July I- .I..___ _____I 

l l  
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Shorler-term leleconnection signals such as Ihe +EPU and -WPO also lend 
supporl to llie forecast pattern Finally. a piece in Tuesday's Editor's Notes 
documented how (he June-July estimate of hislcrically hlgh PWCDDs 
correlates well wilh a ho! Augcisl (as was the case in 1988. 2002. 2005 and 
2006 and 2010) Enhanced tropical aclivily could disturb lhe patlern a bit. as 
could very slrong blocking (very - A 0  and/or -NAO) 

N 

EarthSat Weather 

53.0 m+2.0 to+2 .9  U + l . O t o + 1 . 9  ..A,,, m-1.Oto-1.9 m - 2 . 0 t o - 2 . 9  5-3.0 

0 - 0 . 9  to 0.9 

Midwest 

Still cool in Southern California 

Hotter across mid-continent 

Extreme heat continues at  times 
in Texas 

Mostly warmer changes were made to our final August forecast. especially in 
!he Midwest and Plains Aside from a cooler change in the Pac NW, olher 
cool changes were ralher marginal wesl of the Rockies. We call for a very hol 
end of !he summer from the Plains east, which meets our expeclalions thal 
persislence, the warm AMO. cold PDO and Southern drought will conlinue to 

Some minor warm changes were seen for Seplember across the 
soulhweslern Midwest and lhe lower Mississippi Valley. The forecast 
remains wan-dominaled overall, with the only cool anomalies reserved for 
California and (he Northwest. 11's important lo note lhat September is a 
shoulder month, so demands should be tempered by the lower normals 

Aug PWCDD"* Forecasts '10Y Normal updated to '01-10 

I Change: + I 5  
"Naiional Poo-Wcinimd CnOs 

analog years referenced in the August discussion also correlate with 
expansive aboves across the eastern two-thirds of the US Impacts from 
tropical slorms could cool the Soulli and/or Texas, while an unlikely pattern 
shift as simulated by the ME1 analogs could cause a cooler Easlern half and 
warmer West 

sen PWC[)D** ~~~~~~~t~ '10Y Normal updated to '01-1C 

Change: +' "Nahanat Pop-Welghled CDDs 

I3 
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WMDAw 
EarthSat Weather 

*Most Intense Heat Early In Period* 
*Persistence Favored Towards Period's End* 

Little has changed with the forecast this morning, featuring im- 
pressive much above normal heat at the onset of the period 
across the Central US which shrinks to only over Texas and the 
southern Plains by period's end. While there is potential for 
spikes of stronger than expected heat, this forecast does side 
with the hottest guidance, lessening the risk. There is potential 
for cooler conditions towards period's end as well, but persis- 
tence suggests that any cooler air should stay mired in Canada 
and struggle to invade the US. The least amount of confidence 
lies in the west, especially the Pac NW, where a warmer solu- 
tion is possible according to many models but recent verifica- 
tions suggest otherwise. 

I 

Forecast Confidence: 5 

a A +3F to +4F A +5F to +7F 
B -5F to -7F B -3F to 4 F  MB -8F to -14F SB -15 or Lower 
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d 
Thursday, July 2 1 201 1 

Annual hurricane threat to gas market disappearing: Barclays 
The annual hurricane threat to US natural gas suppliesbas diminished, Barclays Capital said in a 
report this week. 

--__- Short of a reprise of  2005’s tandem of hurricanes Katrinaand Rita, the biggest market impact of 
tropical storms hittinq the US would be the amount of demand they knock out, not the amount of 
supply thev cut off, Barclays analyst Biliana Pehlivanova said. 

“An active hu‘rricane season does not necessarilv mean disrupted production,” she said. “In fact- 
in  the event of a landfall near maior consuming areas, a tropical storm could bring more 
significant and longer-lasting disruptions to d e m d ”  

The Gulf of-Mexico “has lost its dominant position in US supplv.” the analyst noted, adding that 
Gulf production has dropped to 9% of  US output from 24% in 2001. 

“The 60% drop in Gulf production contrasts sharply with the 14% gain in overall US marketed supply for 
the same time frame,” the report said. “Consequently, a storm’s disruptive force carries far smaller 
implications for natural gas markets.” 

Threats t o m  Gulf Coast reqion “could still bring support to prices, but unless a storm’s 
destructive force proves to  have a long-lastina effect on a siqnificant amount of production, any 
support is likely to  be muted and short-lived,” Pehlivanova said. “Last summer, prompt-month prices 
hovered in the $4.50-4.90/MMBtu range as Hurricane Alex developed and made landfall in northeastern 
Mexico, shutting in 1.6 Bcf of production. lropical Storm Bonnie shut in 6.3 Bcf of production, but also 
failed to push prices outside of that range.” 

Bill Holland 
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Region 

East 

Weekiy Natural Gas Storage Report 

- 
Stocks in bliilon cubic feet [Scf) Historical Comparisons 

Year Ago (07/15/10) 5-Year (2006-2010) Average 
07'15'11 I 07'D8'11 I Change SloCksIEd) I %Chonpc I stockr(ncf) 1 Hchanpc  

1.298 1.248 50 1.419 -8 5 1,415 -8.3 

Page 1 of 1 

.6.7 west 378 362 16 173 -20.1 405 

Producing 995 1.001 -6 991 0 4  910 9.3 
--. I_.--- 

Total 2,671 2,611. 60 2,884 I -7.4 2,730 -2.2 

- - o z  

@aJ U S, Energy Information Adminislralion 
Indepndenl SWIislic5 a i d  Anahjsts 

Weekly Natural Gas Sto rage  Report 
Llnmc > NiWiiUh > Weehly Nilufal Gas Sloragc Repm 

Data 
History (XLS) 

5-Year Avcragcs, Muximum, 
Minimum, and Ycar-Ago stocks 
( X W  

Rererences 
Methodology 
oiftercnces Between Monthly 
nnd Weckly Data 
Revision Poilcy 

Storaoe Basics 
Natural Gas Wcckly Updatc 
Natural Gas Navigator 

Related Links 

Note: The  shaded arm lndicatcs the range between the historical minimum and maxlmum vaIufs for the 
weekly series from 2006 through 2010. 
Sourcc: Form EIA-912, "Wcekiy UndcrrJround Natural Gas Storage Report.'' The Olrsiied Vcrtical lincs indicate 
current and yoar-ago wccltiy periods. 

' 

Pr ivacy/Secur i ty  i Accessibility i Copyr ight  & Reuse - Contact  U s  I Feedback I Careers I About EIA 

Fedstats I US'A.goV I D e p a r t m e n t  o f  Energy 

http ://ir. eia. gov/ngs/ngs . html 7/26/20 1 1 

http://US'A.goV
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- PlRA 
" North American G a s  Price Overview 

Per MMBTU 
July 26, 201 d Release 

- _- -_ 
Jan-09 Jan-I 0 Jan-I 1 

' Fe6:09 Fib-? o W-i 1 
Mar-09 Mar-? 0 Mar-I I 

' Apr-09 AprllO Apr-i 1 

JUh-b9 Jun-IO jiGi I 
: Gay-09 May-I 0 May-I I 

Jul-09 <Jul-~o JuI-I 1 
: Aug-09 Aug-I 0 AUg-I 1 

Sep-09 Sep-io Sep-I 1 

Nbv-09 NOV-16 Nov-I 1 
Dec-09 Dec-io I Dee-I 1 

1 -  "6C-t-09 Oct-I 0 6ct-I1 

Average Average Average 
I 2011 $ - .  

2010 $ 

$ 

_ _  2009 $ 

Summer 
2011 $ 

Summe; 
201 0 - ~ -  

$ 

s 

Summer 
j 2009 

[WinTer 2O09-, 

- .  

$ 
Winter 261 0- I ~ i n t G 2 0 1  I-, 

I _  ?E? 2011 : $  ! 
- - - - __ i 2010 , _ - - _ _ - _ I _  i - 

Jan-I 2 
Feb-3 2 
Mar- 12 
Apr-I 2 
May-I 2 
Jun-12 

Augll2 
Sep-12 
Oct-12 
Nbv-12 

Jul-12 

Dkc-I 2 

Average 
2012 $ -  

Summer j 

. .  
: $  2012 j 

Hedging Meeting 7-28-1 1 .xIsx 

17 
7/27/201? PlRA Prices 
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July 26, 2011 NATURAL GAS 

GAS PRICE SCORECARD: 2012 
Bearish Ibleutral Bullish 

Slower production looks in store unless Haynesville growth 
exceeds our expectations. But slower depletion of non- 
shale wells, more associated gas and narrower offshore 
GOM declines should mitigate the overall slowdown. 

LNG has moved almost completely out of the US.  supply 

Reduced imports from Canada are expected to continue, but 
the YlY losses should become much smaller unless Canada 
had another unusually cold winter 

'"'' 
LNG 'mports IL1 lxJ picture and no change is in sight. 

Canadian Trade 'cl T^1 -- 

US. exports to Mexico will be higher given the inadequacy of 
gas-oriented drilling and a rising gas burn for EG. Mexican Trade r . 1  ----. 
Barrlng an unusually cold 2011-12 heating season, storage 
looks poised to reach an all-time high for end-March next 
year, but slower production growth should help minimize the Storage Levels [l i-'-J 

I 

Stronger gas-fired EG looks likely given new, more stringent 
environmental standards that will limit coal-fired EG. 

Rising gas intensity appears to be launching a faster pace of 
gas demand growth, but downside risks are also apparent. 

Barring another unusually cold winter, gas heating demand 
will suffer large YN losses through most of the next heatlng 
season with negative spillover effects into other sectors. 

Ekcfrlc Generation (EGJ E- 

Indusfrial Sector c:] E- 

Res/Com Heating a 

The combined NYYMEWICE fulures and option position held 
by speculators is still net short. Their long position, though, i s  

early June. Moreover, those bullish bets have bypassed the 
NYMEX 2012 contracts, which continue to languish. 
The revised upside potential for 2012 gas prices rests more or  
near-term developments. Thus, the impact on the longer-date, 
contracts should be relatively muted, especially considering 

NYMfXPrices and Specu la t ion  c1 [I] still near a rnulti.year high despite a sizable pullback since 

Prices 11 L I l  .m 
this year's price rally in the back-end of ihe NYMEX curve. - 

At -$4.75/MMBtu, the NYMEX 2012 strip i s  near the low end 
of the $4.68-$5.23 range in place since October 2010. New 
lows are certainly possible, especially if temperatures turn 
bearish in the early stages of the heating season. Further 
affirmation of slower US. production growth, however, would 
set the stage for a rebound. 

Price Out,ook , - -  Fd rll 

- ~ _ _  

PlRA Energy Group, 3 Park Avenue, 26Ih Floor, New York, NY 1002G-5989 (Iel) 212-686-6808 (Fax) 212-686-6628 www pira.com IG 

For authorized subscribers only Copyright 6 201 1 PlRA Energy Group. All rights reserved 

http://pira.com
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Monday, July 11,201 1 

Storage filling despite lack of financial incentive 

- Rising gas production has tiqhtened the spread between summer and winter NYMEX qas futures 
yalues, giving operators limited financlal incentive to  iniect gas into storage. But some apalysts 
maintain that storaqe wil l continue to  have value for market participants and that the spreads will 
widen out again by 2012. 

At the end of June, the spread between the NYMEX July contract and the December-through- 
February average was approximately 45 centslMMBtu, a far cry from the 80-cent spread in 2010 
and the $2 spread in the same period of 2009. 

-- “The summer-winter spread is tighter this year because the market is more bearish about the 
supply balance than it was last year,” said Greg Ballheim, director of consulting at Pace Global Energy 
Services. “In 2010, the market was concerned that a halvinq of the rig count in  late 2009 would 
result indower production in 2010. tt d i e  In fact, the rig count remains low, but we are exceeding 
production level highs last seen about 40 years ago.“ 

Pax Saunders, vice president of energy markets at Gelber & Associates, echoed that sentiment. “This is 
not just the amount of gas, but an oversupply condition,” he said. “Storing gas right now is not much of a 
favorable arbitrage.” 

A recent research note from Bank of America/Merrill Lynch added that “the market is barely covering for 
the costs of storage, embedding expectations of a below-normal injection season next summer.” The 
report said the market “is placing very little marginal value to storage at the moment,” either due to 
incremental working storage capacity brought online in recent years, expectations for a gas price 
rebound, or both. 

Furthermore, “operators are taking their time fracking and connecting wells to the system,” Raymond 
James analyst Christopher Butschek explained “This ‘uncompleted backlog’ of wells is in effect de facto 
storage, as the gas could hit the market within a month or two ” 

Analysts generally concurred that despite tightening NYMEX spreads, storage will continue to fill as large 
end-users and utilities will continue to inject 

“The qoal of the utilities and end-users is t o  lock in  the price, so they would store anyway,” 
according to Saunders, adding that they are not tvpicallv concerned with price spreads. Utilities 
typically do not speculate but buy and sell gas based on their hedgingproqrams as required by 
public utility commissions, he said. 

“Gas storage remains a necessary component of the US market - on a daily basis, gas production is 
basically flat throughout the year while demand remains highly seasonal,” Ballheim added “Gas must be 
injected in the summer so long as producers want to monetize their production capacity.” 

But merchant traders are reticent to store gas because there is “no reward with the lack of market 
contango,“ Saunders added. 

International Gas Consulting President Ken Beckman agreed. “It crushes the heart of the value for 
storage capacity in this year for anyone that does not have a specific need they are storing for; i.e. a real 
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winter demand,” he said. “With traders unable to find attractive spreads, storage capacity finds little value 
in the short term. It is really hard to sign up for new storage capacity this year in that scenario. 
Consequently, it takes a company with a long view to sign up for capacity.” 

But Bank of America analysts predict an eventual widening of spreads, as they believe the market will 
come more into balance in 2012. 

“In our view, storaqe-will ramp UP verv Quicklv under normal weather for  the remainder of this 
summer,” the report said. ‘‘[By1 our estimates, inventories will likely build above the five-year 
averaae and will end the iniection season at 3.75 Tcf. This will likely depress near-dated prices 
reiative to forwardv&ter prices.” - Anastasia Gnezdifskaia 
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Wednesday, July 6,201 1 

Raymond James boosts 201 1 price forecast 13% 
Analysts at investment bank Raymond James raised their natural gas price forecast 13% to 
$4.25/Mcf this year on Tuesday, with predictions of $4.30/Mcf prices at the Henry Hub throuqh 
December, 

But Marshall Adkins, their top qas analvst, isn’t qetting bullish on next year, predicting 2012 
prices will average $4.25/Mcf at Henw Hub, 12% below where the NYMEX strip is tradiQ 

This year’s gas price got a huqe boost from an abnormally cold winter, Adkins said, which burned 
up 500 Bcf, or  2.5 Bcfld more gas than Raymond James had predicted would be consumed when 
it made its bearish $3.75/Mcf estimate at the beqinninq of  this year, citinq qas supply qains of 4 
Bcfld. 

“Thanks to the weather, summer-ending gas storage may now end sfiqhtlv below last vear rather 
than over-supplied as expected,” Adkins said in a note to clients. 

“Lookinq ahead to 2012, the natural gas outlook remains uqly,” Adkins added. for  many of the 
same reasons he’s been bearish all along: surninn production growth, normal weather, and a 
sluqqish US economic rebound. 

A 

“Currently, US natural gas producers are growing year-over-year supply by about 4.5 Bcftd,” he said. And 
while dry gas rigs have dropped 8% as producers hunt for wetter, oilier prospects, those liquids plays will 
still produce enough gas to offset the decline in production from dry gas rigs. 

Without more industrial and power demand than is being seen in the current economic environment, the 
US still ends up with 2 Bcf/d more than it consumes and there’s not enough room in storage for all the 
extra gas, Adkins said 

“The point here is that our $4.25/Mcf forecast for 2012 will in all likelihood prove to be too high,” Adltins 
said, but hedged his bets after this past winter’s chilly surprise. “After the past couple of years, we don’t 
want to call for a natural gas meltdown only to have the market bailed out by six sigma weather events.” 

Raymond James’ first gas price forecast for 2012 calls for $4.25/Mcf average prices in the first quarter of 
2012, $4/Mcf in the second and third quarters, and $4.75/Mcf in the last quarter. - Bill Hollarid 

21 
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Wednesday, July 20,201 1 

MIT, EIA defend bullish shale gas projections 
Officials from the-Energv information Administration and the Massachusetts institute of 
YGhnologv on Tuesday defended their proiections of ample gas supplies for the next decade - 
views that have come under fire after The New York Times published articles critical of the 
economics of shale gas production. 

At a hearing of the Senate Energy and Natural Resources Committee, Ranking Republican Lisa 
Murkowski of Alaska said she was troubled that the late-June articles appeared to contradict EIA’s 
predictions of $5/Mcf gas until 2020 amid robust shale production. She said she was particularly 
concerned that the articles were based in part on leaked e-mails from within EIA. 

“We depend on EIA to deliver independent, impartial information,” Murkowski said. The Times article 
“deserves some kind of explanation.” 

”We found nothing that causes us concern,” Acting EIA Administrator Howard Gruenspecht replied. “EIA 
is doing a solid job tracking shale gas in the US energy system.” 

Grtlenspecht said most of the EIA e-mails the newspaper used to support its story - which suggested 
that shale drillers can’t make back their investments in the current market environment - were to and 
from one contract employee and so heavily redacted as to be wildly out of context. He promised 
to supply the committee with unredacted copies of the e-mails. 

“I  can’t tell you EIA is 100% right,” Gruenspecht said. “But we are transparent. We stand behind 
our shale gas work_,The results of the shift in North American natural gas markets have Iiad the 
positive effect of lowerinq prices and expandinq supp!v.hale gas is thus a ‘qame chanqer.’ In the 
decades to come, shale gas could provide 25% of US natural qas needs, compared to 8% in 2008.’: 

“We depend on you to give us information. This New York Times article challenges you,“ Louisiana 
Democratic Senator Mary Laridrieu told Gruenspecht and MIT professor Ernest Moniz, author of a 
recently updated report on the future of domestiC gas supply. 

“Do Y O ~ J  think there has been a paradigm shift in natural gas?” Landrieu asked. “The data and the EIA‘s 
projections indicate that there is a good chance” that such a shift has occurred, Moniz responded. 

“The New York Times story was very disappointing,” he added, noting that MIT’s study was completed 
using different shale data than EIA but came to nearly the same conclusions. 

“Even with uncertainty, there are abundant supplies of natural gas in the world, and many of these 
supplies can be developed and produced at relatively low cost,” Moniz testified. 

“In the US, despite their relative maturitv, natural gas resources continue to grow, and the 
development of low-cost and abundant unconventional qas resources, particularlv shale gas, has 
a material impact on future availabilitv and price,” he added. 

MIT’s study predicts that gas will be priced between $G/MMBtu and $8/MMBtu for the next 20 
years. 
-- Bi// Holland 

3 2  
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Thursday, July 21, 201 1 

Study: Pa. Marcellus could produce 17.5 Bcf/d 
Gas drillers doubled their spendinq in Pennsylvania’s Marcellus Shale last year to $1 1.5 billion and plan to 
increase that another 10% this year to $12.7.billion, accordinq to a Penn State Universitv&udy released 
Wednesdav. 

As a result of that greater-than-expected investment, Pennsvlvania’s portion of the Marcellus could be 
producinq 175 Bcfld. or 25% of US gas demand, bv 2020, said the studv funded by the Marcellus Shale 
Coalition. Gas production in Pennsylvania recently passed the 2 Bcf/d mark, with three-quarters of that volume 
coming from horizontal shale wells, it said. 

The report’s authors, three current and former Penn State energy economists, said Pennsylvania‘s lack of a 
severance tax on gas production lkeeps the Marcellus competitive with newer, more liquids-rich shale plays in Texas 
and North Dakota and compensates for the higher costs of drilling in Pennsylvania’s mountains . 
“The absence of a severance tax in Pennsylvania, along with city-gate prices higher than the national average, 
offsets higher costs associated with complex regulations, climate conditions, topography, higher labor costs and other 
structural factors,” said lead author Timothy Considine, now with the University of Wyoming. 

The study did not attempt to calculate the price of any environmental accidents or impacts But Considine has 
modeled such costs in reports for other customers, concliiding that the price of cleanup would be more than offset by 
the volumes of new Marcellus gas being supplied to the market 

The report, which assumes gas prices will remain relatively low and stable for the next 20 years, predicts that industry 
will be drilling new wells in Pennsylvania at the rate of seven per day or 2,5001year in 2020, up 1,405, or four per day, 
in 2010. 

The study used data supplied by 12 producers in the Marcellus that account for 55% of all wells drilled. 

For the last three vears, nas drillers have spent more than planned in Pennsylvania. For instance, the $11.5 
billion spent in 2010 far exceeded the $8.8 billion the firms originally forecast. 

The studv said that monev generated billions more in secondarv economic activitv, resultinci in an e s t i m M  
payment of $1.6 billion in state and federal taxes and supportina more than 140,000 iobs. 

Pennsylvania counties with significant amounts of drilling have seen their unemployment rates fall below the state 
average, the study said, while seeing an increase in sales tax revenue 

“For example, from 2009 to 2010 Bradford County saw an increase in tax revenue of $13.22%, while the state as a 
whole saw tax revenues decline (on average) by 2.26%,” it said. 

MSC President Kathryn Klaber told reporters on a conference call that the Penn State study did not look at other 
economic impacts resulting from Marcellus drilling, such as the continuing build-out of midstream pipelines and 
processing plants, or low-cost gas keeping manufacturers from moving out of state. 

She said the group supports some form of impact fee on drillers, with the revenue directed to local communities, as 
long as it’s “reasonable” and “competitive.” 

“You have to look at it for what it is,” Pennsylvania Budget and Policy Center research Director Michael Wood said of 
the study. “It’s an industrv produced document desisned to be an advertisement for industry. It’s not 
somethinq to make Dublic policy with.” 
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‘The Harrisburg-based BPC has criticized all three versions of the MSC’s economic impact studies as playing fast and 
loose with data and categories. Wood offered the $1.6 billion in tax revenue as an example. 

“The Department of Revenue cast a prettv wide net,” he said. “and their number was $200 million. N o t m  
there’s anyth-wrong with $200 million, but It’s not $1.6 billion.” 

Wood said the study’s assumptions caused it to overestimate how much economic activity gas drilling is creating and 
supporting in Pennsylvania. “Their assumption is that 95% of [drillers’] supplies were purchased in state. I don’t think 
so. These companies are headquartered in Texas and Oklahoma and they have their own existing supply chains. 
That 95% is difficult to understand.” 
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Energv Information Administration 
Henry Hub Pricing 

Per MMbtu 
July 12, 201 1 Release 

5 24 Jan-I 0 

3.96 MarIl 0 
3.49 Apr-I 0 
3 83 May-1 0 

3 14 Aug-lo 

4 51 Feb-I 0 

3.80 JUn-10 
3.38 Jul-I 0 

2.97 Set)-? 0 
4.00 
3.66 
5.34 

Oct-I 0 
NOV-1 0 
De;-1 0 

Average 
201 0 

Summer 
2010 _ _  

w i n t e r 5 1  O- 

5.83 Jan-I 1 
5 32 Feb-1 I 
4.29 Mar-I 1 
4.03 Apr-I 1 
4 14 May-? 1 
4.80 Jun-I 1 
4.63 JuI-1 1 
4.32 Aug-11 
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3 43 Oct-I1 
3.71 NOV-I 1 
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4.22 
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4.1 5 

Jan-I 2 
iet;--12 
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4.22 Oct-I 2 
4.31 Nov-?2 

4.25 Dec-I 1 4.61 dec-12 
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4.39 
4.28 
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4.28 
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4.77 
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5 12 

Hedging Meeting 7-28-1 1 .xIsx 
2 5" 

7/27/2021 EIA Prices 
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Short-Term Energy Outlook 
July 12, 2011 Release 

Natural Gas 

US. Natural Gas Consumption EIA expects that total natural qas consumption will arow b y  2.0 percent to 67.4 bil l ion 
cubic feet per day (Bcfld) in 201 1 .  ,Forecast industrial and electric power consumptign are expected to  rise in 2011 by 3.3 
percent to 18.7 Bcfld and 2.1 percent t o  20.6 Bcfld. respectively. 

- Prolected total consumption drops sliqht!y in 2012 to 67.3 Bcf/d._reflectina expected continued qrowth in the i n d u s t r w  
electric power sectors with a declin- residential and commercia! consumption due to a forecast decline in heatinq 
deqree-days in the Midwest and West. 

U S .  Natural  Gas Production and lmports. Marketed natural aas production is expected to averaqe 65.4 Bcf/d..in 201 1. a 
Bc f /d  (5.8 aercent) increase over 2010. Much of this qrowth i s  expected to  occur durinq the f irst three auarters of the year, 
w i th  a more moderate increase in the fourth quarter. Production arov.Jh is forecast to continue at  a much  slower pace in 
2012, increasinq 0.6 Bcfld (0.9 percent) to averaae 66.0 Bcfld. 

Growing domestic natural gas production has reduced reliance on natural gas imports and contributed to increased exports EIA 
expects that pipeline gross imports of natural gas will fall by 3 9 percent to 8.7 Bcfld during 2011 and by 4.0 percent to 8.4 Bcf/d in 
2012. Pipeline gross exports to Mexico and Canada are expected to average 4 2 Bcfld in 201 1 and 4.3 Bcf/d in 2012, compared to 
just 3.1 Bcf in 2010. 

EIA projects that US.  imports of liquefied natural gas (LNG) will fall from an average 1.2 Bcf/d in 2010 to 1 0 Bcfld in both 201 1 and 
2012. Because of the earthquake in Japan and subsequent nuclear generation outages. Japan's demand for LNG as a replacement 
fuel for electric power generation is expected to increase, contributing to higher global LNG prices. 

US. Natural Gas Inventories. On July 1, 201 1. working natural gas in storage stood at 2,527 Bcf, 214 Bcf below last year's level in 
late June. EIA expects lhat inventories, though currenlly lower than last year, will come close to last year's levels towards the end of 
the 201 1 injection season. Projected inventories sufpass 3.8 Tcf at the end of October 201 1 because of current high produclion 
rates and a milder summer relative to last year. 

U.S. Natural  Gas Prices. The Henry tiub spot price averaged $4.54 per MMBtu in June, 23 cents higher than the May average 
and 34 cents higher than forecast in last month's Outlook. EIA expects that the Henry Hub price will average $4.26 per MMBtu over 
the second half of 201 1, as the inventory defiat relative to last year narrows EIA projects that the Henry Hub price will average 
$4.54 per MMBtu in 2012, as slowing growth in production contributes to tighter domestic natural gas markets 

Global Crude Oil and Liquid Fuels 

Crude Oil a n d  Liquid Fuels Overview. EIA proiects tha t to ta l  wor ld oi l  consumption will grow by-1.4 mi l l ion barrels per day 
~ ~~ ~~~~ ~ ~ ~ ~~~~ ~ ~~~~ ~~~ 

(bbl ld)  in 2011 and 1.6 mill ion bblld in 2012. EIA st i l l  expects that the market wi l l  rely on  both a drawdown of inventories 
and product ion increases in both non-OPEC and OPEC countries to rn-proiected demand qrowth. Projected supply from 
non-OPEC countries increases bv an averaae of about 0 6 million bblld annuallv in 201 1 and 2012. OPEC oroduclion. InClLJdInQ 
both crude and non-crude liquids; increasesby 0 3 and 0.9 million bblld in 2 O l i a n d  2012, respectively. 

' 

EIA expects the release of strategic reserves pursuant to the LEA'S June 23 announcement io reduce the expected draw on 
commercial stocks during the rest of 201 1 In last month's OuNook, commercial stoclts held in Organisation for Economic 
Cooperation and Development (OECD) member countries, which fell by about 7 million barrels over the first 6 months of 201 1, were 
forecast to fall by 127 million barrels over the last 6 months of this year because of the projected second-half increase in world 
consumption In this Outlook, the second-half OECD commercial stock draw has been lowered to 71 million barrels 

The crude oil price outlook remains uncertain. Amonq the major uncertainties that could push oi l  prices above or below 
o u r  current forecast are: risk of additional SUPDIV disruptions in aroducinq reqions, such as possible unrest in Sudan: the 
wil l inaness and abil ity of key OPEC-member countries to  increase and sustain hiqher production i n  response t o  the qlobal 
increase in  oil demand: the rate of,alobal economic qrowth: and fiscal issues facinq national and sub-national 
governments. 
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Duke Energy 

Hedging Meeting-August 8, 201 1 

e At the July 28, 201 1 tiedging Meeting, a decision was reached not to 
hedge additional volumes, however, at the time it was stated to 
monitor the market for significant price movements. 

e NYMEX prices for November 201 1-March 2012 strip have 
d significantly from the July 28, 201 I meeting of o 
sed on August. afh pricing levels. 

e ugust 8, 2O’l I, .Jim Mehring, Jeff Kern and Steve Niederbaumer 
met to discuss additional hedging in light of current market conditions. 
Information reviewed included pricing information and the current 
position of the Ohio Hedging Program (proposed Kentucky Hedging 
Program has not yet been approved). Discussion focused on the 
volatility in the financial markets, the current heat wave and its impact 
on storage levels and the return to more normal weather. 

e After discussion, a determination was made to hedge additional 

e 

e 

Columbia Gulf Mainline 
were contacted for 

Main1 
bid--$ 

e ning bidder based on volumes 



Case No. 2012 - 
Page 121 of 337 

ai W W ai 

S- 



Case No. 2012 - 
Page 122 of337 



Case No. 2012 - 
Page 123 of 337 

7 



Case No. 2012 - 
Page 124 of 337 

U 
r 

&I a 



Case No. 2012 - 
Page 125 of 337 

8/8/2011 

Summ 
Target 

Duke Energy Kentucky 
Hedging Program 
Current Posit ion 

System Hedged to Date NextTarget (10/31/11) 
Delivery Supply ,_ Tolai Required Allowed 
Month Dthlmo Dthlday Dthlmo dth/day dthlday 

Target 

Summ 
Target 

Target 

Apr-I 1 
May-1 1 
Jun-11 
JUl-11 

AUg-11 
Sep-1 1 
Oct-11 - 

er 201 1 
Levels By March 31, 201 1 

NOV-I 1 
Dec-I 1 
Jan-12 
Feb-12 
Mar-12- 

Winter 11/12 
Levels By October 31 

Summer 2013 

Nov-13 
Dec-13 
Jan-I4 
Feb-14 
Mar-14 

Winter 13/14 
Target Levels By Octo 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

Historic Prices: 
NYMEX C - ;ing Price 

Last Year 
(2010-20$1) 11 

$3.65 
$3.84 
$3.29 
$4.27 
$4.22 
$4.32 
$3.79 
$4.24 
$4.38 
$4.33 
$4.36 
$4.37 

26-JuI-11 = 12-JuI-I1 

2 Month Avg $5.86 $4.09 
-_I 

$4.080 
$4.150 
$4 220 
$4 310 
$4.610 
$4.71 0 
$4.61 0 
$4.390 
$4.280 
$4.1 90 
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$4.280 

NYMEX 
8-Aug-11 
- ” ~  
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$4.058 
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$4.365 
$4.393 
$4.336 
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$4.471 
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$G 50 
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- Winter 2011-12 Strip Chart 

Gas Commercial OperaUons 
Hedging Program 

Market Indicators Summary 
August 18,2011 

Short Closed at $4.33 

~- 
Page 
Ref Commenls Price i-- tflrn!.'hor 

Demand 

Supply 

Oil Market 

Long Term Forecast (August 1 1-Oct 11) 

Mid Term Forecast (30-60 days) 

f--+ 

.t--t 

t 

NOAA predicting above average lemperalures for August 201 1-October 

normals on the west coast of CONUS 

Seplemberis predicted to be 6 G%-Garmer than normal based on 10 year 

Long 

Long 
-- 

Long 

have moderated over the CONUS Some 
lemperalures during the early portion of the Short Term Forecasl(6-10 days) 

EIA projects total natural gas coilsumplion Io grow by 1 8% to 67 4 Bcf/d in 
2011. resulting from an increase in Ihe industrial and electric power 
consumplion. Projected consumption increases slightly in 2012 to 67.8 
Bclid. 
EIA expecls average total production lo increase by 5 9% Io 65 5 BcVd In 
201 1. Production growth is forecast to conlinue at a mucli slower pace in 
20 12. increasin~O.6 Bcf/d lo average 66.1 Bcfld. 
Global oil demand growth, led by Chlna, is expected to ourpace the growth 
in supplies Among Ihe major unceriainlies lhat could push oil prices 
above the iorecast are: additional supply disruplions and higher-than- 
expected demand growth. Ela expects the U.S. cost of crude oil will rise 
from $100 per barrel in 2011 to $107 per barrel in 2012 as global spare 
produclion capacity and inventories continue to decline. 

28 
-__. 

2g 

Tropical Storm Aclivity 

30% chance thal Ihe current syslem forming over lhe central Caribbean 
becoming a lropical cyclone during Ihe next48 hours NOAA increases 
number of expected Atlantic lropical storms from 12 to 18 to 14 lo 19 
named slorms The lonq-term seasonal averaqe is 11 named storms 

15-16 

Slorage injections for Ihe week ending August 121h were 50 BCF Storage 

than Ihe 5 year average. 
EIA Weekly Slorage Report levels are at 2.833 TCF which is 5 8% tower lhan last year and 2 5% lower 17 

-_ 
.- -- 

GAS PRICE SCORECARD: 2012 PIRA's price outlook has changed from 
Bearish Io Neulral New lows are possible il temperatures turn bearish in 
the early slages of the heating season Slower US production growth 

I PlRA Energy Group .__ n n l .  1 . q .  Winw LU I I ,  I L .  

Summer 2012: S /would set the stage for a rebound 

Chesapeake Energy values ils 1 25 million acres in Utica Shale of eastern 
Ohio between $15 to $20 billion The Utica Shale will be economically 4 Long superior to Eagle Ford Shale because of access to 

Gas Daily 

-- 
generation because of the fuel's volallle price history and Ihe ongoing 

producers to get more creative with their contracls. making them longer- 
term with bulll-in price protections. 
Pure.play gas drilling will continue to decline as producers switch to oil and 

t Long 
liquids-rich basins After years where natural gas accounted for 80% of 
drilling activity. the number of rigs targeting oil is now larger than Ihe 
number of gas rigs. 

Gas Daily 

Gas Daily 

Government Agencies - 

The projected Henry Hub nalural gas spot price averages $4 235iMMBtu 
for 2011 and $4 413iMMBtu for 2012 

Energy Information Administration 
Winter2011112: $4.306 
Summer 2012: $4 309 

I Winter 2012-13 Strip Chart I +-+ I Shorl t Closed at $4 97 

Meeting Minutes: 412Annex Conference Room - 1:OO pm I Aflendees: Jeff  Kern, Joachim Hschesser, Terry Bates, Milch Marlin, Rick Colvin. Sfeve Niederbaumer 
Discussed market iundementals including weather. storage, consumption, supply, wlnler and summer strip charts, DE0 and D 
as well as analyst forecasts for fulure price movements Reviewed the KPSC Order that authorized DEK to continue the hedgin 

In addilion, discussed the results of hedging com g DEO-"Accepted 
/day for the 
K-Accepte 4 and- bid of 
the period 

r the period December 1.201 1 

t to hedge additional volumes 
at lhis time bul lo monitor the market closely for significant price moves. 



Case No. 2012 - 
Page 134 of 337 

P r ..- 
8 

r r 

b 
ul 

r r 

c 
7 

r P. 

c Q 
4 

P 

il 
LL 

r r 

t 
7 



Case No. 2012 - 
Page 135 of 337 

k 



Case No. 2012 - 
Page 136 of 337 

7 



Case No. 2012 - 
Page 137 of 337 



Delivery 
Month 

APT- 
May 
Jun. 
JuI" 

Aug. 
Sew 
oct-  

Summer 201 1 

Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Date ., Next Target (10/31/11) 
Supply , Total Required Allowed 
Dthlmo DLh1day Dthlmo dthlday dthlday 
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COMPARISON OF HISTORIC SPOT ti PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

SeP 
Oct 
NO” 
Dec 
Jan 
Feb 
Mar 
APr 
May 
June 
July 

Historic Prices: 
NYMEX C 

_I- 

5-yr. avg. 
(06107-1 011 1) 

$5.43 
$5.13 
$5.69 
$6.23 
$5.84 

$5.83 
$5.77 
$6.15 
$6.31 
$6.61 
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Earthsat Weather 

23.0 a + 2 . 0 t o + 2 . 9  m + l . O t o + 1 . 9  ,.,?... ~ - l . O t o - 1 . 9 ~ - 2 . 0 t o - 2 . 9  2-3.0 

c 1 - 0 . 9  to 0.9 

Some cool changes in Rockies 
and Plains, but still wwn- 

dominated overall 

Some minor cool adjustments were made to the forecast from the Southwest 
and Interior West into the Rockies and Plains. but il's still a warm-dominated 
oullook overall The heat was dialed back somewhat across the Delta, and 
the South in general will be an area of lower confidence as the peak of the 
tropical season poses plenty of risks. 'The forecast falls almost directly in line 
with the latest ECMWF model monthly forecast. issued on Monday, which 
shows a nearly idenlical forecast to ours but with stronger warm anomalies 
from the soulhern Rockies into the central and southem Plains and the 
southwestern Midwest The CFSv2 model shows the heat across Texas and 
the warm anomalies in the Midwest. South. and East, but shows cooler 
anomalies across the northern Plains and warmer anomalies in the 
Northwest Meanwhile currenl models show a Phase 1 MJO persisting, and 
if that lasts into September there may be cool risks in the Midwest and Plains 
and warm n'sks in the West 

Sep P!NCC)D" Forecasts ' i O Y  Normal updated to 'Ol- io  1 

Some minor warm adjustments were made lo the forecast across the 
northern Plains and upper Midwest, with the forecast still showing no belows 
ori the niap Again. with October being a shoulder month. demands should 
be low The continued cold PDO signal favors lhe widespread warmlh 
across the mid-continent and East, though the positive AM0 actually favors 
more Wesl-based warrnlh The current suite of ENS0 analogs, Ihe closest 
of which include 2000. 1996, 1971, and 1974 support the outlook for the 
most part. though they're warmer lhan our forecast with anomalies of c2F to 
+4F across much of llie Midwest Meanwhile. the ECMWF monthly forecast 
shows Ihe heat more based across Ihe Southwest, soulhern Rockies, and 
soulhern Plains, with near normal temperatures in the East. A late-season 
tropical system could be a fly in the ointment here. potentially disrupling the 
pattern. Risks to the cooler side exist in the Midwest and East i f  any 
persistent blocliing is established 

'lOY Normal* 283.4 
30Y Normal _ _  289.1 

232.6 Oct-2010 
Oct 2011 Fcst: 126501; 

Cha"ge .2  
"Nal (1151 Gar-Vlcighied H3Dr Oct PWCDD Forecast: 69.0 
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’Wednesday, August 17,2011 Meteoro log i s t :  AC/BH Weather 

“Remai!iii:q CJuitc W r ! i  t i l  i:ici os5 ii.fittcii 13i- \!Vest” 
*More Expansive Belows For Midwest, Northeast* 

The cool air mass diving into the Midwest and Northeast during 
the first half of the period could contain more widespread below 
normal coverage. Some of these below normal temperatures 
might be a little stronger as well, but should stay away from 
much below normal readings. The models still struggle to agree 
on the pattern during the latter part of the period though. ‘The 
northern tier according to the European models should have 
abundant warmth spanning across the region. However, the 
Atnerican models are cooler across this area, which would lead 
to a cooler outlook for the Midwest late. The West may have a 
little more much above normal coverage at times, especially 
over the Southwest mid to late period 

Forecast Confidence: 5 

0 A +3F to +4F a A +5F to 4-7F 

0 B -3F to -4F 

MA +8F to +14Fm SA + I 5  or Higher 

B -5F to  -7F @ MB -8F to -14F @8 SB -15 or Lower 
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/------- GOJ 
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Personnel I Visitors 
NHC Virtual Tour 
Library 
Joint Hurr Testbed 
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Contact Us 

Atlantic Tropical Weather Outlook 

000 
ABNT20 KNHC 111136 
TWOAT 

TROPICAL WEATHER OUTLOOK 
l4WS NATIONAL HURRICANE CENTER MIAMI F L  
800 AM EOT WED AUG 1 7  2011 

FOR THE NORTH ATLANTIC.  I .CARIBBEAN SEA AN0 THE GULF OF MEXICO . . 
CLOUDINESS AND SHOWERS ASSOCIATED WITH A TROPICAL WAVE OVER THE 
CENTRAL CARIBBEAN HAVE CHANGED L I T T L E  i N  ORGANIZATION DURING PAST 
SEVERAL HOURS. THERE ARE S T I L L  N O  S I G N S  OF A SURFACE CIRCULRTIOI4 
A N 0  PRESSURES HAVE NOT FALLEN OVER T H I S  REGION ENVIRONEIENTAL 
CONDlTIOWS REMAIN CONDUCIVE FOR SOME GRADUAL DEVELOPMENT O F  T H I S  
NAVE DURING THE NEXT COUPLE OF DAYS. T H I S  SYSTEM HAS A I4EOIUI.I 
CHANCE. . .30 PERCENT. ,  .OF BECOMING A TR0PICP.L CYCLONE DURING THE 
NEXT 4 B  HOURS AS I T  MOVES WESTWAR0 AT 15  TO 20  MPN. 

ELSEWHERE. . .TROPICAL CYCLONE FORMATIOM I S  NOT EXPECTED DURING THE 
NEXT 4 8  i lOURS. 

$ $  
FORECASTER KIMBERLAIN 

___._._____________._..__-.-._-____._____.____-._I_ ~ . 
Quick Navigation Links: 

NHC Active Storms - Allanfic and E Pacific Marine - Storm Archives 
Hurricane Awareness - How to Prepare - About NHC - Conlact Us 

NOAN National Weallier Service Disclaimer Privacy Policy 
Credits Freedom ol  Informalion Acl (FOIA) Nalional Centers for Environmental Prediclion 

National Ilurricane Center Inlormalion Quality About Us 
Glossary Career Opportunilies 11691 SW 17111 Slreel 

Miami, Florida 331G5-2149 USA 
nhcwebmasler@noaa gov 
Page last modified: Wednesday. 17-Aug-2011 11:36:55 UTC 

.-..l.l..̂ .-~.-.__I--._-_I-.- - - ^_.__ ^" 
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Friday, August 5. 201 1 

NOAA increases number of expected Atlantic tropical storms this season 

Government forecasters said Thursday they expect 14 toJ9 named storms to develop durinq the 
2011 Atlantic hurdcane season, an increase from the 12 to 18 predicted in May, 

The National Oceanic and Atmospheric Administration also said it now expects seven to  10 hurricanes 
to form this vear, up from the six to 10  predicted in May. 

"'The atmosphere and Atlantic Ocean are primed for high hurricane activity durinq Auqust throuqh 
October," Gerry Bell, lead seasonal hurricane forecaster at NOAA's Climate Prediction Center, said in a 
statement. "Storms through October will form more frequently and become more intense than we've seen 
so far this season " 

The agency cited several climate factors, including the tropical multi-decadal signal that since 1995 Ihas 
brought favorable ocean and atmospheric conditions, the third-warmest Atlanlic Ocean temperatures on 
record and the possible redevelopment of La Nitia. 

In addition, NOAA said reduced vertical wind shear and lower air pressure across the tropical Atlantic, 
also favor a busier-than-average hurricane season. 

NOAA said that of the seven to 10 hurricanes it expects to form this season, three to five are likely to 
became major storms of Category 3 strength or above. 

The long-term seasonal averaqe-is 11 named storms, six hurricanes and two maior hurricanes. 
The Atlantic Basin already has produced five tropical storms this season: Arlene, Bret, Cindy, Don and 
Emily. 

The Atlantic hurricane season runs from June 1 through November 30 
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Region 

-_l____ 

East 

west 

Producing 

Total 

WeeltIy Natural Gas Storage Report 

Stocks in blllion cubic feet (13cr) __ Historical Comparisons Data 
Year Ago (08/12/10) 5-Year (2006-2010) Average WISlo,y ( x ~ s )  

Stocks (scll % Change Stocks LBd) % Changc 08/12/11 08/05/11 Cliangc 
5-Year Averages. Maxlmum, 
Illnlmum, and Year-Ago Stocks 

Reremnces 

I .- 
1.466 1,418 40 1.570 4 . 6  1,586 -7 6 -- - 

404 10 . .14.1 317 . -0.7 (XLS) 

8 953 961 955 .o 3 903 
482 .-I_____ __ 414 

5 5  Methodology 

DirfcrcnceS ncttvec" Monthly 
2,833 2,783 50 3,008 -5.8 2,906 -2.5 

Page 1 of 1 

Note: The sliaded nrca indicates lhe rangc bctwccn 11112 l~islorical minimum and maxinlum values for LItc 
wcckly sciics from 2OOG through 2010. 
Source: Form E I A . 9 1 2 .  "Wcchly Undcrground Natural Gas Storage Rcport." The dashcd vcrt lcal  IlnCs lndlcalc 
Current and year-ago wcchly pcrlods. 

P r i v a c y j S e c u r i t y  i Accessibi l i ty I Copyr ight  & Reuse Contact Us I Feedback I Careers I A b o u t  E I A  

Fedstats I U!jA.gOv I Depar t ine i i t  of Energy 

http://ir.eia.gov/ngs/ngs.litirJ I 1 7  811 8/20] 1 

http://U!jA.gOv
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July 26, 201 I NATURAL GAS 

GAS PRIC€ SCORECARD: 2012 

Slower production looks in store unlcss tiaynesville growth 
u.s, Prodi,ction E~~II El exceeds our expectations. But slower depletion of nons 

shale wells, more associated gas and narrower offshore 
GOM declines should mitigate the overall slowdown. 

LNG imports ?E.? * LNG has moved almost completely out of the tJ.S. supply --- r J  picture and no change is in sight. 

Reduced imports from Canada are expected to continue, but 
the YfY losses should become much smaller unless Canada 
had another unusually cold winter. 

US. exports to Mexico will be higher given the inadequacy of 
gas-oriented drilling and a rising gas burn for EG" 
Barring an unusually cold 20'11-12 heating season, storage 

Storage Levels 

Stronger gas-fired EG looks likely given new, more stringent 
environmental standards that will limit cool-fired EG. 

Rising gas infensltyappears to be launching a faster pace of 
gas demand growth, but downside risks are also apparent 

Ekctric Generatior? (i%) C-1 

industrial Sector L_.j C:] 

season with negative spillover effects into other sectors. 

The combined NYYMENICE futures and option position held 
by speculators i s  still net short. Their long posltion, though, i: 
still neara multi-year high despite a sizable pullback since 
early June. Moreover, those bullish bets have bypassed the 
NYMEX 2012 contracts, which continue to languish. 
The revised upside potential for 2012 gas prices rests more or 

NYMEXPrices and Speculat ion [T gzj cJ 

- --- near-term developments Thus, tlic Impact on the longcr-date 
Medrum-rerm ''ME' ''''e' 1 - - I  L- A contracts should be relahvely muted, especially considering 

lh!s year's price rally In the back-end of the NYMEX curve. 

At-S4.75/MMBtu, the NYMEX 2012 strip is near the low end 
of the $4.68-$5.23 range in place since October 20 10. New 
lows are certainly possible, especially if temperatures (urn 
bearish In the early stages of the heating season. Further 
affirmation of slower U.S. production growth, however, would 
set the stage for a rebound. 

Price Outlook a 1: J 

-- ~- - -_____-___I___ -.-. -- 
PlRA Energy Group, 3 Park Avenue, 26* Floor, New York, NY 10016-5989 (Tel) 212-6866808 (Fax) 212-686-6628 WWwpira.com E 

Foraulhorized subscribers only Copyright 0 201 1 PlRA Energy Group All righis reserved. 
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Monday, August 1,2011 

Chesapeake values Utica prospects at $1 5-$20B 
Investors piled into Chesapeake Energy shares Friday on word from the company that i t  valued its 1.25 
million acresLn the Utica Shale of eastern Ohio between $15 billicy and $20 billion, with 
comparisons to the  Eagle Ford play. 

While Chesapeake briefly tipped off the markets in May on the size and location of its Lltica holdings - 
details that were the worst kept secret in the industry, according to one analyst - on an earnings 
conference call Friday, CEO Aubrey McClendon opened the door a little wider. He said results from nine 
completed wells indicate a major oil and liquids play running from just south of Youngstown west 
to  rouqhly Interstate 71, connectinq Cleveland and Columbus. 

Chesapeake stock climbed 3% on Friday to close at $34 35/share with double the normal number of 
shares trading. 

“The Utica will be economical!V superior to  the Eagle Foyd,” McClendon told analvsts on the 
Friday morninq call, because of Ohio’s ready access to rail, road, and river transportation, 
Fox imi tv  to  industry, and underused workfgor 

“There’s plenty of water“ for hydraulic fracturing, McClendon said, ”and the topography is less challenging 
[flatter]” than Pennsylvania or West Virginia. -is pretty much the most ideal place” for a new 
shale oil piav, he said. 

“Potentially the Big-Kahuna,” Tudor, Pickering, Holt & Co analysts David Heikkinen and Brad 
Pattarozzi said, estimating Chesapeake will be spending up to $3 billion a year in the play when i t  ramps 
up to 40 rigs by 2014, from its current fleet of five. “For perspective, Chesapeake is spending $6 billion in 
total capex in 202 1 and 2012 and $15 - $20 billion is bigger than the BHP acquisition of Petrohawlc “ 

But on Friday’s call and in Thursday’s earnings press release, =production numbers from 
Chesapeake’s Utica wells was provided. McClendon said the company wants to  keep those details 
confidential while it still siqns leases in the plav, but $20 billion estimates with little supporting 
data made analvsts on the conference call uneasy. 

“Bold statement on Utica, but stops short of disclosing well data,” Jefferies & Company analyst Biju 
Perincheril said before the call ” The company put some big numbers around its Mica position, but we 
will have to wait another quarter for concrete well results.” 

“‘Trust me’ on lJtica valuation and financing needs breeds investor skepticism and keeps the stock at a 
discount,” TPI-i said. “Petrohawk was the same story. We worry less than most as Chesapeake has been 
really effective at getting OPM (other people’s money).” 

“To be fair,” PPH said, “Chesapeake has delivered on each of its shale transactions.” Chesapeake won’t 
change the basic strategy it used in the Marcellus, Haynesville, Eagle Ford and Anadarko Basins: buy 
leases early and often, drill to outline the play, bring in the deep-pocketed partner in a joint venture to 
recoup the cost of leases and pay for more drilling. 
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While McClendon wouldn't be pinned down Friday to the joint venture route, Chesapeake has collected 
billions in fees and drilling carries from JV partners as diverse as BP to Norway's Statoil to the China 
National Offshore Oil Corporation by selling stakes in giant shale plays. 

Chesapeake said Thursday it is actively marketing a partnership in the Utica and TPH said a data room 
has opened. 

In its earnings announcement after Thursday's market close, Chesapeake said its profits doubled to $467 
million when compared lo the previotis quarter because of increased liquids production, alongside a 3% 
growth in natural gas production to 2 6 Bcf/d. 

Including hedges, Chesapeake said its natural gas sold for an average of $5.19/Mcf, an 8% drop from a 
year ago, while its average liquids price of $65.23/barrel was a 6% gain. - Bill Holland 
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Thursday, August 4,201 1 

Many utilities still leery of gas, Xcel VP says 
The electric utility sector remains cautious about commit t inqk gas-fired generation because of 
the fuel’s volatile price history and the ongoing controversy over hydraulic f r a c t u r h  Xcel 
Energy’s top fuel btJyer told a gas industry meeting in Denver. 

”We have long memories in the utility business,” Xcel Vice Piesident for Fuels Susan Arigoni told the 
Colorado Oil i3 Gas Association’s annual meeting Tuesday “We are not paid for takinq risks with 
fuel.“ 
While Minneapolis-based Xcel’s future plans call far gas to account for a greater share of the company’s 
overall fuel purchases, the utility will focus on displacing coal-fired capacity with renewable energy 
sources, Arigoni said. 

“Gas must compete with renewables,:,’ she said. “The focus has been on coal.” For utilities to  buy 
more qas requires producers to get more creative with their contracts, makinq them longer-term 
with built-in price protections, Arigoni said. “What do we need? Reliability. We need thegas to 
show up.” 

- In addition, utilities need new thinkinq on long-term contracts for gas. “We realize that $ 4 / M c f e  
- cannot be sustained,” she said, but utilities want protection against gas’ historical price spikes to  
$10/Mcf and higher. 

A change in Colorado law allows for utilities to enter into long-term contracts for gas, Arigoni said, adding 
that such laws eliminate the ahility of state regulators to second-guess utility fuel-purchasing decisions 
when conditions change 

She added that concerns about the environmental impact of fracking are adding an element of 
requlatorv risk for utility buvers. “Questions are getting asked and they are coming from the headlines” 
in The New Yo& Times and because of the movie “Gasland,” Arigoni said, telling producers: “We’re 
relying on you to solve the problem ” 

Arigoni also cited concerns about the credit quality of gas producers and sellers. For a utility to enter into 
a long-term contract with a gas supplier, it has to be convinced the seller will be around to deliver gas 
through the life of the deal. As a result, Arigoni said she is open to a variety of ways to determine 
prices - including the use of indexes or inflation escalators. 

Arigoni said gas sellers should provide electric utilities with “opportunities to change our portfolio from the 
short4erm [spot gas buys] to the long term” to help provide stability. 

Still, she cautioned gas producers that it will be “very difficult to convince the electric industry” that shale 
gale has really changed the rules of the game. “We grew up on coal.”- Bilf Holland 
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Thursday, August 4,201 1 

Analyst.: Gas-to-oil drilling shift to last y e a r s  
After years of dominatinq the US drillinq scene, pure-play gas drillinq will continue to decline as 
eroducers switch to oil and liquids- rich basins, a top energy investment analyst said Wednesday. 

"It's a whole new ball game," Tudor Pickering Molt cofounder Dan Pickering told an audience of energy 
executives at the Colorado Oil & Gas Association's annual meeting in Denver. "After years where 
natural gas accounted for 80% of drilling activity, the number of riqs tarqeting oil is now larger 
than the number of qas riqs." 

He said he expects that trend to continue for the next "two, three, four or more years." 

Despite the shift, gas supplies will continue to meet demand because of all the associated qas 
- entering the market from lieuids-rich wells, Pickerinq explained. As a result. prices are likely to 
trade in a band between SI/Mcf and $S/Mcf until 2013, when they rise to around $6/Mcf. 

"We're going lo wallow around in the trough for a while," Pickering said. The US is in the seventh year of 
what Pickering thinks is a 30-year trend of extraction from unconventional resource plays and, at around 
$100/b, "the shift to oil is natural." 

He cited estimates that Barnett Shale qas producers are seeing only 14% rates of return at current 
gas prices, while Bakken Shale oil producers are seeinq internal rates of return of 48%. "its 
simple, oil wells make more money." 

We estimated that 30% of US gas drillinp,@profitable at prices below $S/Mcf, with 60% profitable at 
prices between $S/Mcf and $6.60/Mcf. " S u p p l ~  always reacts to price. We're qoing to see less gas 
-- in coming years," Pickering said. 

The analyst said he was comfortable with a forecast that US producers would boost oil production by 2 
million barreis/d by 2020, a 25% increase Chesapeake Energy CEO Aubrey McClendon's prediction that 
drillers could boost oil output by 4 million barrels/d is too optimistic, Pickering said, though he wouldn't 
discount it entirely. 

Several years ago "I would have said the same thing about unconventional gas, and I would have been 
wrong," he told the audience. With shale gas, producers "did what they said they were going to do They 
did twice as much, twice as fast." - Bill Holland 
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Short-Term Energy Outlook 
August 9, 2011 Release 
(Next update September 7, 2071) 

Natural Gas 

US.  Natural Gas Consumption. EIA expects that total natural gas 
consumption will grow by 1.8 percent to 67.4 billion cubic feet per day 
jBcfld) in 2011, Forecast industrial and electric power consumption 
growth make up most of the increase, with expected increases in.2011 to 
18.4 Bcfld (1.7 percent) and 21.0 Bcfld (3.7 percent), respectivelv. 

Extremely hot weather seen in July throughout most of the country contributed 
to an increase in consumption of natural gas for electric power generation to 
meet increased cooling demand. This month's Outlook raises the forecast of 
consumption of natural gas for power generation for the third quarter of 201 1 
to 28.3 Bcfld (a 4.2-percent increase from the previous month's forecast of 
27.2 Bcf/d) corresponding to an 1 I-percent increase in projected third quarter 
cooling degree-days from last month's forecast 

Proiected total consumption increases slightly in 2012 to 67.8 Bcfld. 
m c t e d  qrowth in the industrial and electric power sectors offsets 
projected declines in residential and commercial consumption due to  
anticipated warmer winter weather, 

U.S. Natural Gas Production and imports. Marketed natural gas 
production is expected to averacle 65.5 Bcfld in 201 1, a 3.7 Bcfld (5.9 
percent) increase over 2010. This growth is centered in  the onshore 
production in the Lower 48 States, which more than offsets projected 
declines in the Federal Gulf of Mexico. EIA expects production ydJ 
- continue to qrow in 2012, but at a slower pace, increasing 0.6 Bcfld (0.9 
percent) to an average of 66.1 Bcfld. 

Extremely hot weather settled on much of the Nation last month, with 
U.S. population-weiqhted coolinq degree-davs 27 oercenthigher than the 
30-vear normal and 8 percent higher than last year, which contributed to  
- an increase in natural gas consumption for electricity generation 
compared with July 2010. Nevertheless, the estimated 246 billion cubic 
feet (Bcf) increase in natural qas working inventories during July 201'l 
was 21 Bcf higher than durinq the same month last year. Natural gas 
working inventories ended July 201 1 at 2.8 trillion cubic feet (Tcf), about 7 
percent, or 194 Bcf, below the 2010 end-of-July level. EIA expects that 
working natural gas inventories will build strongly, approaching last 
year's hiqh levels bv the end o f  this year's inventory build season. The 
proiected Henry Hub natural qas spot price averages $4.24 per million 
British thermal units (MMBtu) in 2011, $0.15 per MMBtu lower than the 
2010 average. EIA expects the natural gas market to  begin tightening in 
2012. with the HenryHub spot price increasing to an average of $4.41 pey 
MMBtu. 
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Global Crude Oil and Liquid Fuels 

Crude Oil and Liquid Fuels Overview. Global oil demand qrowth, led by China, is 
expected to  outpace the growth in supplies from countries outside of the 
Orqanization of the  Petroleum Exportinq Countries (OPEC), leadinq markets to 
rely on both a drawdown of inventories and production increases in OPEC 
countries to  close the gap. However, OPEC countries are not expected to 
markedlv increase production over the next few months. 

Amonq the maior upside risks i n  the crude~oil  price outlook are additional supply 
disruptions in producinq reqions and hiqher-than-expected demand qrowth, 
particularly in the countries that are not members of the Organization for Economic Co- 
operation and development (OECD). Downside risks for oil prices include the rate of 
global economic recovery and fiscal issues facing national and sub-national 
governments. 

EIA expects the U.S. average refiner acquisition cost of crude oil will rise f rom 
$100 per barrel i n  2011 to $107 per barrel i n  2012 as qlobal spare production 
capacity and inventories continue to decline. 
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-- 
Long Term Forecasl (Nov 11--Jan 12) 

--I_ 

Mid Term Forecast (30-60 days) 

Short Term Forecast (6-10 days) 
I 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
September 27, 2011 

- 
NOAA predicting above average temperalures for November 201 1- 

chances of Above, Normal. or Below lor Ihe res1 of CONLJS. 
Oclober is predicted to be 9 7% warmer than normal based on 10 year 

Long normals and November weather is predicled to be 13.9% colder than 
normal 
Mid.Easl and Easlern porlions of CONUS Below K m a l  lemperatures. 

during the period. 

.I+ Long January 2012 for portions of lhe Soulh-Cenlral ponion of CONUS Equal 13 

-- 
14 

+--* Short weslem portion 01 CONUS Much Above1Above for Ihe period moving east 15 

-__ 

EIA Weekly Storage Report .I---c L , ~ ~ ~  

Tropical Storm Activity 

- 
Slorage injections for the week ending September 16th were 89 BCF 
Storage levels are at 3.201 TCF which is 3 9% lower than fasl year and 
1 1% lower than Ihe 5 year average Estimated injections lor the week 
ending September 23rd are expecled to be in Ihe 100 Bcf range-last years 
injections 70 Bcl. 

$6  

I Shor( 20% chance lhat Ihe current syslem located 600 miles west of Cape Verde I - /  I Islands becoming a lropical cyclone during the next48 hours 

Gas Daily 4 
__ 

t Gas Daily 

"Produclion has been ramping up since early 2010^ and will keep rising 
Long '"even wilh gas prices in the $4 lo $4 5OIMMBtu range next year 2012 

price is  forecasl lo average $4.301MMBtu 

Analysts expect prices lo rise lo S6.501MMBtu or above as early as 20 13 
Long resulting lrom more power generators rely on gas Increase in gas prices 

due to new emission regulations which are expecled to resull in relirement 
of coal-fired generation which could add 4 lo 6 BcVd 01 gas consumplion 

- - 

--.-I. 

Gas Daily 

__ 

Information Presenled at LDC Forum 

projecled Henry Hub natural gas spot price averages $4 2031MMBlu 
Energy Informalion Administration 
Winter 201 1/12: $4.212 
Summer 2012: $4.224 

5 

-_. 

Technical Analysis 

_. 

Coal-firedpower plants will continue lo be retired in favor of natural gas- 
Long fired generation despite efforls by policymalters to blunt EPA rules 

largeling coal planls "The reality is lhat on an economic basis. gas in 

Unconventional gas resources lor about 100 years at current demand 

much more competitive." 
90% of gas demand growth resulllng from power pE&ction. 

Long levels, 9 new environmenlal rules have been or will be Introduced by the 
EPA over Ihe next 18 months. Loss of 30 GW of coal generation would 
increase demand by 7.2 Bcfld. 

1 

' ' 

Winler 2011-12 Slrlo Chart I - I Shorr ICIosed at $4.05 

t3 Demand 

- 
Supply +-+ 

- 

1 Oil Market 

19-20 

- 

21 

.- 
EIA projects lotal nalural gas consumplion to grow by 1.8% lo 67 3 BcVd in 

consumption Projecled consumplion Increases slightly in 2012 to 67.7 
Bcf/d. 
EIA expecls average total producC6; to Increase by 6.4% lo 65.8 BcNd in 

Long 201 1 Production growth is forecast to continue at a much slower pace in 
2012, Increasing 1.7% to average 66.9 Bcfld. 
Global oil demand growth. is lower than last month's projection due lo less 

U.S. cost of crude oil will rise from $100 per barrel In 2011 lo $103 per 
barrel In 20 12. 

Long 201 I .  resuiling lrom an increase in the industrial and electric power 

28 

Long optimistic assumplions about global economlc grovdh. EIA expecls the 2g 

Summer 2012 Strip Chart I +-+ I Short IClosed alS4 24 

Meeting Minutes: 412 Annex Conference Room .. 1O:OO am 
Aftendees: Jeff Kern, Mike Brurnback, Joachim Fischesser, Terry Bales, Milch Martin. Steve Niederbaumer 
Discussed market fundamenlals including wealher. storage inventory levels. PlRA and EIA forecasts lor the Winler 201 1/12 and Summer 2012, 
independent analysts projeclions of supply and demand and lhe impact on gas prices. economic influences on supply and demand and technical 

ummer and Winler Strip prices. In addition. discussed the current poslllon of lhe Hedging Programs for DE0 and DEK. Discussed Ihe 
orage levels and Ihe amount of gas lhat will be needed to be injected beginning April 12 lhroirgh October 12 to cover withdraws 
vember 201 1 lhro~rgh March 2012. Significant discussion look place around the current slorage levels. estimates of storage injeclions 

for the remainder 01 Ihe injection 
additional volumes. based on the 

the level of storage as 01 November 1st Based on lhese factors. a decision was made lo hedge 
Storage Aclivity at this lime 
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9/21/2011 

Duke Energy Kentucky 
Hedging Program 
Current Position 

Syslem Hedged to Dale Next Target (1013111 1) 
Delivery Supply Total ____ Required Allowed 
Month Dthlmo Dthlday Dthlmo dlhlday dthlday 

Target 

Surnm 
Target 

NOV-I 1 
Dec-1 1 
Jan-12 

Mar-I 2 __ 
Feb-I 2 

Winter 11/12 
Levels By October 31 ~ 201 1 

Apr-12 

Jun-12 
JuI-12 

May-I2 

Aug- 
Sep- 

12 
12 
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Estimated Acti 
Injections 

- Mcf Dth - YO 

NOV-1 1 
Dee- 1 1 
Jan-I 2 
Feb- 12 
Mar-17 . . . - . . - 

stimated Storage Activity 
r 2011 -October 2012 

vity 
-- Withdraws I Amount to be hedged at time of filing (dth) 

vity 
-- Withdraws I Amount to be hedged at time of filing (dth) 

Mcf Dth Nov Dee Jan Feb Mar Total 

-Injection Hedging 201 1-l2.xlsx 
/ /  

9120120 1 1 TGT Hedging 
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%Price 
Last Year 
(2010-2011) 

$3.84 
$3.29 
$4.27 
$4.22 
$4.32 
$3.79 
$4.24 
$4.38 
$4.33 
$4.36 
$4.37 
$3.86 

COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

. _____ 

0 d 
Nov 
Dec 
Jan 
Feb 
Mar 

............. 
.......... 

............ APr 

............... May 

............ Aug 

June 
July 
.............. 
.............. 

S P  ... 
2 Month Avq 

Historic Prices: 
NYMEX C -- 

5-yr. avg. 
(06/07-l0/11) 

$5.13 
$5.69 
$6.23 
$5.84 
$5.80 
$5.83 
$5.77 
$6.15 
$6.31 
$6.61 
$5.57 
$4.84 
$5.81 

Summer Average 
Winter Average , 

PIRA 
! 6 -A~g- l  I 

E IA 
7-Sep-11 

$4 000 
$4.070 
$4 230 
$4.330 
$4.240 
$4.190 
$4.230 
$4.170 
$4 170 
$4.1 60 
$4.190 
$4.250 
$4.1 86 

-.--~ 

NYMEX 
!3-Sep-l I 

$3.701 
$3.766 
$4.021 
$4.1 59 
$4.176 
$4.1 47 
$4.1 39 
$4.173 
$4.21 5 
$4.259 
$4.284 
$4.288 
$4.1 1 I 

-- 

-____ 

$4.1 67 
-~~ $4.21 2 $4.054 

r 
$7 00 

$6 50 

$6 00 

$5 50 

$5 00 

$4 50 

$4 00 

$3 50 

$3 00 

1 Oct Nov Dec Jan Feb Mar Apr May June July Aug Sep 

Hedged Prices ~. 
Ohio Kentucky 
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iEBW!i!iAw 
EarthSat Weather 

W 23.0 E J + z . o t 0 + 2 . 9  U + i . a t o + i . g  ...9.., ~ - i . o t o - 1 . 9 ~ - 2 . 0 t o - 2 9  

-0.9 to 0.9 

5 
'Afar t i i i i i '  ilcross the mici-coi,tinri'it 

Slight cool change in southern CA 

Warmer changes dominate this penullimale forecast update, especially over 
the mid-conlinenl. Aboves now extend into more of the East as a resull of l l i e  
changes Pacific signaling, including second-year La Nina analogs and the 
more general -PDO analogs, conlinue to offer slrong support for our forecast 
We further delailed the ENSO connection in 'Tuesday's Editor's Notes, havin: 
shown lhat the current monthly average of subsurface temp anomalies wilhii 
Ihe ENSO 3 4 Region matches up quite well with Sept. monlhly averages 
from La Nina episodes since Ihe mid-1990s (1995, 1999. 2007 and 2008) 
These analog years produced similarly warm-dominated Octobers wilh 
aboves extending inlo the East One substantial risk to lhe forecast includes 
the possibility of a lingering +PNA signal. which could enforce a cooler 
pallern over the Easl and South and support a warmer ridge out West. 

Oct GWHDD** Forecasts 'IOY Normal updated to ' o l - l f  

Change: -10 
Oct  PWCDD Forecast: 71.0 "Nailonal Pan-Weiohlsd CODE 

Some warmer tweaks were made in the Easl in this forecasl Still. 
widespread belows remain from Ihe Ceiilral Midwesl through (he Mid- 
Atlantic and points south, and lillle warmlh appears on Ihe composite map. 
Much of the same Panfic signaling cited in the October discussion is 
expected to play a role in November. bul guidance from secondyear La 
Nina and -PDO analogs lurns much colder over the Eastern half. The same 
analog years (again, 95. 99, 07 and 00) featuring similar Sepl. subsurface 
lamp anomalies in the eastern equatorial Pacific also signal a colder 
outcome for the East. South and Midvrest The NAO decreased from 
October to November during many oi  the years included in Ihe second-year 
Nina and -PDO analog subsets, which helped to transport chilly air inlo the 
Eastern half. Forecast risks worth considering include Ihe chance lhat the 
East and Soulh average warmer per a more dominant -PNA signal, and Ihe 
threat that the Midwesl and East stay mild per the +AM0 seasonal signal 

IOY Normal*;- . .- - !jgzq 
NOV 2011 Fcst: 30YNormal i 555.7; 

< - - 
NOV-2010 j 548.8' 

Change: -3 "Naiional Gas-Weighted HOQs 



Case No. 2012 - 
Page 169 of 337 

EarthSat Weather 

Forecast Temperature Deviations I 
"Much A b o v ~ s  Is,r,ss For C.?ii'tial CI.S Late' 

*Midwest, East Undei Coal Conditions Early" 
The progression of the pattern is in better agreement amongst 
the models coming out of the weekend, bringing a higher confi- 
dence to the forecast compared to last Friday There does re- 
main detailed differences though There could he cooler than 
expected temperatures across the Midwest and East for the 
early part of the period, particularly in the lows, as a high pres- 
sure system looms overhead There is some concern a secori- 
dary area of high pressure in western Canada early may carry 
cooler air to the Northeast late in the period A warming trend 
takes shape across the Central CJ S diirlng the second half of 
the period, which might allow more widespread much ahave 
normal readings late For period's end, the West may see more 
below normal temperatures dive into the region 

* 

Forecast Confidence: 7 Forecast Confidence: 6 

Forecast Confidence: 6 Forecast Confidence: 6 

fl A +3F to +4F 
a B -3F to -4F 

A +5F to +7F 
B -5F to -7F MB -8F to -14F SB -15 or Lawer 
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- 
Stocks In billion cubic feet (Bcf) HlStOrical Comparisons __________ 

Year Ago (09/16/10) 5-Year (2006.2010) Average 
$locks (ScI) I % Chirnpc Stock6 (ad) % Chilngc 

09/16/11 09/09/11 Change - Reoivn 

- 1.811 1,829 .4,2 

0.2 

4.3 
_I 

'," --%T--p:: 444 

East 1,753 1.695 

west 
Producing 1.003 981 22 1,02B -2 2 

n36 __ 445 .- 
962 -- - 

Total 3,201 I 3,112 89 3,330 -3.9 3,236 I 7 

& U S Energy lnfornialion Adininisifation 

Weekly Natural Gas Storage Report 

Inoo~e:i:Ie~i: 3a l i n im  atid A n i l l y s ~ ~  
> Nasrel GB Weekly Nalurill Gas Slvragc Repon 

D a h  

History 1x1s) 
S-Ycar AYCrDgCS, Maximum, 
Minimum, and Ycar-AgDStachs 
1XLS) 

References 
Mclhodology 
O l f l e r c n ~ ~ ~  Between Monthly 
and Weckly Data 
Rwision Pollcy 

Storage sarics 
Natural Gas Weckly Updalc 
Natwai Gas NaVIQJtOr 

Rciatcd Links 

NvtC: 7hc shadcd arcn indlcates the range belwccn tIIc historical minimum and maxlmum VJIUCS for tflc 
wcclily scrics from 2006 through 2010. 
Source: Form Em-912. "Wcekty Underground Natural Gas Storage Report." The dashed vertical lines Indicate 
current and ycor-a00 Wceltly periods. 

Privacy/Sccurity I Accessibility I Copyrlglit & Reuse * Contact Us i Feedback I Careers I About EIA 

Fedstat5 i lJSA.gov I Department o f  Energy 

http://ir.eia.gov/iigs/ngs.litml 
i L  

9/26/2011 . 

http://lJSA.gov
http://ir.eia.gov/iigs/ngs.litml
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Jan-09 
Feb-09 
Mar-09 
Apr-09 
May-09 
J Un-09 
JUl-09 
Aug-09 
Sep-09 
Oct-09 
NOv-09 
Dec-09 

Average 
2009 

Summer 
2009 

Winter 2009. 
2010 

Pi RA 
North American Gas Price Overview 

Per MMBTU 
August 26,2011 Release 

Jan-I 0 
Feb-I0 
Mar-I 0 
Apr-10 
Map1 0 
Juri-10 
MI a 

Aug-I 0 
Sep-I 0 
Oct-I 0 
NOV-I 0 
Dec-I 0 

Average Average 
s 2010 $ 5 2012 $ 

$ $ 

$ 

Summer 
201 2 $ 5 

$ 5 

Summer 
2010 

Winter 2010- 
201 1 

Winter 201 1- 
2012 

Jan-I 1 
Feb-I 1 
Mar-I 1 
Apr-I 1 
May-I 1 
Jun-I 1 
Jul-I 1 
Aug-I 1 
Sep-I I 
Oct-I 1 
Nav-I 1 
Decal 1 

Average 
2011 

Summer 
201 1 

Jan-I 2 
Feb-I 2 
Mar-I 2 
Apr-12 
May-1 2 
Juri-1 2 
ju1-1 2 
Aug-I 2 
Sep-I 2 
Oct-l2 
NOV-I 2 
Dec-I 2 

Hedging Meeting 9-27-1 I .xIsx 
j - 7  

9121/2011 PlRA Prices 
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August 26, 201 7 NATURAL GAS- 

GAS PRICE SCORECARD: NOVEMBER 2011 - MARCH 2012 
Beat isli I:l*~li 81 Pl.lilis1 I 

pg;.& E;+z .-- ...~..,.. .___ 

The slump in  sequential US. gas production growth 
continues, largely refiecling only modest expansion of 
Haynesville shale gas since April 2011. But large-scale 
additions to the region's pipeline take-away capacity in the 
near future could signal an accelerated pace of growth. 

LNG Imports ore expected to plunge lower YIY by 450 
MMCFID (1.12 to 0.67 BCFID), reflecting global tightness and 
the lack of re-exporl aclivlty by GOM operators. 

U.S. P r o d u c t i o n  &< i-,! f-I,I 
: 

_ _  ,, .. ... . , 
LNG Imports i.-..! i--i 

I 

I 

A projected decline of exports noxl winter reflects a 
substantially more modest storage draw than last year's 

Canad ian  Trade i'-" :. ':: unusually intensive draw that was inflated by colder-than- 
normal temperatures. Yet, production is forecast to post a 
modest YN increase. 

Higher YIY gas demand and lower YW gas production will not 
be Fully reflected in  pipeline imports Iron1 the U S. owing to 
incremental LNG associated with the Manzanillo terminal. 

Unless last winter's frigid weather repeats. a much milder 
heating season, coupled with ongoing Y N  production gains, 
point lo a YIY end-March 2012 storage surplus in excess of 
0.3 TCF as well as the largest storage carry on record into 
l l i e  Injection season 

M e x i c a n  Trade ri; -. 

Storage Levets  gB I-.. .. j !~,-,  i 

The summer's economic turbulence underscores ongoing 
waves of uncertainty. More recently, the modest sequential 
uptick in manufacturing IP is traceable to the automotive 
sector.. Expectations for future manufacturing growth arc 
weaker, bu t  still in posilive territory. 

Gas-fired EG i s  expected to get a sizable boost from the 
EPA's pending Cross-State Air Pollution Rule set to begin on 
January 1". But major questions loom over the 
lrnplemcntation of the tule 

More evidence i s  accumulating to suggest a slowdown of 
industrial gas demand growth from an apparent brief 
acceleration in April, but Y N  gains are still expected during 
the heating season, albeit at a slower YIY pace. 

Corning even close to the past heating seasons RIC heating 
demand is a tall order. Our mid-point GWHDO assumption 
that straddles the IO-year and 30-year normals suggests that 
demand will averaae -2 BCFID below the 2010-1 1 winler. 

E c o n o m y  izs r: 1 

EIec t r i c  Genera t ion  (EG) I.:J i,....-] 

I n d u s t r i a l  Sec tor  r-; r:j  ,. 

Res'Com Heating 'I-' EJ 
~ ~~ ~ .. .. . 

Net non-commorcial NYMEXIICE futures, after turning positive 
earlier this summer, have reversed course and moved 
progressively negative lo the tune of-162 contracts - -a  level NY,,,,Ex Prices and Speculalion r - -.- bzcg (II? 

Non-core demand growth will fall short of offsetting Nov.- 
MarJUG heating losses, while higher Y N  production further 
inflates the end-March Y N  storage surplus. The most critical 
counterbalance would be an expectation of  relatively flat 
sequential gas production beyond the heating season. 

Pr ice  Outlook r-1 5-2 L-j 

__I-_" -______-- -  - -I-__I____. - --_- _I" 

PlRA Energy Group, 3 Park Avenue, 26* Floor, New Yo*. NY 10016-5909 (Tel) 212-666-6908 (Fax) 222-606-6628 www pira com 
For authorized subscribers only. Copyright B 201 I PlRA Energy Group All righk reserved 
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Friday, September 2,201 1 

Analyst: Production to keep rising through 2012 despite weak prices 

US gas production likely will remain on its upward traiectory next year despite persistentlv weak 
wellhead prices, independent enerqy analyst Stephen Smith said Thursdav. 

“I do think that’s going to continue,” Smith said. “Production has been ramping up since early 2010” 
~- and will keep rising “even with gas prices in the $4 to  $4.5DlMMBtu range next year.” Smith 
forecast that Henry Hub bidweek prices will average $4.30/MMBtu in 2012. 

“Driven largely by the shale-play drilling boom, gas production increased steadily from post-RitalKatrina 
(fall of 2005) until Gustavllke in the fall of 2008,” Smith said in his Monthly Energy Outlook. “The gas rig 
collapse, which began in September 2008, led to the February 2009 gas production peak and subsequent 
production decline .- a decline which bottomed out in the second half of 2009.” 

Production in February 201 i “was depressed by the effects of wellhead freeze-offs. Since then, the 
upward production trend has resumed,” the analyst wrote. 

Smith said the rise in domestic production has been all the more impressive because it coincided with a 
drop in the number of figs drilling for gas. ”The total rig count has declined from a peak of 992 rigs in 
August 2010 to a level of 900 on August 19, 201 1, a decline of 9.3%. The lowest monthly average for the 
last year occurred in June 201 1 (877 gas rigs),” according to the report. 

Smith said he is making “some assumptions that the rig count will decline slightly, but the momentum will 
just keep going on up.” 

- Smith observed that the offshore Gulf,of Mexico “is becominq increasinqly a srnallerplayer’’ in 
the overall US qas supply picture as a result o f  natural decline trends and the difficulty in 
obtaining drillinq-permits in the wake of last yearlsMacondo accident. 

“The Gulf of Mexico is iust moving into oblivion really,” Smith said.&ver the past decade in the 
Gulf, “production is down from 14 [Bcfldl to 5 and change.: 

Onshore, however, shale plays have more than offset the Gulf declines. “Louisiana has been remarkably 
strong,” Smith said, as the state has seen production shoot up from around 4 Bcf/d in mid-ZUU9 to above 
8 Bcfld in the first several months of this year, largely due to the Haynesville Shale. 

But Smith said he expects the trend to moderate as producers continue to shift capital to more liquids-rich 
plays. “As you lighten on up on the Haynesville, which is pure gas, you move to Texas, where the 
production is a combination of oil and gas,” he said. 

“The overwhelming trend is that the shale plays have changed the game entirely. In the space of a few 
years it has turned LNG import terminals into white elephants and has resurrected the trade with Mexico,” 
the analyst said. The report found fhaf “nef gas exports to Mexico increased from virfually zero in 1999 to 
a peak for the 12-month moving average of 1 .I Bcfld in early 2005. After a decline during 2005-,2007, net 
exports have been trending up, slowly at first and sharply over the last seven months.” 

! ‘  
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This year, US gas exports to Mexico increased from 1.16 Bcfld in January to 1 41 Bcfld in May, and 
"there is more gas headed that way. They haven't had the success that we have had with shale and 
they're finding our gas prices hard to beat." 
- Jim Magi11 
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Gas Daily 
- 

Thursday, September 15, 201 1 

Analysts debate power demand’s impact on gas 

While abundant natural gas has led prices to drop and stabi&.over the past few years, some 
analvsts believe prices will rebound substantially in the next two to three years thanks to  
increased demand from the electricity sector. 

Analysts from BNP Paribas Energy Tradinq and Goldman Sachs this week said they expect gas 
prices to rhg , to  $6.50/MMBtu or above as early-as 2013 as more power generators rely on uas. 

Teri Viswanath, director of natural gas strategy with BNP Paribas Energy Trading, and Samantha Dart, 
senior energy economist with Goldman Sachs, each spoke as part of a panel on supply and demand at 
the LDC Gas Forum Midcontinent in Chicago. 

Viswanath called 2013 a “turning point” when _new emissions requlations from the Environmental 
Protection Agency will amplify the power sector’s demand for gas. 

Dart agreed, savinq her price forecast is larqelq! driven by-,expected retirement of coal-fired 
power plants, which could add 4 to  6 Bcfld of qas consumption. 

“And we haven’t even discussed what could happen on the nuclear side, or with the LNG exports,” Dart 
added. 

Taking a somewhat different view was Jack Weixel, who predicted that gas prices will remain 
between $4 and $G/MMBtu for theforeseeable future. Weixel is director of client services with_ 
Bentek Energy, a unit of Platts. 

While gas demand is growing, production is matchina the pace, he said, adding that the extreme 
cold and extreme heat of 2010 and 2011 are main reasons why gas prices didn’tfall further. 

“That extreme weather qoes away, and we’re down in three-dollar land,’’ Weixel said 

Meanwhile, Viswanath said qas production from shale plays wil l  start to decline over the next year 
or two, including output,from theLshadow supply” of wells that are drilled but not yet completed. 

Haynesville Shale production is likely to peak in 201 2 as the inventory of deferred completions is 
exhausted, leaving the Marcellus Shale as a primary driver of gas production growth, according to 
Viswanath. 

“Simply, the Marcellus alone is not enough to lift us to a supply growth year-over-year in 201 3,” she said. 
That situation is compounded by producers once focused on gas now chasing higher-priced oil or liquids. 
If there is a spike in gas demand from the power sector, “will these producers be there?”-- Efizabeth 
Bassett 
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S 
- 

Friday, September 23, 201 1 

Panel: Gas-fired power to edge out coal despite attack on EPA rules 

Coal-fired power plants wil l  continue to be retired in  f a o r  of natural qas-fired qeneration 
despite efforts byK l icymakers  to blunt Environmental Protection Agency rules targetinq coal 
plants, panelists told a Washington conference Thursday 

In the end, the survivinq air regulations -,in addition to lower qas prices and rising coal prices 
-wi l l  ~ make gas-fired power plants more appealinq. according to panelists at the third annual 
Renewable Energy Technology Conference & Exhibition. 

”The reality is that on an economic basis, qas is much more competitive,” said Nils Mellquist, a 
senior research analyst at Deutsche Bank Climate Change Advisors. 

President Obama decided earlier this month ta block EPA from tightening its air quality standard for 
ozone, a rule that could have led to tighter emission controls on combustion sources like coal power 
plants 

And Republican lawmakers are working furiously to slow other EPA rules they say will hurt the econo- 
my, including the Cross-State Air Pollution Rule and a maximum achievable control technology rule to 
cut air toxics from utilities. 

Skip Horvath, the president of the Natural Gas Supply Association, asked panelists whether those 
efforts would delay the retirement of coal plants But the panelists said the low cost af gas and remain- 
ing EPA rules would propel the shift from coal to gas power anyway. 

~ “Obviously it slows down the environmentally driven chanqes that could benefit both qas and 
renewables,” said Rick Smead, a director at Naviqant Consulting. “But what we are seeing now 
with low gas prices in the eastern US is that gas is just cheaper than coal and is beatinq i t  
straight up in economic dispatch.” 

While qas prices will still exceed Power River Basin coal prices in the western US, Smead said 
[‘an awful lot of coal rplantl operators really want to qet r id of those old dirty doqs anyway’! 
because they, are expensive to operate.- Kafe Winston 



Case No. 2012 - 
Page 177 of 337 

Information p resen ted  at t h e  LDC G a s  Forum 

0 Natural G a s  Demand Growth 2005 to 2030 
o 90% of growth in power production 
o Gas-60% less emissions than coal 
o Gas growing at expense of coal 

o Resources for about 100 years at current demand levels 
o Unconventional gas has extended coverage 60+ years 
o Further unconventional gains expected 

0 Weather 
o Dec-Feb 09-10 '13'h coldest out of 60 years 

* 10-11 16'h coldest out of 60 years 

0 Unconventional G a s  Resources  

Summer 2010 Znd hottest aut of 60 years 

201 1 Hottest out of 60 years 

0 EPA Regulations 
o Between 30 to 70 GW ( q  0-20% of coal fleet) could he shuttered 

due to more stringent EPA regulations. Loss of 30GW of coal 
generation would increase demand by 7.2 Bcf/d. 

o 9 new environmental rules have either been or will be 
introduced by the EPA over the next 18 months. 

o Past 20 months has been a period of extreme abnormal 
weather 

o Increased demand has keep pace with production 
o Oil price is relevant again, drives producer preferences and 

potential gas production gains 
o Long-term growth in natural gas demand should be robust due 

to abundance, affordability and environmental benefits 
o The health of the demand scenarios will depend upon a 

concerted effort to inform and educate about the benefits of 
natural gas. 

0 Other 

2 3  
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Jan-09 
Feb-09 
Mar-09 
Apr-09 
May-09 
Jun-09 
JuI-09 
AUg-09 
Sep-09 
Oct-09 
NOV-09 
Rec-09 

Average 
2009 

Summer 
2009 

5.24 
4.51 
3 96 
3 49 
3.83 
3 80 
3 38 
3.14 
2.97 
4.00 
3.66 
5.34 

Hedging Meeting 9-27-1 1 .xIsx 

Energy I nfo rmat i o n Ad m i n is t rat i on 
Henry Hub Pricing 

Per MM btu 
September 7,2011 Release 

Jan-IO 
Feb-l0 
Mar-IO 
Apr-I 0 
May-IO 
Jun-IO 
Jul-I 0 
Aug-I 0 
Sep-I 0 
Oct-I 0 
NOV-I 0 
Dec-I 0 

Average 
2010 

Summer 
201 0 

Winter 2010- 
201 1 

5.83 Jan-I 1 
5.32 Feb-1 1 
4 29 Mar-I I 
4.03 Apr-1 I 
4.14 May-I 1 
4.80 Jun-1 1 
4.63 Jul-11 
4.32 Aug-I 1 
3.89 Sep-I 1 
3 43 Oct- 1 1 
3.71 NOV- 1 1 
4.25 Rec-1 1 

4 49 
4.09 
3.97 
4.25 
4.31 
4.55 
4.42 
4.05 
4.00 
4.00 
4.07 
4.23 

Average 
2011 $ 

$ 
Summer 

201 1 

Winter 201 1. 
201 2 

$ 

$ 

912 1 120 1 1 

2-? 

Jan-1 2 
Feb-I 2 
Mar-I2 
Apr-I 2 
May-I2 
Jun-I 2 
Jul-12 
Aug-I 2 
Sep-I 2 
Oct-1 2 
NOV-I 2 
Dec-I 2 

Average 
2012 

Summer 
201 2 

4 33 
4.24 
4 19 
4.23 
4 17 
4.1 7 
4.16 
4.19 
4.25 
4 40 
4 48 
4 77 

EIA Prices 
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Gas Daily 
- 

Thursday, September 8, 20”ll 

EIA reduces gas price forecast, cites sluggish demand growth 

The Energy Information Administration on Wednesday lowered its natural gas price forecast 
for the next two quarters and all of next year, with a fourth-quarter drop of 9 centslMMBtu and-g 
- 2012 decline of 11 centslMMBtu. 

__. At the same time, EIA reduced its economic qrowth assumptions and predicted that total gas 
demand would rise just 1.8% to 67.3 Bcfld this year and 0.6% to 67.7 Bcfld in 2012. 

In its September short-term energy outlook, EIA forecast 03 Henry Hub spot prices at $4.16/MMBtu, 
down from the August forecast of $420/MMBtu. The agency projected 04  prices at $4,10/MMBtu, 
down from last month’s forecast of $4.1 WMMBtu. It expects prices to be $4.25/MMBtu in the first quarter 
of 2012, a 10-cent drop. 

EIA also pegqed full-year 2011 prices at $4,20/MMBtu, down from the August outlook of $4.241 
MMBtu, and forecasted 2012 prices at $4.30/MMBtu vs. last month’s $4.41/MMBtu. 

Still, the agencyexpects prices to rise modestlv next year compared with 2011, which “reflects 
some tiqhtening in supply as productiop qrowth slows in 2012.” 

Regarding demand, EIA said “qrowth in the industrial and electric power sectors accounts for 
most of the growth in total consumption, with expected increases in  2011 to 18.5 Bcfld (2.1%) and 
20.7 Bcfld (2.4%), respectively.” 

The agency said gas consumption for power generation fell from 29.7 Bcf/d in July to 29.2 Bcfld 
in August, “as the extreme temperatures (41 1 cooling degree days in July) receded somewhat (to 350 
cooling degree days in August).” Hurricane Irene, which ravaged the East Coast at the end of the 
month, also contributed to the downward pressure on demand, EIA added. 

- On the supply side, marketed gas production is expected to average 65.8 Bcfld in 2011, a 6.4% 
increase over 2010. “The maioritv of this growth is centered in the onshore production in the 
Lower-48 States, whichwil l  more than offset steep proiected declines in the federal Gulf of 
- Mexico,” said EIA, addinq that Gulf production should fall 13.9xJhis Vear. 

EIA expects that overall production will continue to  grow in 2012, but at a slower pace 
an average of 66.9 BcWd. 

1.7% to  

”Drilling activity has been resilient despite lower natural gas spot and futures prices,” said the report, 
noting that the August 26 rig count “had rebounded to 898 active drilling rigs targeting natural gas, up 
from 866 on May 20.” If this pattern holds, “production could grow more than expected in 2012.” 

Growing domestic gas production “has reduced reliance on natural gas imports and contributed to 
increased exports,“ EIA said. It now expects that pipeline imports of gas will fall by 4 1% to 8.7 
Bcfld during 201 1 and by another 3.8% to 8.4 Bcfld next year. 

Projected US imports of liquefied natural gas are down from 1.2 Bcfld in 2010 to 1 BcWd in both 
201 1 and 201 2, while “pipeline exports to Mexico and Canada are expected to average 4.1 Bcfld in 
2011 and 4.2 Bcfld in 2012, compared with 3.1 Bcfld in 2010.” - Chris Newkumef, Kate Winston 
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Short-Term Energy Outlook 
September 7, 2011 Release 
(Next update October 12, 2011) 

Global Crude Oil and Liquid Fuels 

Crude Oil and Liquid Fuels Overview. The proiected pace of global oil demand growth is lower in this 
month's Ouflook due to less optimistic assumptions about qlobal economic wow& The downward revision 
to oil demand growth relieves some of the potential oil market tiqhtness that had been implied by previous 
forecast balances. Nonetheless, without a siqnificant chz=  in the outlook for supply, EIA expects markets 
to draw upon inventories to meet at least some of the growth in consumption over the fourth quarter of 2011 
and beyond. In 2012, oil demand growth from countries outside of the Organization for Economic Cooperation and 
Development (OECD) is projected to outpace the growth in supply from producers that are not members of the 
Organization of the Petroleum Exporting Countries (OPEC), implying a need for OPEC producers to increase their 
output to balance the market. 

The inherent uncertainty of the revised price forecast is evidenced by the various shocks to oil su~plv, 
- demand, and prices that have occurred this vear. Upside risks to the crude oil price outlook remain, particularly 
due to ongoing unrest in oil-producing regions and the pos'sibility that non-OECD demand will be more resilient than 
expected Yet downside risks arguably predominate, as fears persist about the rate of global economic recovery, 
contagion effects of the debt crisis in the European Union, and other fiscal issues facing national and sub-nati6nal 
governments. On the supply side, the possibility remains that Libya may be able to ramp up oil production and 
exports sooner than anticipated. 

Crude Oil Prices. West Texas Intermediate (WTI) crude oil spot prices fell from an average of $97 per barrel inJuly 
to $86 per barrel in August EIA has revised the projected oil price paths downward from last month's Outlook. EIA 
expects that the U.S. refiner average crude oil acquisition cost will average $100 per barrel in 2011 and $103 
per barrel in 2012 compared with $200 per barrel and $107 per barrel for 2011 and 2012. respectively. in the 
previous Ouflook. 
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Price 
Comments -- Page 

Ref 

Long Term Forecast (Dec 11--Feb 12) 

Technical Analysis __ 
Wlnler 201 1-12 Strip Chan 

Summer 2012 Slrip Chafl -- 
Winter2012.13SlripChan 

NOAA predicling above average temperatures for December 201 1 .. 
Long FebNaV 2012 for Ponions of (he South.Cenlral porlion of CONUS. Below 

normal temperalures on West coasl and Noflhern mllions of CONUS 

.- I_)____ 

+-+ Shofl Closedat5363 25 - Shod Closed at54.01 26 

.(--3 Short Closed al54.53 77 
I - ~ . .  

I I IEqual chances of Above, Normal, or Below for the'rest of CONUS I I 

Mid Term Forecast (30-60 days) 

November IS predtcled lo be 13 7% colder lhan normal based on 10 year 
normals and December weather is predicted to be 8.7% colder than 

I - ~ ~ ~  normal. NOAA tvlnter lemperalure projection--lower-48 States are 
forecasted lo be 2% warmer durina Oclober lhroush March comoared to 
last year. 

Shofl Term Forecasl(6-10 days) 

Tropical Slorm Aclivily No tropical cyclone activity expecled duririg Ihe next 46 hours 

Storage injections for the week 
Storage levels are a i  3.624 TCF which is 1 3% lower lhan last year and 

~ - _ _ _ _ _  

3 2% higher than Ihe 5 year average 

PIRA Energy Gr 
Winter 20 l l l l Z  
Summer 2072: .-- 

Gas Daily 

- 
Gas Daily 

- 
Gas Daily 

Gas Daily 

Seclor demand are bullish. 

US gas prodticlion may be showing signs 01 moderaling lrom its rapid 
pace. "The worst of the North American gas oversupply is behind us-..US 
Supply growlh is expected to plateau and fall slighlly in the second half of 
2012 when Ihe rig count falls sufficienlly next year." 

"The lalk of shale makes everyone lhink we're way oversupplied--4he realily 
1s lhal weYe not. The signposts are already here '' Signposts include: shill 
in drilling rigs away from gas fields. nalural gas used In power generation. 

"We think Ihe supply-driven natural gas markel wilt continue to be 

concerns aboul fraclting. and LNG exports 

challenged over the next 12 months-Our current supply/demand forecast 
shotus oversupplied market in 2012. 201 1 price forecasl54 15 and 54 54 

L,ong 

Long 

Long 

Economic factors are not expected Io increase gas demand this winler and 
thalwill likelyresull In flal prices "When we weighted and combined all the 

the coming winter appears to be a slable outlook lor nalural gas 
consumers." 

- 

.-- 

CLVilVlll 

nalural gasionsumption lo grow by 1 2 Bcfld in 2011 and) 
Demand resulling from an increase in Ihe industrial and electric ?R _- 

- ,I I " tpower consumplion 

EIA expecls average lolal Produclion 10 increase bv 6 7% lo 66.0 Bcfld in I 

WTi spot prices fell from an average of $97 per barrel tn July to $86 per 
Oil Markel 

Discussed market fundamentals including wealher (end of the hurricane season), storage levels, PlRA and EIA price lorecasls, analysts projections 
of gas prices. amounl of supply available. ecOnOiniC influences on supply and demand and the cunenl positions of (he DE0 and DEK Hedging 

Dth/d (OH) an- DlWd 

lo replace [lie wilhdrawals during the Winler 201 1-2012 
-.__-̂____l_l__ 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

Nov 
Dec 
Jan 
Feb 
Mar 

............ 

........... 

........ 

.......... 

........ 
!P.L 
........... May 

Afg,. 
.......... SeP 

June 
July 
............... 
.............. 

Oct 
2 Month Ava 

Hiskoric Prices: 
NYMEX C 

5-yr. avg. 
[06/07-10/11) 

$5.69 
$6.23 
$5.84 
$5.80 
$5.83 
$5.77 
$6.15 
$6.31 
$6.6 1 
$5.57 
$4 84 
$5.04 
$5.81 
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CJ 4.9  to 0.9 

More subslanlial changes were made lo Ihe forecast this week as mosl were 
focused in Ihe warmer direclion over the WesI Thai said. warmer lweaks 
vvere also made over (he Weslerir Mtdwesl soulhward through Texas and 
wer Ihe Northeas1 The Mid-Allanlic Easlern Midwesl and Mid.Soulh have 
all lrended slighlly colder Pacific signaling such as Ihe second-year La Nina 
conlinue lo oHer strong support for Ihe forecast bul other iaclors such as a 
possible upper-lablude blocking evenl (perhaps slarting laler in Ihe monlh) 
and Ihe MJO would provide addilional support The eslablishmenl of -A0 
andlor -NAO blocking would help focus belows over the Easlern half. while 
allowing some polenlial warmlli lo develop over the West There s some 
uncertainly as lo how slrong lhe MJO stgnal will be as November begins, 
however. progression inlo phases 3 and 4 would support warm anomalies 
over Ihe northern tier If lhe IvlJO emerges inlo phase 5 loward Ihe back hall 
of November, a widespread below normal oulcome over Ihe Easlern half 
could be Seen 

Nov GVVHDD** Forecasts ‘1 OY Norniilf updated IO ‘o?-’lt 

No Changes 

Strong cold 111 the northern Plains 

us . 

This forecasl features no changes, wilh enhanced belows still expected from 
western Canada through the Midwesl and Interior East. a lypical result for 
Ihe hrsl winter monlh oi a second-year La Nina A recenl updale on lhe MEI 
confirmed lhar the Nina coiitinues to slrenglhen, and now ranks just short oi 
moderate strength according lo this metric, lhe sei of all ME1 analogs 
correlales with a Comparably cold oullook for Lhe Midwes( and other paris ol 
the Northern U.S The -PDO seasonal signal nearly mirrors our iorecasl for 
widespread much below-normal anomalies from Alberta lhrough the Ohio 
Valley A possibly strong upper-latitude bloclwg event (very - A 0  andlor - 
NAO), perhaps aided by Ihe recently-established ,-QBO (easlerly phase) 
would also support Ihe very cold forecast for the northern hall of the U S 11‘s 
importanl lo noLe Lhal nol all second-year Nina analogs favor a cold oulcome 
lor Ihe Easlern half. as (he Decembers of 1971. 1971 and 1999 reveal, 
however, lhese years featured eilher very posilive values of lhe A 0  or NAO 
and lhus lillle-to-no blockina 

1 IDec-2010 938.7 

No Change “Nstional Gas.Wcighled HDOr 

/ 3  
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@YMDA.. 
EarthSat Weather 

U Forecast Temperature .Deviations 0 

q Forecast Confidence: 7 'tr. 

'Strotig Belows Appear In Second Half Of Period* 
The warm air mass pushing through the Midwest and Northeast 
during the early part of the period could provide more warmth to 
these regions Yet, the main weather feature is the cold air 
mass diving into the Plains, Midwest, Texas, and South through 
the second half of the period. Should this air mass have a bet- 
ter connection to the upper latitudes, a stronger cooling could 
occur. This set up would allow more widespread strong below 
normal readings through the latter part of the period for these 
areas High pressure in the West could still inhibit any warming 
around mid period However, this breaks down and a warm up 
builds late in the period, bringing above normal temperatures 
into the region. 

I 

Forecast Confidence: 6 :- , L 

Forecast Confidence: 6 

0 A +3F to +4F A +5F to +7F a MA +8F to +14F 
8 -5F to -7F B -3F to -4F M B  -8F to -14F @# SB -15 or Lower 
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Stocks i n  billion cubktect (mi )  

lDtl4tll 10/07/11 Change 

Historical Comparisons 
Year Ago (10/14t 10) 5-Year (ZOOG.ZO~O~ Average 

SIOCk5 I O C l )  9% Change SIOCUS (Ecl) % Chnngc 
Region 

-_ 
-_ East 1.993 5 0  2.007 -0 7 1.988 0 3  1.935 - . . . ~  .- 

West 491 - 482 9 - 3  2 473 3 0  - - _ ~ _ _ -  501 

1.140 1.104 36 1.156 ' I  4 1.050 8 6  Producirig 

Total  3.G24 3,521 103 3,670 -1.3 3,511 3.2 

-ll_l ---- .- 
- 

Weekly Natural Gas Storage R.epo1-t Page 1 o f 1  

Rolerrc Schedule 
SiOn UP lor €moll Uod.llcr . .  Weekly Natural Gas Storage Report 

--.-______ ---. ----I-_. 

-_ - ... . , .. .- 

Data 

HiSlOcy (XLS) 

Minimum, and YCar-Aqe Stocks 
5 Year Ivcrdges, Na.,","m. 

( a s )  
References 

Methodology 
Difierenccs BClWCEn Monlhly 
Dild Wcekly Data 

Revision Policy 

Rclaled Links 

5 t o r a g ~  Basics 

Natural Gas Wcekly Update 

NRILNJI Gas Navigator 

PrivacY/SecuritY I ACCeSSilAlity I Copyrigiit I3 Reuse - Contact Us I Feedback I Careers I Aboul ELA 

Fedstats I iJSA.gOv I Oeparlmenl of Energy 

http://ir.eia.gov/ngs/ngs.html I0/20/20 1 1 
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Average 
2009 

Summer 
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PIRA 
North American Gas Price Overview 

Per MMBTU 
September 26, 201 I Release 
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September 26, 201 I NATURAL GAS 

GAS PRICE SCORECARD: NOV€MBER 2071 - MARCH 2012 
eeelirh I l t ld l  i' El.il!i:'t 

P.?;<" 5s:z ! -6: * - 
Despite our conllnued expectation of slower sequential 
growlh In the months ahead, YN gains in Lower 48 
prodticlion will rcmain very sizable wi th some help from 

No change from last month when we noted that LNG impofis 
are expected to average 0 4.0 5 BCFID less lhan a year ago, 
rellecliiig overseas lightness and much higher prices 

The ongoing slrengtii of western Canadian gas production 
poses a newly emerging bearisli rtsk for U.S balances, but 
imports should lay year-earlicr levels nonetheless 

Faster associated gas production growth is limiting the 
iinpsct of declining nonassocialcd gas and thereby 
providing a sleadying influence on imports from the LJ S 

We continue to foresee an  all-tirnc record liigh level of gas 
remaining in slonge by end.hlarcli 2012 unless Mother 
Nature comcs uo with anolher frioid surnr iw  

- - ~  
' U S Production 

veatlier-driven v.eakncss in  10'11 j 

! 
, 

1 

i 1 

L.NG /niporis llB 

I Canadian Trade ' . '  Bal 

M e x i c a n  Jrade 
! 
' 

Sforage  l e v e l s  

By an increasingly narrow margin we are keeping next year's 
Economy : . ' economy in the neutral column, but bearish risks continue to 

grow pointing to a doubledip recession. 

Until major questions regarding the implementillion of the 
EPA's Cross-State Air Pollution Rule are resolved, the  post 
Jan '1 outlook for gas-fired EG will remain very unstable. QUI 
v,e conlinue to project a higher YlY gss burn for EG. 

Industrial gas demand prospects are moving along the same 
increasingly unstable path facing the U.S. economy as a 
whole. The lack of incremental project spending in  the gas- 
intensive cheinlcal industry highlights downside risks l o  our 
demand forecast. 

The recenl pattcrn of colder heating seasons looks like an 
absolute necessity to  keep storage within a functional range 
during 1Q12, but last winter's GWHDDs remain a hard act to  

.- 

Necfric Generalion (EG) . .. - 

. .  - 
Industrial Sector : , .  

ReslCorn Healing 

The NYMEXllCE non-commercial not short position had 
steadily swelled since its recent bottom on May 31. While It 
looked like the March 2011 levels would be challenged, the 
upheaval in  many financial markets last week is likelv leadino NYMEXPrices and Speculalion 

:-- :. . . --: 
j _ _ _ _  i. ; ' . 

Lo a puilback in holdinqs, which should be evident i n th i s  
" 

Outside of any additional speculative short-covering, near- 
term fundamentals suggest further price weakness ahead. 
Tighter balances by m'id-Oclober, though, due to seasonal 
heating gains, which last October's m i l d  temps would 
magnify, appears to be the lone source of price support, 
barring other surprises. Tougher YN temperalure 
comparisons thereafter stand in the way of sustained gas 
orice strenoth. 

. ; - I .  I '. Price Oullook , __ ... . i 

PlRA Energy Group, 3 Park Avenue, 26" Floor, New York. NY 10016-5989 (?el) 212-686-6808 (Fax) 212-686-6628 YAW pire com ' 
For aulhonzed subscribers only Copyright 0 2011 PIRA Energy Group All rights reserved 
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Inside FERC’s Gas Market Report 
October 14,201 1 

Barclays sees initial indications gas production is nearing plateau 

US gas production-may be showing siqns of moderating from its rapid pace, Barclays Capital 
analysts believe, pointing io a flat nionthlv production picture reported bv the Enerqy Information 
Administration and a large number of drilled but uncompleted wells, 

“Even though production should continue to  grow at the current riq count, in our view, the 
swelling number of drilled but uncompleted wells will most likely continue to decelerate 
production qrowth,” reads Barclays’ October 3 report. “The worst of the North American qas 
- oversupplv is behind us, in our*. US supply qrowth is expected to  plateau and fall sliqhtly in 
rthe second halfl of 2012 when the rig count falls sufficiently next year: 

Barclays analvsts believe that a lot will ultimately depend on any potential qrowth in rig efficiencv. 
---. “If the industrydoes - not boost rig efficiency at all this year or next, then our supplv outlook would 
be cut bv.0.6 Bcfid in 2012, and US qas production would fall into decline early in 2012,” they said. 

Les Deman, an independent energy consultant, said supply indicators are somewhat ambiguous EIA’s 
monthly production numbers have been relatively flat on a net basis since April, which may be attributable 
to production management, drilling economics, seasonal factors and weakening demand Also, EIA 
data shows that gas drilling has been essentially flat over the past 18 months 

At the same time, however, the monthly EIA-914 production data also shows that the gas production 
declines in conventional areas - such as offshore Gulf of Mexico, New Mexico and Oklahoma - have 
been offset by growth in the gas shale states of Louisiana, Texas and others, Denian said 

In addition, the EIA’s 12-month year-over-year production series, an intensity index that removes most of 
the seasonal variability by a taking 12-month average of production and comparing it to the 12-month 
average a year ago, shows production is still in an upward trend as of July. “Perhaps you could argue that 
the rate is decelerating compared lo the end of 2010,” Deman said 

George Lippman, president at Lipprnan Consulting, said he also believes there are signs of the growth in 
production slowing down. Notably, this drilling rig slowdown has been particularly pronounced in the 
Haynesville Shale and other dry-gas plays as more rigs move to oil- or liquids-rich plays. 

“Over the past year, September 2010 to September 2011, we see Lower-48 wellhead production 
qrowth o f  3.7 Bcf/d,” Lippman said. “I do not think we will see another 3.7 Bcfld qrowth over the 
next 12 months.” 

The qrowth in production from the shales wasresponsible for this uptick, with shale production 
havinq increased bv over 5.2 Bcfld duririq this same period. US production will continue to grow, 
but at a much slower pace, peFhaps half the rate that was seen so far, Lippman said, 

Navigant Consulting analysts said in an August research note that it had predicted a supply plateau for 
201 1, an event that has not yet occurred. “What does appear to be the case is that producers are facing a 
good deal of uncertainty and that in order to continue with the efforts to unlock the potential of shale gas, 
large investments will continue to be required,” they said. 

According to Navigant analysts, a plateau will happen when capital markets become more reluctant to 
provide funds to producers in response to low gas prices. 
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While at the moment the growth in number of rincampleted wells means decelerating production, in the 
future - particularly over the next several years - the impact of uncompleted wells is unknown, said 
Barclays analysts. "We do not explicitly aCColJnt for the elimination of this backlog in 201 1 or 201 2, even 
as the service industry is expected to add capacity Working this backlog down to an expected normal 
level would add perhaps 1 Bcf/d or more of supply on an annual average basis. A rally in gas prices 
relative to oil would be one catalyst that could decrease this inventory." 

Barclays analysts would view a supply plateau as a "psychological watershed event to the market." The 
significant price inflection point for gas will come when ihe market perceives that s~pp ly  is set to peak, 
they said 

Such point would need a convincing proof, they added, which would come in the form of "hard data of an 
actual, measured production decline " - Anastasia Gnezdifsltaia 
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Friday, Oclober 14,201 1 

Gas glut is exaggerated, Conoco exec maintains 

Undeniably a game chanqer for the industry, the shale boom has also caused a misconception 
that the US is vastly oversupplied with=, a ConocoPhillips Gas & Power executive said Wednesday 
in Los Angeles. 

Speaking at the LDC Gas Forum Rockies &West, Jim Duncan said althouqh qlobal qas reserves are 
estimated at more than 6,000 Tcf, with 23% of that m ~ h  America, several factors could quickly 
throw supplvldemand fundamentals off balance. 

!‘The talk of shale makes everyone think we’re way oversupplied,” said Duncan, the firm’s director 
of structured products. “The,reality is that we’re not. The signposts are already here.” 

One of the larqest risks to qas supplies is  the shift in drillinq riqs away from gas fields to oil- and 
liquids-rich plays .  

“We’re losinq natural qas wells because the return on-stment is-not there. There’s more 
dimensional variability with crude oil. That’s a problem if you think we’re qoinq to be 
oversupplied,’! Duncan said. 

Another factor that could weiqh heavily on gas supplies is power generation, Duncan said. A little 
more than a year ago, nuclear power was among the resources being considered for expansion to help 
meet the growing demand for power. -tsunami and subsequent events inukushima,  Japan, 
however, may have stopped that movement in its tracks, Duncan said. 

That. he said, could have a “direct impact” on qas as power qenerators rethink their strat- 
and as the retirement of coal plants, whether due to  age or to,environmental requlation, occurs. 

Concerns about hydraulic fracking also create uncertainty about future gas supplies, especially if public 
opposition leads to increased regulation and more conventional, higher-cost production, Duncan said. 

In addition, the prospect of LNG exports and an increase in naturalgasvehicles also could 
- disrupt the sup pl yld em and equilibrium. he said, 

And while Duncan said he remained bearish on gas prices, weather could provide some upswing to the 
market as the last two winters have set records in the US and last summer went down as the hottest in GO 
years 

“In Houston, it never got above 120 degrees It never got below 105 either,” Duncan quipped “The East 
Coast had a hurricane and an earthquake. This has not been a good year to be a Yankee. Some would 
say it‘s never a good year to be a Yankee.“ 

“YOU would think this would have had a huge impact on the market, but it didn’t. It was fairly muted,“ 
Duncan said. “Whether we like i t  or not, this market is defined by its supply/demand fundamentals.” 
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Thursday, October 6,201 1 

Wells Fargo clips price forecast 15% for 2012 

With natural gas supplies still tickinq up despite the move towards liquids and demand slowing in 
a cool ing economy. Wells Fargo’s enerqy analyst slashed his natural gas price forecasts by 
double diqits Wednesday. 

’Wish we could start off this section pointing out how the market is wrong and how the outlook for natural 
gas has turned. But we can’t,” Wells Fargo‘s David Tameron said “Plain and simple, it’s just not very 
encouraging.” 

--. Tameron cut his 2011 piice forecast 1’1% to  $4.15/MMBtu and then took a bigqer whack of next 
year’s call, trimming 15%_to $4.54. In 2013, Wells Farqo sees some tiqhteninq, but still cut its 
forecast 10% to $5.15. 

“Lonqer term, we still believe in natural qas and the power of the blue flame,” Tameron said, 
noting positive siqns with &nouncements of new chemical plants. !Power generation demand is 
still in the early innings of a secular uptrend,” Tameronadded, sayinq gas is cleaner and,,often, 
cheaper than coal. 

I Despite these signs, Tameron cut 8% off his long-term qas Price forecast, lowerinq i t  to $5.50. 

Tameron had thought gas production would decrease toward the end of this year as joint-venture 
arrangements ended and the need to drill [eases to hold them by production slowed. But the JVs kept 
coming and producers kept drilling leases to hold-by-production, increasing the size of North America’s 
gas supply, ‘Tameron said. 

“In addition, natural gas liquids prices are up dramatically versus a year ago, with the third quarter of 201 1 
up 39% from the third quarter 2010.” 

“Many of these plays that operators are saving are ‘liquids-rich’ are really iust natural qas plavs 
-- with an NGL component,” Tameron explained. “Not saying the economics don’t work, just sayinq 
that NGL prices rather than natural gas prices are likely the determining factors.” 

In his supply model, Tameron sees US gas production increasing 6% this year, to 62.4 BcVd, before 
slowing to 1 3% next year, with Canadian imports declining to around 6 BcWd and with liquefied natural 
gas imports staying flat this year at less than 1 Bcfld 

While industrial demand should tick up 2 3% to 18 5 Bcfld this year, demand from the residential, 
commercial and power sectors are all expected to be flat, Tameron said 

LLWe think the supply-driven natural gas market will continue to be challenged over the next -I2 
months,” Tameron said. “Our current supplyldemand forecast shows another oversupplied 
market in 2012. We are currently forecasting full-year supplv to  exceed demand bv 1.8 Bcfld [in 
20121, although we note this 
im-balance is front;end loaded.” - Bill Holland 

21 
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Wednesday, Oclober 5, 20 11 

NGSA expec t s  flat d e m a n d ,  prices this winter 
Economic factors are not expected to increase gas demand this winter and that will likely result in 
flat prices, the Natural Gas Supply Association said Tuesdav in  its annual Winter Outlook, 

“When we weiqhed and combined,alI the different influences on supplv,and demand, the big 
picture that emerqed for the cominq winter appears to be a stable outlook for natural qas 
consumers,” said Skip Horvath, president and CEO of NGSA 

NGSA expects the economy and the weather, two factors that most influence winter demand, to 
place subtle downward pressure o n  market prices this winter. The unemployment rate “is not getting 
any better,” he noted 

Manufacturing is projected to improve by 2.7% this winter compared to 6 1% last winter The projected 
increase, he said, “is better than nothing.” 

=he same time, supply and storaqe data suqgest a mix of moderate downward to flat pressure 
on qas prices, Horvath said. 

AI1 the factors ttle NGSA considers are interrelated and a chanqe in any one of them could 
jnfluence all of them. “This year, we see the weather as the most influential factor.” he said. “Of 
course, it’s also the most difficult to  predict.” 

NGSA said demand from residential and commercial customers is expected to modestly decrease from 
38.2 Bcild last winter lo 35.8 Bcf/d this coming winter. 

Horvath said the National m n i c  and Atmospheric Administration has forecast comparatively 
warmer temperatures for  most of the country. Enerqv Ventures Analysis has predicted the 
upcorninq winter will be 3% warmer than last winter, he added. 

Demand from the electric sector is expected to modestly increase -17.3 Bcfld this winter compared with 
17.0 Bcf/d lasl winter, Horvath noted. The increase is due to the low price of natural gas relative to the 
price of coal, he said, adding that fuel switching from coal to gas has been an ongoing phenomenon 
for the last three years. 

-- “Production is anticipated to set a record this winter, as producers concentrate on liquids-rich 
shale formations,” he said. “In fact, the data shows that shale wells are yieldinq ever qreater 
amounts of natural q& 

Average winter production last winter was 60 Bcfld. This coming winter, he said production is forecast to 
be 63.1 Bcf/d. tle pointed out that liquefied natural gas imports are expected to be halved froni 1.3 Bcf/d 
to 0 6 Bcf/d Canadian iniports are expected to slip to 5 9 Bcf/d from 6 1 Bcf/d because the Canadians are 
using more gas to develop their shale oil reserves. 

.-- Shale gas production now accounts for 26% of the total Was production in  the United States, 
- Horvath said, adding that he expected to see it increase “soon” to 30% of  total US qas production. 
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Even thounh production is up, the amount of qas placed in storaqe is expected to decline. 
Horvath said 3,847 Bcf o f  gas was injected into storaqe for use last winter. NGSA predicts 3,800 
Bcf will be put in  storaqe beforet-ii heating season starts in Novem- 

The decline in gas storage indicates gas customers are more confident in the industry's ability to deliver 
gas as it is needed this winter, he said. - Rodney White 

2 3  
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Henry Hub Pricing 
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October 12,2011 Release 
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Short-Term Energy and Winter Fuels 
Outlook 
October 12,2011 Release 
(Next update November 6, ZO??) 

Nafural Gas 

U.S. Natural Gas Consumption. Proiected natural qas consumption increases by an averaqe 1.2 billion cubic 
feet per day (Bcf/d) in 2011 and 0.5 BcWd in 20 12, with qrowth in thdec t r i c  power and industrial sectors 
drivinq the increases. Projected natural gas consumption for electricity generation increases by 0 36 Bcfld and 0.37 
BcWd in 201 I and 2012, respectively. EIA expects consumption in the industrial sector to rise from 18 1 Bcfld to 18.5 
Bcfld in 201 1 and 18.6 Bcf/d in 2012, as the projected natural-gas-weighted industrial production index also continues 
to rise but at a slowing rate. 

Natural gas consumption for the third quarter of 201 1 averaged an estimated 57 9 Bcfld, with consumption in the 
electric power sector making up almosl half of the total. There were an estimated 942 cooling degree-days lor the 
third quarter 201 1, about 22 percent more than the 30-year normal, and above the 930 cooling degree-days for the 
record-breaking heat of the third quarteFof 2010 

U S .  Natural Gas Production and Imports. EIA expects marketed natural qas production to averaqe 66.0 
Bcf/d in 201 1, a 4.2 BcWd (6.7 percent) in_crease over 2010. The entirety of this growlh is coming from increases in 
onshore production in the lower 48 States, which will more than offset a steep year-over-year decline of over 0,9 
BcWd (15 percent) in the Federal Gulf of Mexico (GOM) and a small decline in Alaska. EIA expects that overall 
production will continue to grow in 2012. but at a slower pace. increasinq 1.4 Bcfld (2.1 percent) to an 
averaqe of 67.4 Bcfld. 

Global Crude Oil and Liquid Fuels 

Crude Oil Prices. West Texas Intermediate (WTI) crude oil spot prices fell from an average of $97 per barrel in July 
to $86 per barrel in August and September The WTI spot price began October below $8R per barrel. EIA revised 
the projected oil price paths downward from last month's Oufiook EIA expects that the US.  refiner averaqe crude - oil acquisition cost will averaqe about $99 per barrel in 2011 and $98 per barrel in 2012 compared with $100 
per barrel and $103 per barrel for 201 1 and 2012. respectively, in last month's Outlook. 

Hig hligti fs 

EIA proiects averaqe household heatinq expenditures for natural qas, propane. and heatinq oil will increase 
by 3 percent, 7 percent. and 8 percent, respectively, this winter (October 1 to March 31) compared with last 
winter, while electricity heatingexpenditures fall by less than 1 Percent, Average expenditures for households 
that heat with oil are forecast to be higher than in any previous winter. 
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Gas Daily 
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Gas Daily 
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Gas Daily 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
November 17,2011 

Poll results show lhat less lhan 50% of utility execulives believe shale gas 

generation due lo environmental rules now seeing a *'slow jog lo gas' 
based on low gas prices. 

''We now foresee a surplus emerging Ihis month that will likely persisl 
lhrough most of 2012" "This inventory haog-over largely reduces (he 
scope for a winter price rally and polentially. opportunilies for gas prices to 
firm up malerialiy in 2012." 

"In the absence of a very cold winter, we expect natural gas prices to slay 
Long low because of record-selling production. high slorage levels and a weak 

demand picture." 2012 price of gas lo average $4 3OlMrnblu. 

19 1 Long is a "game-changer". "Dash to gas" lhat was expected for eleclric 

- 

1 2o 

t 21 

__. 

- 
Page 
Ref Commenls 

Price 
-- 

-. Weather 

- 
Mid Term Forecast (30-60 days) 

Technical Analysis 
4+ Short Summer 2012 Slrip Chart 

Winter 2012-13 SMp Chart .c---t Short 

Summer 2013 Slrip Chart +-+ Short 

--~.._I__-_ - 
___.- 

Winter 2013-14 Strip Chart +-.C Short 
Zconomy 

Demand f--t Long 

___I_." 

supply C C  Long 

Oil Market .+---+. Long 

- 

Short Above, Much Above and Strong Above move from lhe West lo lhe I l l  I Eastern portions of CONUS during the period Short Term Forecasl(6- 10 days) 

~ . - - ~ . - . ~  -- 
24 Closed al.53.63 

Closed at $4.17 25 

26 Closed at $4.24 

Closed at $4 66 27 

-- 

______ - ___ 

EIA projects total natural gas consumption to grow by 1.7% to 67.1 Bcf/d in 
201 1 and grow 1.1% to 67.9 Bcf/d in 2072, resulting from an increase In 
the Industrial and eleclric power consumplion, 

EIA expects average Lola1 production lo increase by6.1% to 65 6 Bcf/d in 
201 1. Produclion growlh is forecast to continue ala  much slower pace in 
2012, increasing 2.0% to average 66.9 Bcfld. 

WTI spot prices fell from an avenge of $110 per barrel in April to $86 per 
barfel in August. EIA expects the U.S. cost of crude oil will average aboul 
$100 per barrel in 201 1 and 2012. 

28 

28 

28 

1 1 

Storage Inventory 
Slorage injections for theweek ending November 11th were19 BCF. 

Long Storage levels are a13 850 TCF which is 0 4% higher than last year and 
6.2% higher lhan the 5 year average 

EIA Weekly Storage Report 1 15 

-_.-- 
-____I__ 

lndustry Publications 
PlRA Energy Group 
Winter 2011112 
Summer 2012: S 

16-17 

-- ---- 

exports. These factors to lead to a higher-price gas environment by2015 

- 
Gas Daily 

'1 - 
Meeting Minutes: 412 Annex Conference Room - 1:OO pm 

Aflendees: JeKKern. Mike Brumback, Milch Martin, Steve Niederbaumer 

Discussed market fundamentals including weather, storage inventory levels, PlRA and EIA forecasts. independenl analysts projections of supply 
and demand and Uie impact on gas prices, economic influences on supply and demand and technical analysis on Summer and Winter Ship prices. 
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11/16/2011 

Duke Energy Kentucky 
Hedging Program 
Current Position 

System tiedged to Date Next Target (3/31/12) - 
Delivery Supply Tolal Required Allowed 
Monlh Dlhlmo Dthlday Dth/mo dlh/day dth/day 

Apr- 14 
May-14 
Jun- 14 
Jirl- 14 

Auq- 14 
Sep-14 
Oct- 1 4  

Summer 201 4 
Target Levels By March 3 

Nov- 14 
Dec- 14 
Jan-I5 
Fcb-15 
Mar-15 

Winter 14/15 
Target Levels By October 
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Oct 
N O ~  
__"__._. 
*.___-_.. 

COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
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$3.52 ~- 

Dec 

Last Year 
(2010"2011) 

Historic Prices: 

PlRA EIA 
25-0ct-I 1 8-Nov-I I 

TO CURRENT FUTURES PRICES 

NYMEX ( 
5-yr. avg. 
~06/07-10/11 
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$3.556 
$3.604 
$3.646 
$3.68.1 
$3.674 
$3.718 
$3.865 

I_____ 
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@M!iA, 
Earthsat Weather 

u -0.9 to 0.9 

Dramatic warm change across 
eastern and southern US 

Colder along the West Coast 
Significant warm changes were applied lo most of Ihe eastern half. leaving the 
forecast subslanlially warmer overall. To counter the warmer changes, vic’ve 
cooled the West Coast though Ihe most significant chill is still favored to impact 
Canada The warmer changes stem from our revised thinking lhat blocking will 
phy much less of a role a5 a pattern driver. Instead, a La Nina-like paitern looks 
like it will remain in place through the start of December. Tropical forcing 
mechanisms focused in and around the Indian Ocean suggest the flow from lite 
Pacific will conlinue to be a strong driver to the global atmospheric panerns. With 
the absence of any real credible sign that blocking will manifest itself during this 
first two-week period, the psllern looks l o  be a mild one in Ihe eastern half wilh 
cool lroughing over the WesL 11‘s important to note that if blocking can develop by 
mid-December, Ihe colder air bottled up in Canada could move southeashverd into 
the East and Soulh during the back half of the month. providing some sorl of IiDD 
recovery for these regions. 

Dec GWHDD** Forecasts ‘1OY Normal updated to ‘01-1C 

Change: -35 “Nalional Gns-Weighted HDDa I 

Slightly less cold overall 

Strongest cold remains in 
Canada and northern Plains 

Changes were much less subslantla1 compared to lhose made for December, 
though warmer adjuslments were still made over the caslcrn half while colder 
tweaks slayed rocused on the West Coast. These changes have done liltle to 
alter the cornposlle map, vihich continues lo  feature widespread belows. The La 
Nina seasonal signal (as simulated by the set of all ENSO 3.4 analogs) favors this 
broad cliiil, and also placement of Ihe strongest cold from western Canada 
through the Norlh-Central U.S. Interestingly, not all of (he years induded in the 
ENSO 3 4 analog dataset featured significant-NAO blocting. butthe composite 
still supports widespread cold. Analogs (1955. 1971. and 1985) that did indeed 
feature substantially strong -NAO blocking (average January NAO values Of -0.50 
or lower) show more expansive coverage 01 belows into parts 01 California and 
(he Soulhwest. However. the analogs (1984.2000. and 2008) fealuring January 
NAO values of +O 50 or higher present a slight warmer risk to the forecast, 
especially over western Canada and parts of Ihe norlhern tler where our 
predictions are coldest 

I 
I--- Jan GWWDD** Forecasts ’IOY Norinal updated to ‘Ol-fC - ___I_ 

1OY Noyrnnc I 931.: 
~ J N I  2012 ~ ~ ~ t : r 9 8 0 . 0  30YNormal 946.: I-- Jan-2011 1016.; 
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. EarthSat Weather 

Forecast Confidence: 5 
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Stocks in billion cubic f,cct [ B d )  - 
Region 

11'11/11 11104/11 I. Cf1an9c 

__. 
East 2.091 2.085 9 

1 West 510 511 

Produclng 1.246 1.235 11 

Total 3,850 3,831 19 

- 

@ U.S. Energy Infomialion Administration r--T--m* 
indepindin: Stobs!ics atid Anaiysls 

- Home 7 Naluml G.m w Weekly Nnl~iel GPS Sloragc Repon 
nvtcase schcduiD Weekly Natural Gas Storage Report Siqn UP for Email Uodales 

-. -~ 
Relcasod Ncvcmber 17, 2011 ~t110:38 8.m (earlorn Umc) lor lhc Week Ending NwOmhCc I f .  2011. 
Ncrt RCIcaSc: NoVCmbCr 23.201 1 

.- 
___ Hlstorlcal Comparisons 

Year A s o ( l l / I l / l O )  ,S-Year (2006-2010) Average - - E z z z F - - w  
2 8  ~~- --- __-- 2,036 - 2,000 0.7 

518 -1.5 492 3.1 .- - - 
1.237 0.7 1,098 13.5 

3,836 0.4 3.626 6 . i  
I 

Data 

Xistory ( X U 1  
S-Year Averages, Maximum, 
Minimum. and Year-Ago s tock  
WLS) 

Rcferenccs 

Mcthodology 

and Diffcrenccs Vtcolrly B c h ~ c c n  Data Monthly 

Revision Policy 

Storage Basics 

Natuval Gas Weeltly Update 

Natural Gas Navigator 

Related Links 

Notc: ThC shaded area indicates the r'anqc bclwccn Ihc hlstoricJl minimum and maximum values for the 
weekly scrics from i O O G  through 2010. 
Source: Form E1A-912, *'Wcckty Undcrground Natural Gas Slorage Report." The dashed vcrtical llnos indintc 
currcnt and year-ago wcekly periods. 

Privacy/Security i Accessibillty I Copyright & Reuse * Cantact Us I Feedback I Careers i About EIA 

Fcdstats t IJSA.gov t Department af Energy 
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October 25, 201 I NATURAL GAS 

GAS PRICE SCORECARD: JANUARY 2012 - MARCH 2012 
i3errwl1 IlelAlBI Bulkslr 

i g Z ~ b l &  

Desplte Slower expected sequential growth in the months 
ahead, Lower48 production will remain -3 BCFID hlgher YIY, 
partly owing l o  191 1 weather-driven losses of -0.8 BCFID. 

A new re-gas terminal, Gulf LNG, brings US. capacity up to 
17 BCF/D, but l Q l 2  imports, excluding re-exports, are 
forecast toaverage only 0.7 BCF/D. down 0.2 BCFlD YIY. 

Canada will begin its heating season with slightly more gas 
in storage than a year ago, but exports are forecast to 
decllne Y N  owing to reduced storage draws. A more similar 
draw to a year earlier sliould not be ruled out that would 
minimize any export gap. 

In 1Q12, imports from the U.S. are projected to increase by 
only 0.1 BCFID. but upside risks to that forecast wi l l  depend 
on the uncertain near-term pace of production declines. 

Despite stronger Y N  non-core demand, RIC heating lossos 
coupled wlth higher US.  gas production should push end- 

U.S.  Production @ 

LNG lmports rLl a 

Canadian Trade F: r-.j 

Mexican Trade L .-.; CJ 

Storage Levels m4 r--"] !-:.: 

Economic data have been better than anticipated recently, 

contributing to a stock market rally. 
Economy 33 r-1 thereby m'itigating double-dip recession worries and 

Questions regarding the implementation of the EPA's Cross- 
State Air Pollution Rule (CSAPR) linger, but  the odds stlll 
favor Phase 1. effective Jan. 1, helping to boost gas-fired EG. 

A more upbeat overall econonilc outlook points to upside 
potential for induslrial gas dcmand relative to our 
conservative 1Ql2 YIY growth forecast of 0.4-0.5 BCFID. 

'The return to another La Niiia winter now expected by 
weather gurus raiscs the prospect of smaller Y N  losses in 
RIC space heating, but we're sticking with our mild weather 
"hybrid" GWHDD assumption for now. 

Electric Generation (EGJ CJ El 

industrial Sector [-"-'I !--l 

Res,Com Heating [---I r---- 

Despite the hesh.lows made by the front end of the NYMEX Gas 
futures. which helped pul l  the l 2 m o n t h  strip below $4.00 at 
times of late, speculalors have not responded with any 
substantive buying. Non-commercial NYMEXIICE slrort futures 
positions were reduced relative to late September, but  holdings 
remain near the most recent August 2Yd high and the March 1" 
hish for the war. On balance. NYMEX futures amear  vulnerable 

NYMEXPrices and 

to-upside r i s k  ahead of the heating season's d i n a n d  peak. 

In the early stages of 1Q12, upside price risks relative to the 
NYMEX forward curve will reflect in part the preference of 
gas distributors to maintain maximum deliverability from 
storage until the second half of the heating season kicks in. 
But we expect the opposite from around mid-February as the 
anticipated Y N  storage surplus contlnues to expand unless 
colder-than-normal weather prevails. 

Price Duflook r-l 

~ - -  -- .- - 
PlW Energy Group, 3 Park Avenue, 26"'FIoor, New York. NY 10016-5989 (Tel) 212-606-6808 (Fax) 212-686-6628 w.p i ra . com 

For authorized subsmibets only. Copyright 0 201 1 PlRA Energy Group All rights reserved. 
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Thursday, November 17,201 1 

Policy risks to affect gas market  more than supplyldemand: Goldman Sachs 

Policy risks related to environmental requlations for power plants, hydraulic fracturinn and 
liquefied natural gas exports will supplant supply and demand as the key factors affecting the US 
gas market through 2015, David Greely, a managing director at Goldman Sachs, told the LDC Gas 
Forum in Toronto on Tuesday. 

- The gas market landscape will be shaped by the way environmental requlations for electricity 
generation wil l  play out, said Greely, addinq that currently the market is facing uncertainty over the 
timing and scope of the Cross-State Air Pollution Rule and the Maximum Achievable C w  
Technology. 

“There is  onnoinq litigation around CSAPR, and further changes and delays may still happen,” 
said Greely, addinq that the final rule will be released in December, but a 2014-15 implementation 
date is expected. 

CSAPR is expected to be less stringent than MACT, but is planned to be implemented in January 
2012, and is expected to result in coal-fired generation curtailments 

The final MACT rule is expected on December 17. Greely added. 

As a result o f  these Environmental Protection Aqoncv regulations. more than 40 GW of coal-fired 
generation capacity is expected to be retired through 2015, which would drive qas prices higher. 

Additional policy risk factors include the future of federal rules for hydraulic fracturinq. since a lot 
w_ill be decided depending on the results of,an ongoing EPA study. “EPA is conducting a much 
awaited study of the relationship between hydraulic fracturing and drinking water resources, and the initial 
research results are expected by the end of 2012 with a goal for a full report for 2014,” Greely said, 
adding that the White House will likely make a decision on hydraulic fracturing after the 2012 presidential 
elections. 

Finally, despite several LNG export terminals currently being on track and being considered economically 
viable, Greeiy expects the debate on LNG exports to intensify 

“While Cheniere’s Sabine Pass export project is clearing the hurdles with surprising ease, the political 
debate around enerqy security and independence may still heat up as the 2015 start-up 
approaches,” he said, adding that he expects a possible recession to fire such debates 

Each o f  the factors taken separately - coal displacement, LNG exports and fracturing regulations 
-is not expected to push Gas prices up significantly, but together they will lead to a hiaher-price 
gas environment by 2015, Greely predicted. -- Anastasia Gnezditskaia 
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as Daily 
Wednesday, November 16.201 1 

Analyst: Utility execs wary of gas as ‘game-changer’ 

__._ Many-officials in the US power industw are not convinced that cheap shale gas is here to stay, 
even thouqh today’s production does not face the same exploration risks as deepwater gas, Jen 
Snyder, a principal natural gas analyst with Wood Mackenzie, told state regulators Monday 

Snyder was “pretty shocked” after a poll thisgummer showed that less than 50% of utility 
executives believe shale gas is a “qame-chaq& she told a meeting of the National Association of 
Regulatory Utility Commissioners in Si. Louis. 

“As it turned out, there were real concerns aboilt the resource base itself, basically because of what 
happened in the late ‘90s the last time the power industry made a bet on gas,” she said. 

Gas producers have to explain to the power industry lhat environmental and exploratory risks for shale 
gas are manageable, she added. “There’s still a good bit to do in terms of talking up the resource base 
and really the lack of exploratory risk, which is kind of what we had back in the late 90s when we made a 
bet on deepwater gas.“ 

It is different this time around with shale gas, according to Snyder. 

She had expected to see utilities “dash to gas” because of strict new environmental rules. But 
instead, she is seeing a ‘‘slow ion to gas” because coal-to-qas conversions are being driven by 
low gas prices, not environmental regulations. 

“We have qot great long-term opportunities for gas as a low-cost resource base, but it is going to 
take a while for those opportunities to  develop,” she said. -._ Kate Winston 
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Friday, November ‘I 1,20 1 1 

BNPP lowers gas price forecast through 2012 

Citing a larqer-than-expected storage build, BNP Paribas on Thursday lowered its fourth- 
quarter 2011 qas price estimate by 70 cents to $3.75/MMBtu, while also trimminq i tspr ice 
estimates throuqh next year. 

The new forecast for the fourth quarter of 201 2 is $4.40/MMBtu,  a drop of about 30 cents from the 
previous estimate. m h e  entire calendar year 2012, BNP called for an averaqe NYMEX price of 
$4.30, a drop of 25 cents from its previous forecast done in March. 

BNP analyst Teri Viswanath, said in a report that IJS storage balances are roughly 2 BcWd looser than 
earlier projections and therefore, the industry is on its way t o  developing an inventory surplus earlier than 
anticipated. 

“We now foresee a surplus emerging this month that will likely persist throuqh most of 2012,” 
the report said. ‘This inventory hang-over laraelv reduces the scope for a winter price rally and 
potentially, opportunities for qas prjces to firm up materiallv in 2012.” 

The new estimates reflect “our anticipated higher levels of working gas in storage ahead of the peak 
winter heating season,” Viswanath said. 

On Thursday, the Energy Information Administration reported that the storage injection season ended 
with levels at 3 831 Tcf, slightly shy of last year’s record-busting level. 

In early August, BNP Paribas had warned that increased supplies were likely to pressure gas prices 
lower in the last stretch of the injection season. 

“Given the magnitude and duration of the current sell-off, the market has fallen below our initial 
anticipations,” Viswanath added. 

In addition, she said BNP Paribas underestimated the impact of the loss of electric power demand in 
the West, stemming from a fall in air-conditioning demand. This contributed to even more supplies 
accumulating in storage, thus exacerbating the marltet‘s imbalance, Viswanath said. 

The report also suggested some price recovery in the near future 

“While we think that next year’s fundamentals are not particularly constructive for prices, we 
do see tighter balances proqressively emer- albeit slowly,” the report stated. “Next.year‘s 
slow down in production hints at a possible turning point for US balances by 2013.” -- Eunice 
Bridges 
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Thursday, November 3,201 1 

Bank of America trims 2012 gas price by 9a/0 

Bank of America Merrill Lynch’s commodities team cut its forecast price for gas next year 9% on 
Wednesday to $4.30/MMBtuL 

..--- ”In the absence of a very cold winter, we expect natural qas prices to stay low because of record- 
settinq production, hinh storaae levels and a weak demand picture,” Bank of America said in a note 
to clients. 

The analysts raised their production qrowth forecast for 2012 by 16%, and now expect US drillers 
to qrow qas production by 2.2 Bcf/d next year as rigs get  more efficient and associated qas from 
liquids-rich plays begins to account for  20% of the total qas supplv. 

. “Exploration-and-production companies continue to boost production because of the ongoing 
infrastructure build-out, particularly in pipelines,” Bank of America said, “and because of ongoing 
efficiency gains, which are helping to shield revenues from low prices.” 

“Encana, for instance, drilled 164 wells in the last quarter, 44 less than a year ago, yet output rose 6% 
because of such efficiency gains,” they said. 

The shift to  oil and liquids isn’t alleviatinq the supply overhang, Bank of America said, “Oil-directed 
drilling produces associated gas contributing to lhe supply glut. Thus, drilling for higher priced oil and 
natural gas liquids will likely continue to add to the high natural gas supply in 2012 ” 

Bank of America sees only a 200,000 McWd growth in demand from the industrial sector as the economy 
sputters along. 

Theywithdrew their previous prediction that demand from the power sector would climb with the 
implementation of the Enyironrnental Protection Aqency‘s Cross State Air Pollution Rule because 
they say the new version of the rule going into effect is watered down from the original. 

The analysts cut 1.2 Bcf/d wortt of power demand from their model because of the weakened 
cross-state rule. 

With the EPA relaxing the rules on interstate t rad im of emissions credits and delaying the 
penalties for over-emitting until 2014, “the hold-up of these two elements effectivelylowers the 
burden of compliance.” 
- Bill Holiand 
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Today in Energy 

Winter (November-March) natural gas futures prices at lowest levels since 
2001-2002 

November 7.201 1 

c 6 '  Average (Noveml)er - March) natural gas ftitures prices for each wintei- heating 
seasoti sirice 19992000. as of October 20 
dollars per niiilran Grifisli iherinal w i t s  
201 1-20 I2 
20 10.20 1 ;I 
ZOO320 10 
2008-2009 
2007-2008 
20013-2007 
2005-2006 
2004-2a05 
m ~ - 2 a c i 4  
2002-2003 
200 1-20 02 
2000-200 1 

Source: U S 

EKEI-~~OO 
,I Energy Information Administration, based on Bloomberg. L.P. 

Note: October 20 was selected because i t  represents a date near the start of the natural gas winter heating season 
yet still has information for five months of the upcoming winter's natural gas NYMEX future's strip. These prices do not 
reflect expectations for the cost of transporting natural gas from Henry Hub to downstream market locations. The 
Henry Hub, in Erath, Louisiana, is the physical delivery location for the NYMEX natural gas futures contract. Sabine 

The average natural gas futures price for the upcorning winter is less than $4 per million British thermal units (MMBtu), the 
lowest level entering the winter since 2001-,2002. The so-called "winter strip," the average natural gas futures price for the 
contract months November through March as settled on the New York Mercantile Exchange (NYMEX), is a closely followed 
measure of market participants' price expectations. In markets such as New England and California, where natural gas prices 
often set on-peak, wholesale power prices, the NYMEX winter strip for natural gas also can influence expectations for 
forward wholesale power prices. 

Pipeline . -. . is . the . . operator of the . _  Henry H\Jb. . .  . .. 

Late October expectations for average winter natural gas prices have not been this low since the winter of 2001-2002. Winter 
price expectations, as reflected through the winter strip on NYMEX, peaked at almost $12 per MMBtti in 2005 in the 
aftermath of supply disruptions related to Hurricanes Katrina and Rita. Starting in 2009, late fall expectations for average 
winter natural gas futures prices dipped under $5 per MMBtu as domestic natural gas production from shale plays grew 
rapidly. 

tags: futures , natural gas , prices 

- Ernail 
* Share 

Print 

http://www.eia.gov/todayinenergy/detail.ch?id=3 8 10 11/11/2011 

http://www.eia.gov/todayinenergy/detail.ch?id=3
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U.S. Energy Information 
Administration November 201 1 

Short - Term Energy Outlook 
November 8, 2011 Release 

Natural Gas 
U.S. Natural Gas Consumption. EIA expects that total natural gas consumption wi l l  
grow by 1.7 percent to 67.1 billion cubic feet per day (Bcfld) in 201 I. Rising use of natural gas in the 
industrial and electric power sectors accounts for most of the increase in total consumption this year, with 
projected growth rates of 2.0 percent and 1.5 percent, respectively. Proiected total natural qas 
consumption increases bv 1.1 percent in 2012 to 67.9 Bcfld, compared with a projected level of 67.7 
Bcfld in last month's Ouflook. Higher projections of 
residential and commercial consumption account for much of this change in the 
forecast, driven by the 1 . I  percent increase it? heating degree-days from 201 1 to 2012. 

US. Natural Gas Producfion and lmports. EIA expects U.S. marketed natural qas 
production to a v e r m 5 . 6  Bcfld in 2011, a 3.8-Bcfld (6.1 percent) increase over 2010- 
All of this growth comes from higher onshore production in the lower 48 States, 
which more than offsets a year-over-year decline of 1.0 Bcf/d (17 percent) in the 
Federal Gulf of Mexico (GOM). EIA expects that total marketed production will 
continue to qrow in 2012, but at.a slower pace, increasinq 1.3 Bcfld (2.0 percent) to an 
averaqe of 66.9 Bcfld. 

Drilling activity has been resilient despite lower natural gas spot and futures prices. 
According to Baker Hughes, the October 28 rig count was 934 active drilling rigs 
targeting natural gas, higher than this year's low of 866 on May 20 and higher than 
last month. If drilling continues to increase, production could grow more than 
expected in 201 2. 

" 

Crrtrle Oil Prices West Texas Intermediate (WTI) crude oil spot prices fell from an 
averaqe o f  $110 per barrel in April to $86 per barrel in August,  and remained near this 
level through October EIA has revised the projected oil price paths slightly upward from last month's 
Outlook. EIA expects that the US. refiner average crude oil acquisition cost will average $1 00 per 
barrel in 2011 and 2012, slightly higher than the projections of $99 per barrel and $98 per barrel for 20 11 
and 201 2, respectively, in the previous Outlook. 
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Long 

Long 

Gas Commercial gperations 
Hedging Program 

Market Indicators Summary 
December'l5. 2011 

--__ - Generalion and lnduslrial Seclor demand are bullish. 
EPA found that groundwater conlaminalion: "conlains compounds likely 
associated wilh gas production practices. including hydraulic fracluring.' 
The finding of a direcl link between the conlaminalion of groundwater and 
fracking could mark a dramalic lurning point in the argument over lhe 
safely of Iho driliing compielion praclice. 
Gas lnduslry groups charged Ihe EPA w'lii practicing bad science and 
poor polilics iasl week by linking hydraulic fracturing lo conlaminaled 
drinking water "fulher regulalion of lracklng is inevitable, but llie value of 20.21 
(he shale resource is loo greal for fracking io be slopped or even slow 
down in a rneaninoful wav. 

18.19 

- ___ 

- 
Page 

Commenki Ref 
Price 

Long 

N O M  predicting above average lemperalures for December 201 I-- 
February 2012 for portions of lhe South-Cmlral Io Soulh.Easlern portions 

portions of CONUS. Equal chances of Above, Normal. or Below for lhe 
rest of CONUS. 
January is predicted lo be 2.5% colder than normal based on I O  year 

-- 
Mid Term Forecast (30.60 days) 

Prices likely 'very low' through 2012 if wealher slays normal. Natural gas 
prices at$3.55/MMBlu lor 20 12 on weak economic growth and conlinued 
strong produclion, wilh wealher provldlng lhe oniy polenlial slimulus. 

22 

Above and Much Above span the Midwest and Easl Coasl through the 
normal, 

Short enlire period Below moves from Southwesl lo SoulhCenlral portions of 
CONUS during the period. 

Slorage withdraws for lhe week ending December 2nd were 20 8CF 

8 7% higher lhan tile 5 year average. 

Short Term Forecast (6-10 days) 

- 
15 ElA Weekly Storage Report Long Storage levels are at 3 831 TCF which Is 2 7% higher than last year and 

--r---- 

Gas Dally 

PIRA Energy G 
Winter 2011112 
Summer 2012 

--.-- 

t - 

[. Gas Daily . ~ 

2012 price forecasted at53 5OIMcf based on growing supplies will 
Long Smother anemlc demand. Prices could drop below $3.00/Mcl this I summer as sloraqe fills. I 

Moody's reduced 11s pnce assumplions lor gas dellvered at Henry Hub to 

Moody's assumes a pnce of S9Oloarrel for WTl m 2012 and $65lbarrel in 

Energy Information Administration 
Winter 2Olllt2: $3.446 
Summer 2012: 23.671 

lor 2011 and 53.7031MMBlu for 2012 -- -- Technical Analysis 
Summer 2012 s_'rip Chart 4 -4  Short Closed a\ 53.51 

Winter 2012-13 Slrip Chart I 4-+ I Short /Closed a1 54.00 
~- 

28 

29 
I_ 

.. _.- 
Summer 2013 Strip Chart 

Winter 2013-14 Slrip Chart 
- 

Economy 
EiA projects lolai nalurai gas consumplion to grow by 1.7% lo 67.2 Bcf/d 

Long in 2011 and grow 1.7% to 68.4 Bcfld in 2012, resulting from an increase 

EIA expecls average lolai production lo incnase by 6.6% lo 65 9 BcWd In 

in the induslrial and electric power consumplion. 

supply - Long 201 1 Prcducllon g r o w  is forewsl to continue at a much slower pace in 
2012, increasing 2.8% lo average 67.7 Bcf/d. 

4 Long 
Moody's predicts WTI spot prices lo average $90/barrei in 2012, 
585lbarrel in 2013 and dropping lo  58Oharrel beyond 2013. Oil Market 

.c--+ Demand 

-. 

Niederbaumer 
at for the period Nov 1,2012-Mar 31, 

Attendees Jim Mebring, Jeff Kern, 
Discussed resulls of November 21. 
2013 f o m D l h l d a y  for DE0 an 
for the period Nov. I, 2013-Mar. 3 
discussed current market condilions including currenl weather forecasts. slorage levels (including the 1 
various analysis pmjeclions, discussed the lechniciai charts (lowest prices ever for lhese strips) as well 
of the Natural Gas markels and 01 posilions for both DE0 and DEK. The Hedging Commitlee decided to 

February 29. 2012 lo bring Ihe total hedged for the winter season 10 
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1 2/1 31201 1 

Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Date , NextTarget(3/31112) 
Delivery - -%!P!!L-. _I Total _, Required Allowed 
Month Dthlmo DWday Dthlmo dlh/day dth/day 

Apr-i 2 
May- 12 
Jun-12 
.Jul-12 

Aug-12 
-Sep-l2 

Oct-12 
Summer 2012 
Target Levels By March 

Nov-12 
Dec-12 
Jan-13 
Feb-13 
Mar-1 3 

Winter 1 2/13 
Storage Gas 

Excluding Storage Gas 
Including Storage Gas 
Target Levels By Octobf 

Apr-13 
May-I3 
Jun-13 
Jul-13 

AUg-13 
Sep-13 
Oct- 13 

Summer 2013 
Target Levels By March 

NOV- 1 3 
Dec-13 
Jan-14 
Feb-14 
Mar-14 

Winter 13/14 
Target Levels By Octobe 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

2 Mol 

Jan 
Feb 
Mar 

, . . . .I  ".."."."I. 

" ........ ".."... 

...... APr ...,., . "  
I" May . . I . .  ""."." ." 

.I.. A w  "."...,."""" 
Sep ..". 

June 
July 

~ .... "......~.". 
.... I ........... " 

Oct 
Nov ..... " .... " ... 

I-listoric Prices: 
NYMEX C 

5-yr. avg. 
i06107-1011 I) 

$5.84 
$5.80 
$5.83 
$5.77 
$6.1 5 
$6.31 
$6.6 1 
$5.57 
$4.84 
$5.04 
$4.97 

Dec 
7th Avg 

p h e r  Averags- 
Winter Average 

.... ""1.""...-.." $5.24 
$5.66 

;in9 Price ,~ 
~ pIRA , Last Year EIA 

(2010-2011) 23-Nov-I 1 -6-Dec-TI 

-I__ 

NYMEX 
14-Dec-I 1 

$3.21 9 
$3.264 
$3.288 
$3.342 
$3.390 
$3.422 
$3.472 
$3.500 
$3.536 
$3.536 
$3.671 
$3.940 
$3.465 
$3.457 
$3.476 

$7.00 

$6 50 

$6.00 

$5.50 

$5.00 

$4.50 

$4.00 

$3.50 

$3 00 
Jan Feb Mar Apr May June July Aug Sep Oct Nov Dec 

Hedged Prices 
Ohio Kentucky 
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a -0.9 to 0.9 

Colder West Coast 
Warmer changes have conbnued this week for much of the easlem half. with much 
of the East now expeckd to average wsonaMy mild for !he month. while the 
belorn we had prevlously extended inlo the e s t e m  and southern Midwest have 
relroeted. W o u t  much d any Mocking (A0 and NAO s h y  neulraUposHNe) 
through the first half o( the month. PaClflc slgnnls such as !he +EPOI+WPO should 
have more influence on the patlem The cool waters of the Pacific (anributed to 
both the -PDO and La Nina) may attrsd cclder air to the West, which has been 
ddestcompafed to normal in Decwnber. If the A 0  avoragea posntva (greater 
than 0 50) for the month of January. the La Nina analogs (1957, 1975.1989.2000 
and 2008) featunng this * A 0  characteristic would present a major warm nsk to our 
forecast for much of the South and East However. the rlsk of a smtosphenc 
warming event developlng late in December m u d  forre a change in the upper 
latitudes that might pmduee better development for high IaUluds blocking. Any 
colder impacts for the East and S o h  would llkely be fell dunng the back haU of 
Jan i f  this polenbai event follows a similar Urndine (0 Some of the hisloricll evenla 
seen previous. such as in December 2006 - J ~ ~ a i y  2007 for cmmple 

Jan GWHDD’* Forecasts ‘1OY Normal updated to ‘01-10 

Slightly colder West Coast 

Coid anomaties scaled back in 
the North 

us 

Some cold changes were made vt the WestvhEle some minor warn changes 
were noted n the MiWesL The net resull behveen Ulese Iwci changes was 
negiqble. so M) change was made to the o v e d  HDD dumber These changes 
have not altored the major (hemes of the foreeaaC which indude a seasonably 
mad East and South. along with a colder Midwest and West. Some of the Game 
seasonal d h n  (Lo Nina and +DO) are #enernlly suppartnro ut the forecast 
ananaly panem In addition. lii of the weak La Nina analogs tr95;. 1955,1957 
2001 and 2009) from the +AM0 I-PDO em a150 m a U i  the toncad pattern quite 
wii. though warm nsks are noted over the South Out of lhe five January La 
Nina I + A 0  analogs refewnced in the January disarssion. three of the years 
(lW9,2000 Bnd ZOOS) msinlained a monthlpaveraged +A0 signal in Febmaiy 
The wnesgmnding analog compute favors the mlld signal along Ihe Eest Coact 
snd over the Sauth, bu! presents a cold risk omr the MMwesL FinaKy, the 
afofemenboned strato-warming anal* (2007) shows a much cdder nsk overthe 
eastem half, but the A 0  and NAO would lrkely have to turn negebve ior this cold 
nsk lo be waltzed 
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EarihSat Weather 

systems. While Texas has trended warmer compared to yester- 
day early in the period, a stronger surge of cold threatens this 
area and the Rockies at the end of the period. The Pac NW also 
houses some colder risk due to recent verifications. 

Forecast Confidence: 5 

a A +3F to +4F @i A +5F to +7F 

8 -3F to -4F B -5F to -7F 
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Stocks In bllllon cublc feet (Ea)  

12/09/11 12/02/11 Change 

HIStOrIraI Cornpartsons 

StOdi~(0Lq vOo?aOLanpr stockr(Bd) 96 change 
Y e a r  Ago (12/09/10) 5-Year (2.006-2010) Average R w l o n  

2,008 2.058 -50 1.907 5 3  1.875 7 1  - I - ~  

East 

West 493 517 -24 468 5.3 - 450 7.6 - 
Producing 1,228 1,256 -28 1.2OO 2 3  1,048 17.2 

Total 3.729 3,831 - in2 3,575 4.3 3,382 
-- ~ ~ 

Data 
History (US) 
5-Ywr Averages;, Maximum, 
Minimum, and Year-hpo Stocks 
( X U )  

References 
Methodology 
Differences Eetween Monthly 
and Weekly Data 
Revislon Policy 

Storage EasIci 
Natural Gas Weekly Update 
Natural Gas NavlQator 

Related Llnlc; 

Note: Tho shaded area Indicates the range between the historkat minimum and maximum values for the 
weekly serle. from 2W6 through 2010. 
Source: Form EIA-912, "Weekly Underground Natural Gas Storage Roport" The dashed vertlcal Ilner indicate 
current and year-ago weekly perlods 

Pr ivaw/Secur i ty  i Accessibillty I Copyr ight  & Reuse Contact Us I Feedback I Careers I About  EIA 

Fedstats I lJSA.gOv I Department of Energy 

http://ir.eia.gov/ngs/ngs. html rs" 12/15/2011 

http://lJSA.gOv
http://ir.eia.gov/ngs/ngs
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November 23, 201 I NATURAL GAS 

GAS PRICE SCORECARD: JANUARY 2072 - JUN€ 2012 
Bearish MutreJ &Imsh 

Net Y N  declines in the LNG sendout from U.S. regas plants 
are forecast lo escalate to -0.4 BCFlD in 2Q12 as the U.S. 
LNG market's attention focuses on exports. 

wea!her and the severity of stwage draw$. Thereafter, 
foresee n a m w ~ r  WY decllnes dub to relatlvely resilient 
Canadian 6 s  production 

LNG Sendouf r-7 r"l 

The EPA's Cmss-State Air Pollution Rule (CSAPR), coupled 
with cheap gas-fired EG relative to steam coal, should keep 
gas demand;in the sector above year-earlier levels. 

Induslnal gasdemsnd prospects have become Increasingly 
problematic given weak demand Qrowth lhroughout 201 1 
coupled with mixed signals from forward looking Indicators. 

Last winter's unusually abundant gas-weighted HDDs remaln 
a hard act to fD[lOW. and November has gotten the 2011-2012 

Electric Generalion (€G) n I-7 

Industrial Sector El 

Redcorn Heatin r--l 

ppsltlom since 10125. Considerlqg the relatively lopsided s&t 
along withupwardsof60.54illion - equivalent to 12,000. NMMEXfrices and Speculation 
14,000 contracts - in ccfnmodity fimd buying due In January, 
NYMEX should garner some price suppott, as long as winter it  
not cancelled. 

partly tied to the recent lack of heating demand, sets a lower 
bar to be bulrlsh about gas prices. Also, a lowar HH price 
path, likely to extend into earty next year, should pare gas 
prducer capits1 budgets for 2012. But $as producers' 
response to lower wellhead prices h e  been Itngtable to say 
the leastup until the past month's drilling dawnturn. -- .."I_ _--__.. 

--- - ~ . . -  -" 
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Friday, December 9.201 1 

EPA study links water contamination to fracking 
The Environmental P r m o n  Agency on Thursdavfound that woundwater contamination in a tiny western 
Wvominq town "contains compounds likelv associated with qas production practices, includinq hvdraulic 
fracturing," 

ae.statement, which caps a three-year investiqation-bto tainted water in Pavillion. Wvominq, in the W~ 
River Basin, marks the first time a federal aqencv has associated water contamination with frackins 

EPA said it began investigating water quality concerns in private drinking water wells three years ago and tested 
water in private and public drinking water wells in the community, as well as drilling two deep monitoring wells into the 
aquifer 

"To ensure a transparent and riqorous analysis. EPA is releasinq these findinqs for public comment and will 
-- submlt them to an independent scientific review paney-theaqencv said in a statement, 

"The ~ - -  draft f indins -- announced todav are specific to Pavillion, where the fracturinq is takinq place in and 
below the LrinkInQ water aquifer and in close proximity to drinkina water wells - production condltlons 
different from those in many other areas of the countrv," EPA said. 

Residents of the area have long suspected that contamination of their water was associated with nearby gas 
development. But industry representatives led by Encana, which operates in the area, have long contended that the 
pollution most likely stems from other sources. 

"EPA's highest priority remains ensuring that Pavillion residents have access to safe drinking water," said Jim Martin, 
EPAs regional administrator in Denver. Martin said the agency would "continue to work cooperatively with the state, 
tribes. Encana and the community to secure long-term drinking water solutions." 

Earlier Thursday, US Senator Inhofe, an Oklahoma Republican, issued a statement strongly critical of the draft 
report's findings. 

"EPAs conclusions are not based on sound science but rather on political science. Its findings are 
premature, qiven that the aqeng has not gone through the necessary peer-review process, and there are still 
serious outstandinq questions reqardlnq EPAs data and methodoloqv," said Inhofe, the rankina member of 
the Senate Committee on Environment and Public Works. 

EPA spokespeople did not respond to ralis for comment on Inhofe's statement. 

The findina of a direct link between the contamination of qroundwater and frackinq could mark a dramatic 
turninq point In the arqument over the safetv of the drilllnq completlon practice, which industry 
representatives.often tout as not havinq harmed groundwater in its 60 wars in= 

In a statement accompanyinq the release of the IPl-paqe draft studv, EPA said Its analysis of samples taken 
from the two deep monitorinq wells in the aquifer "indicates detection of synthetic chemlcals. like qlvcols 
and alcohols consistent with aas production and hvdraulic fracturinq flulds, benzene concentrations well 
above Safe Drinkina Water Act standards, and hiqh methane levels. 

"Given the area's complex geology and the proximity of drinking water wells to ground water contamination, EPA is 
concerned about the movement of contaminants within the aquifer and the safety of drinking water wells over time, " 
EPA said. 
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In addition, EPA said its most recent sampling of drinking water wells in the Pavillion area found chemicals that 
"include methane, other petroleum hydrocarbons and other chemical compounds." These findings were consistent 
with those identified in earlier EPA samples, the agency noted. 

"The presence of these compounds is consistent with migration from areas of gas production. Detections in drinking 
water wells are generally below established health and safety standards." EPA said. 

In the fall of 2010, the US Department of Health and Human Services' Agency for Toxic Substances and Disease 
Registry reviewed EPA's data and recommended that affected well owners take several precautionary steps, 
including using alternate sources of water for drinking and cooking, and using ventilation when showering. 

Those recommendations remain in place, and Encana has been funding the purchase of alternate water supplies for 
affected residents. 

Doug Hock, a spokesman for Encana, said EPA's attempt to link the water contamination to frackinq is not 
supported by the data. "This isn't a conclusion. It's a probability." he said. "We think it's w r o n u  

Hock said EPAs tests of drinking water wells in Pavillion found no components associated with natural gas 
production. 

He said that althouqh the chemical-components EPA found in its two deep monitorina wells could be 
associated with aas development, they could also be traced to a number of other likely sources, whlle the 
methane found in the wells is a naturally occurrinu m i n !  

"Thev're not talking in definltlve conclusions. Thev're talkinn In Drobabilities and that's kind of astonishing 
from an agency that prides itself on its sclence," Hock said. 

In a statement Thursday, Wyoming Governor Matt Mead also said EPAs findings on Pavillion were "scientifically 
questionable" and called for more testing 

"We believe that the draft studv could have a critical impact on the enerav industry and on the countw. so it 
is imperative that we not make conclusions based on onlvfour data points," Mead said. "Those familiar with 
the scientific method remanire that It would not be appropriate to make a fudcrment without verlfvina all of 
the testins that has been done." 

Mead said the state, which has been working to address the concerns of Pavillion residents for several years, formed 
a working group - including residents, state agencies, Indian tribes, EPA and the Bureau of Land Management - to 
investigate the problem. "The first review of the study by the Pavillion Working Group was unable to resolve many of 
the questions related to the sources of the compounds detected," said John Corra, director of the Wyoming 
Department of Environmental Quality and a member of the working group 

But Louis Meeks, a Pavillion-area rancher whose well water was contaminated, praised EPA's drafl report. 

"I'm really happy about it. No one else would help us. We're living in a cesspool out here," he said Thursday. 

"The state agencies, instead of fighting EPA, they should be helping them. If they had done their job this wouldn't be 
happening," Meeks said. "Our state representatives will wake up one day and say, 'why did we let these oil and gas 
companies run rampant?' 

"Experts, families in Wyoming, and communities nationwide have known for some time that fracking poses serious 
threats to safe drinking water," Amy Mall of the Natural Resources Defense Council said in a statement "EPA's latest 
acknowledgment of that fact underscores the urgent need to get federal rules and safeguards on the books to help 
protect all Americans from the dangers of fracking." 

"This finding feels like a case of d6ja vu,' Dusty Horwitt, Environmental Working Group's senior public lands analyst, 
said in a statement. "Almost a quarter century ago, EPA concluded that hydraulic fracturing can contaminate 
groundwater. The new finding points to the need for broader testing to determine how fracking endangers 
groundwater and what steps can be taken to prevent toxic pollution by gas drilling." 

EPA said the draft report will be available for a 45-day public comment period and a 30day peer-review process led 
by a panel of independent scientistsApart from the Pavillion investigation, EPA has launched a multi-year study of 
the impact of fracking on water supplies, the preliminary results of which are due out next year. - Jim Magill 
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Monday, December 12,201 1 

Analysts: EPA study won’t likely derail fracking 
While gas industry groups charqed the Environmental Protection Agency with practicinq bad 
science and poor politics last week bv linkinq hvdraulic fracturing for tight gas in Wvoming to 
contaminated drinking water, analvsts Fridav cautioned against overreactinq to what might be a 
one-off event that doesn’t applv to modern shale plavs. 

The report is “not a game changer for fracturing, but does qive EPA another arrow in their quiver 
in the anti-frack debate,” analysts at Tudor Pickering Holt said. 

Analyst Benjamin Salisbury at FBR Capital said further regulation of frackinq is  “inevitable,” but the 
value of the shale resource is too great for fracking to be stopped or even slow down in a 
meaningful way. 

~ EPA on Thursdav released a draft report saying that its three-vear investisation into contaminated 
groundwater in  Pavillion, Wvominn, tied the contamination to 40 years of gas drilling and 
fracturing of the tight sands formation - the first time a federal agencv has made a link between 
fracking and tainted water. 

EPA said samples from two monitorinn wells the aaencv drilled into the aquifer outside the town 
contained “qlvcols and alcohols consistent with qas production and hvdraulic fracturing,” as well 
as benzene above Safe Water Drinking Act levels and a hiqh amount of methane. 

Environmental groups seized on the report last week as evidence that crreater federal r e g u l a t b  
needed immediatelv. 

“The report reads like a primer on what NOT to do when developing unconventional gas,” Mark 
Brownstein of the Environmental Defense Fund said in Texas last week 

”it’s all here: poor cement quality, cement not injected to the proper depth to isolate the well from the 
groundwater, fracturing activity taking place in close proximity to the water table, soil contamination 
around waste water pits indicating spills at the surface that migrated to groundwater, and lack of clarity 
about what went down the well because of incomplete disclosure of the chemicals used in the fracturing 
process,” Brownstein said. 

But Doun Hock, a spokesman for Encana, the primarv driller in Pavillion, took exception to EPA’s 
findinqs and Brownstein’s conclusions, saving the town’s water was of poor quality long before 
gas drillers arrived on the scene. 

“The poor water quality is due to sulfates, sodium, total dissolved solids and pH which commonly exceed 
state and federal drinking water standards,” he said. “The EPA drilled two deep monitoring wells into a 
natural gas reservoir and found components of natural gas, which is an entirely expected result Natural 
gas developers didn’t put the natural gas there, nature did.” 

If the draft report’s conclusions prove true - the study will have a 45-day public comment period before a 
30-day scientific peer review - EPA will have found an exception to industry’s consistent public mantra 
that fracking has never been linked to water Contamination. 
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EPA was careful to point out that the drillinq and neolonv around Pavillion is unique: shallower 
than most recent shale plays by thousands of feet, with the tight sandstone missina the hard cap 
rocks that inhibit vertical flows of fluids. 

Unlike most new shale plays in the US, Pavillion’s tight gas resource lies directly beneath its freshwater 
aquifer at depths of less than 5,000 feet. The current hot US shales offer thousands of feet of vertical 
separation between water aquifers and the deeper shale rock formation 

TPH called the Pavillion case a “uniQue situation with a aas reservoir iust below freshwater 
aquifer” and that the issue “most likely stems from surface casins not set deep enouqh 
lcompletelv throuah the aauifer) and the proximity of  gas zones to the aquifer.: 

EPA found that drillers didn’t case the shallow wells below the overlying aquifer or below the depth of 
nearby water wells 

FBRs Salisbury said his clients worry about overreaction from politicians “This is only a problem if you 
believe that fracking is 100% safe,” Salisbury said. “Very few people in finance and in policy believed 
that.” 

Policy analysts at Clearview Enerqy Partners said the real risks of  additional frackins rules don’t 
come from EPA, which has iust started a multi-year study of frackinn and its impacts on drinking 
water, but from states. 

“State-level regulators themselves may seek to augment existing rules in an effort to stave off federal 
intervention,”” Clearview analyst Kevin Book said. 

Additionally, Book said, after BP’s 2010 Macondo well blowout in the Gulf of Mexico, “policymakers 
perceive a heightened risk of energy infrastructure failures and may be prone to ‘fill in the blanks’ 
established by circumstantial evidence.” Bill Holland 
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Prices likely ‘very low’ through 2012 if weather stays normal 

Natural gas prices are likely to idle at around $3.551MMBtu next year on weak economic qrowth 
and continued stronq production, with weather providing the only potential st imulus analyst Ron 
Denhardt said Monday. 

In his latest monthly report, Denhardt, vice president of natural gas services at Strategic Energy and 
Economic Research, predicts that December Henry Huh prices will average $3.50/MMBtu, then gain only 
a nickel on average for all of 2012. 

“Weather will be the primary determinant of how prices actually Play out.” he noted. If 
temperatures are normal, he expects storaqe inventories to be 1.956 Tcf at the end of March and a 
record 3.955 Tcf at the end of October next year. 

However, if heating degree days are 10% greater than normal, prices would iump to an averaqe of 
$4.25/MMBtu through March, he said. Conversely, warmer-than-normal weather would Durnmel 
winter prices below the $3 mark. he said. 

Overall demand this winter is expected to be below last winter - when temperatures averaged 4% below 
normal - even with a slight increase in gas demand from the power-generation sector expected this year 
due to lower gas prices, which Denhardt said should spur some 100 B d  in coal-to-gas switching. 

Denhardt says he expects gas supplv to be 6% higher this winter due to ongoin0 production 
growth and the presumed absence of the wellhead freeze-offs experienced last winter in key 
producinn regions. 

Outside the heatinq season, electric power consumption is expected to shoot some 6.6% higher 
due to  the federal Cross-State Air Pollution Rule implementation next year, even as Texas is aiven 
additional time to comply with the new rule, he said. 

Denhardt also expects the Environmental Protection Agency to be “hishlv flexible in nranting 
exceptions and delays where grid reliability is an issue.” - Stephanie Seay 
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Tuesday, December 6,201 1 

Raymond James slashes 2012 gas price by 12% on flagging demand 

Investment bank Ravmond James’ top natural gas analyst sliced 12% off his 2012 natural gas 
price forecast Mondav, saving qrowina supplies will smother anemic demand, and prices will have 
to qo below $3/Mcf in-the summer to avoid overwheirninn storage capacitv. 

Ravmond James slashed its previous $4/Mcf forecast bv 50 cents to $3.50/Mcf, and predicted 
prices could droD below $3/Mcf this summer as storaqe fills. This is the second time in two months 
the bank has trimmed its gas price forecast. 

“According t o  our workinqmodel, the gas market has been runnina 2.5 Bcf/d looser over the past 
20 weeks, a trend we don’t anticipate slowinq in the near term,” analyst Marshall Adkins said in a 
note to clients. “We remain firmlv in the bearish camp and don’t see dem-id being able to catch 
up with SUDPIV anvtime soon.” 

Adkins said natural gas production is still nrowinq at 4 Bcfld per vear pace because of drv gas 
production associated with liquids-rich Dlavs. Cheap gas in the US will trim imports from Canada 
back to 1 Bcf/d next year, Adkins said, while liquefied natural gas imports will continue to decline belaw 
their sub-I BcNd level. 

Demand can’t grow much, Adkins said because most of the ”low-lying fruit” of coal-to-gas switching has 
already happened, industrial demand is hobbled by the slow economy, and weather-induced demand, 
using 30-year models, won’t be as high as the 201 1 season. 

“Our 2012 aas storaqe model indicates 4.59 Tcf of surnmnendina aas inventories,” Adkins said, 
“but we estimate there to be only roughly 4 Tcf of total storage capacity.” 

“This means that gas prices will need to be low enounh to encouraae production shut-ins or more 
coal-to-gas switchinq,” Adkins concluded. “Either way, it doesn’t bode well for gas prices.” - Bill 
Holland 

E 3  
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Monday, December 12,2012 

Moody’s cuts gas, raises oil price assumptions 

Moody’s Investors Service Fridav raised its2012 and 2013 price assumptions for the two main 
benchmarks for crude oil while lowering its price assumptions for North American natural gas in 
both years. 

The ratinas aqencv said the changes reflect its expectations that oil prices will remain robust over 
the next two years. while natural gas “will remain sianificantlv oversupplied.“ 

Moodv’s reduced its price assumptions for qas delivered at the Henry Hub to $3.501 MMBtu in 
2012, $4/MMBtu In 2013 and $4/MMBtu thereaftey. Moody’s had assumed Henry Hub spot prices of 
$4/MMBtu in 2012 and $4 50IMMBtu thereafter 

“A glut of natural gas s u ~ p l v  has qrown even more abundant over the past Year, and the rush to 
develop unconventional resources - partly with the help of large integrated and national oil 
companies -has kept supplies hiah and prices low. This condition will Dersist beyond Moody’s 
near-term window of 1,248 months.“ 

As for oil. Moodv’s said it now assumes a price of $90/barrel for WTI in 2012 and $85/b in  2013, 
dropping to $80/b in the medium term bevond 201 3. It had previously assumed a price of $80/b for 
WTI in 201 2 and beyond. 

For Brent crude, Moody’s said it is assuming a price of $95/b in 2012, $90/b in 2013 and $80 in the 
medium term, compared with the previous assumption of $90/b in 201 2 and $80/b thereafter. 

A significant bottleneck at the important Cushing, Oklahoma, transportation hub kept WTI prices at a 
steep and unusual discount to Brent during 201 1, Moody’s said, adding that recent plans to reverse the 
Seaway pipeline will narrow the WTVBrent spread to just $5/b in 201 2 and 201 3, down from its previous 
assumption of $10/b. According to the new price assumptions, this spread will disappear entirely after 
201 3. 

Still, Moodv’s said i t  believes oil prices face more risks of pressure in 2012, including potential 
economic contraction in  Europe, slowing Growth in  China and other emerqinq economies, and a 
growinn SUDPIV as Libya reenters the market. These risks are tempered by the producing 
countries’ need for hinher prices to support social spendinn proqrams, along with their qrowing - domestic demand.-- Jeff Barber 
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- 
Wednesday, December 7,2011 

EIA slashes autumn, winter gas price forecasts 
Pointing to a very strong supply picture, the Energy Information Administration on Tuesday took an axe to its 
earlier natural gas price estimates, cuttinq its fourth-quarter 201 1 and first-Quarter 2012 predictions- 
cents and 50 cents - about 8% and 12%, respectivelv - to $3.39/MMBtu and $3,54/MMBtu. 

Similarlv. it cut its month-aqo estimate for the 201 1 Henrv Hub spot price averaqe by 7 cents to 
$4.021MMBtu and next year’s taraet bv a 43 cents, or about IO%, to $3.7O/MMBtu. 

- “Strenuth in domestic production and abundant storaae sumlies have led to relatively low prices this 
year and EIA expects supplv arowth to continue.” the agency said in the December short-term energy 
OlJtlOok 

EIA noted that the Henry Hub spot price averaged just $3 24/MMBtu in November, 32 cents lower than October 
and 66 cents lower than September “November marks the fifth consecutive month in which Henry Hub prices 
have fallen.” it said 

EIA noted that gas working inventories at the end of November were at a record high, about 1% above the 
same time last year 

“This winter began with fairly mild weather,” said the report, noting that heating degree days were estimated to 
he down by 8% in October and 12% in November from the 30-year (1970-2000) norms 

“The warm weather, combined withthe stronq woduction srowth this vear. enabled stocks to reach 
such hish levels.” said EIA. which now expects workina aas inventories to total about 1.8 Tcf at the end 
of March 2012. 

US marketed qas production should averaqe 65.9 Bcf/d for all of 201 1, a 6.6% increase over 2010, the 
report said. For 2012. marketed production will continue to arow, but at a slower 2.8% pace. 

“All of this clrowth comes from hiqher onshore production in the Lower48 states, which more than 
offsets a vear-over-year decline of 1.2 Bcfld I20%) in the federal Gulf of Mexico,“ i t  said, 

Growing domestic gas production “has reduced reliance on natural gas imports and contributed to increased 
exports,” EIA observed It expects pipeline gross imports will fall by 6.5% to 8.5 BcWd this year and by another 
3.6% to 8.2 Bcfld in 2012. 

Projected US imports of liquefied natural gas will fall from 1.2 Bcf/d in 2010 to 0.9 Bcf/d in 201 1 and to 0.7 Bdld 
in 2012, according to the report. 

Meanwhile, pipeline gross exports to Mexico and Canada are expected to average 4.3 Bcfld this year and 4.4 
Bcf/d in 2012, compared with 3.1 Bcfld in 2010 

Addressina the demand side of the equation, EIA said it expects overall aas consumption to average 
- 67.18 Bcfld this vear, UR 100,000 Md/d from its month-aqo estimate. 

Greater use of qas in the industrial and electric power sectors will account for most of the increase 
with proiected srowth rates of 2.3% and 2.2%. respectivelv, the report said. 

=IA also hiked its earlier estimate for 2012 gas consumption bv 1.7% to 68.4 Bcf/dl-- Chris Newkurnet 
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Duke Energy 
Hedglng Program 
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Long 

Gas Cornrnerdet Operations 
Hedglng Progmn 

Market lndlcatoffi Summary 
January 19,2012 

NOAA predicting above average temperatures for January 201 2-March 
2012 for portions of the MldGonUnent to the East h a s t  Below normal 
temperalures on West coast to Montana portions of CONUS Equal I 1  Long Term Forecast (Jan 12-Mar 12) 

i f -  4 Long 

-- 
Mid Term Forecast (3040 days) 

chances of Above, Normal, or Below for the rest of CONlJS 
February is predicled to be 7 1% warmer than normal based on 10 year 
normals and March wealher is predicted lo be normal 13 

12 

- 

Long 

move closer to the $2..00 mark. The winter demand has not arrived and 
more supply is coming into the market. 
Short-term spot market will probably get worse before it gets belter. 
Longer tern starting to see some bullish signs: Rig count is down, winter 
without snow could mean drought conditions this winler which may limit 
some nuclear capacity, and very warm winter tends to make us believe 
that we are headed for a very warm summer 

.- 

-- - ~ .  

Above, Much Above and Strong Above across the CONUS except for 
westem states durina lhe period Short Term Forecast (6-10 days) 

Summer 2012 Stnp Chart 

Winter 2012-13Stnp Chart 

Summer 2013 Stnp Chart 

Winter 2013-14 Slnp Chart 

- 
"- 

-- 
conorny 

Demand 

- 
Supply -- ___" 
Oil Market 

---"- 

lorage Inventory 
Storage withdrawals for the week ending January 13th were 87 BCF. 

20 8% higher than Ihe 5 year average. 
EIA Weekly Storage Report Long Storage levels are at 3.290 TCF which is 19.6% higher than last year and 

c 4 Short Closed at $2 77 23 

tp Short Closedat5338 24 

25 t*. Short Closed at $3 52 

26 f3 Short ClosedatS.396 
- . ~ -  - ~ -  _--__. 

~- 

EIA projects total natural gas consumptron to grow by 2 0% to 68 2 Bcf/d 
Long In 2012 and grow 1 3% to 69 1 BcWd in 2013, resulting from increases in 

all sectors wnth the largest voiume increase coming from electnc power 
consumption "__ 
EIA expects average total production to increase by 1 4 Bcfld or 2 2% in 

Long 2012 ProducUon growth is forecast to conflnue at a much slower pace in 27 
2013, increasing 1.0% or 0 7 Bcfld-" 

EIA expeas WTI spot pnces to average of $1 00 per barrel in 2012. $ 5  

pricing reaching $1 06 per barrel in the fourth quarter for 201 3 

27 t 
"-- 

f 

.c3 Long per banel higher than the average pnce last year For 2013, EIA expects 27 

---- --I-- 

idustry Publlcatlons 
PlRA Enerov GrOUD 

Bchnlcal Analysls 

Summer 2012: 

- 

BNP Paribas 

Argus Natural Gas Americas 

~__II-____ 

A'rgus Natural Gas Americas 

BNP Paribas t 
- 

19 

- 
20 

21 

---____ 
overnment Agencles 

Long The projected Henry Hub natural gas spot price averages $3 5271MMBtu I f /  I for 2012 and $4 139/MMBtu for 201 3. 

Energy Information Administration 
Wlnter 2012113: $4.084 
Summer 2012: $3.490 
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1/18/2012 

Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Date Next Target (3/31/12) 
Delivery Supply Total Required Allowed 
Month DWmo Dth/day Dlhlmo dth/day dth/day 

Nov-12 
Dec-12 
Jan-I3 
Feb-13 
Mar-I3 

Winter 12/13 
Storage Gas 

Excluding Storage Gas 
Including Storage Gas 
Target Levels By Octobt 

Apr-13 
May13 
Jun-13 
Jul-13 

Aug-13 

OCt-13 
Sep-13 

Summer 2013 
Target Levels By March 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

2 Mol 

Feb 
Mar .."".".."." .... 
APF" "' 
"..".,." May ...., ". 

Aug.. 
,.".....I.."..". SeP 

June 
July 
..".." .,...... 
.. .^. ... 

Oct 
Nov 
Dec 
Jan 

" .... "."."...._ 
I..."... . . .". 

.. ." ..... "... 

Historic Prices: 
NYMEX ( 

5-yr. avg. 
[07/08-1 l/I 2 

$5.28 
$5.80 
$5.83 
$5.77 
$6.15 
$6.31 
$6.61 
$5.57 
$4.84 
$5.04 
$4.97 
$5.24 

;ing Price 
Last Year PIRA EIA 
(2011-2012) 20-Dec-I 1 IO-Jan-I2 

$4.200 I_- $ 3 . 5 4  
$3.608 $2.888 
$3 490 
$3.774 -1 

$4.22 
$4.32 
$3.79 
$4.24 
$4.38 
$4.33 
$4.36 
$4.37 
$3.86 
$3.76 
$3.52 
$3.36 

7th Avg $5.62 $4.04 
-- 

Summer Average r -- Winter Average 

$3.300 
$3.360 
$3.400 
$3 470 
$3.420 
$3.380 
$3.480 
$3 560 
$3.720 
$3.91 0 
$4 100 

NYMEX 
18-Jan-I2 

$2.531 
$2.566 

$2.654 
$2.723 
$2.776 
$2.827 
$2.852 
$2.859 
$2.905 
$3.070 
$3.377 

..--.- Hedged Prices 
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EC PERMS EPURL 
THREE-MONTH OUTLDOK 
TEHPERRTURE P R O B R B I L I T Y  
O m 5  MONTH L E R D  
VFlL lD J F M  2012 
MADE 15 REC 2 0 3 1  

CHRNCES TOR R. m. 13' 

http://www.cpc.ncep.noaa.gov/productdpredictions/long-mge/leadOl /om I -temp.gif 111 8/2012 

http://www.cpc.ncep.noaa.gov/productdpredictions/long-mge/leadOl
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EarfhSad Weather 

0 -0.9 to 0.4 

Little Change to W e s t  

Warm changes are seen this week, resulling in expanded coverage of 
aboves into h e  eastern Midwest. Only very minor tweaks were made oul 
West Influences from the +€PO as January comes lo a dose may caw ove 
into February as well. This warm Pacific fordng coupled wilh the fallure of 
hlgh-latltude blodcing to develop this winter over the Western Hemisphere 
(NAO has remained posilive) would allow for lhe persistence of a mild 
pattern. That said, the most recent model guidance has shown a tendency 
towards more variability and a relaxation of the Gulf of Alaska low. which 
leads to some potential &der risk% Addilionally, a renewed round of 
stratospheric warming currently underway could increase cold risks over the 
Northfi, perhaps introducing alder variability to the patlem here. If the 
stratospheric warming is especially effective, there's a chance that the NAO 
m l d  lum negative and help deliver more sustained, stronger shots of cold 
air to the US. Persistence remains a player here, as warmth has continued tc 
find a way to remain the dominant outcome all winter 

lFeb  GWHDD** Forecasts VOY Normal updated to '02-11 I 

si Cold scaled back in t h e  
Midwest 

Slightry warmer in the  East 
Warm changes have continued to scale back Ihe previously-forecast 
chill for the Midwest. and have turned the Northeast seasonably warm. 
The anomaly panem is bearing greater resemblance to those which 
were seen in Ihe most mcent March's featuring second-year La Ninas 
with lrttle or no blocking (1997.2000 and 2009). The La Nina and -PDO 
account for warm background signals, especially throughout the 
southern tier. However, with blocking possibly remaining a relative non- 
factor, the southern warm source would likely have greater influence on 
northern parts of the US. The risk remains that upper-latitude blocking 
could develop into a stronger driver, which would bnng colder air inlo 
play over more of Canada and areas from the northern Rockies through 
the Northeast. 
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Earthsat Weather 

Models are agreeing less today, and combined with more n r i -  
ability for the eastern half of the country, tht3 Confidence far the 
Forecast period has been lowered a bit. The result is the 
strength of the very warm air present in yesterday’s thinking 
diminishing a bit However, not even seasonal readings are 
projected yet at any paint across the eastern half of the nation. 

Forecast Confidence: 5 
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East 

West 

Produclng 

Weekly Natural Gas Storage Report 
.-- - < 

1,693 1.754 -61 1,402 20 8 1,469 15 z 
433 444 -11 368 17 7 367 18 0 

1, I64  1,179 -15 981 18 7 888 31 1 

Released January fD.2012 at 1030 am. (easam t h o )  fur Ihe Week Ending January 13.20fZ 
NW ttc~ssas: January m. 2012 

Summary  
Working gas in storage was 3,290 Bcf as of Friday. lanuary 13, 2012, accordlng tu €LA estimates This represents a net 
decline of 87 66 from the previous week. Stocks were 539 Bcf higher than last year at this time and 566 Bcf above the 5. 
year average 01 2,724 Bcf In the East Region. stocks were 224 B d  above the 5-year average following net withdrawals of 
61 Bcf. Stocks i n  the Producing Region were 276 Bcf above the 5-year average of 888 Ecf after a net withdrawal of 15 Bcf 
Stocks in the West Region were 66 Bd above the 5-year average after a net drawdown of I1  Bcr At 3,290 Bcf. total 
working gas is above the 5-year historical range 

WUi~il l iJci i iUndiam?lrr hom~y;ColmmcJu.fiW-Vw Rwgn 

Data 
Hlstory (Us) 
!?-Year Averages, Maximum, 
Mlnlmum. and YearAgo stocks 
( X U )  

Rererences 
Methodology 
DifferenCeS Setween Monthly 
and Weekly Data 
Revision Policy 

Related Llnks 
Starage Basics 
NaIwal Gas Weekly Update 
Natural Gas Navigator 

Note: The shadfd area Indicates fhe rilmge between the hlslorlcal mlnlmum end maximum values for the 
weekly series from 2007 through 2011 
Souwe: Form EIA.912, -Weekly Undersround Natural Gas Storage Repart. The dashed vertical lines indlcate 
current and year-ago Weekly periods 

Pr ivacy lsecur i tv  I Accesstbility I Copyr ight  E Reuse - Contact Us I Feedback i Careers I About  EIA 

Fedstats I USiX.goV I Department of Energy 

f 5  1/19/2012 

http://USiX.goV
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North American Gas Price Overview 
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GAS PRlCE SCORECARD: APRIL 2012 - OCTOBER 2012 

capltaiize on new 
ar H, siqp seqwntfal 

U.S. ProdUctiQn 

gFWlh, producti-titm Bains wiii persist in 2012 

LNG send-outs from U.S. regas plants will be moderately 
LNG Sendout E'J lower Y/Y, fklling to minimal contractual volumes But, 

pwgress on new LNG expott tenlrinals is speeding up. 

cfion andweak heath9 derqaed 
que to minimal storage draws. The 
()Ids Shol(ld.keep ex@ot% from 

ph'delay's impact on \ J S .  exports 

Canadian Trade rI @@ E-1 

Mexican Trade shoultl beiimited, thekby gkeping trade'y line with our prior 

Storage Lev& 

Economy 113 

1H19, steam coal EG is  forecast to decline Electric Generation (€GI cx 
ma@ remainssluck in "neutral" despite the 

s prices. Gas intensive exports will be 
arid chefflicbl manufacturers appear 
ZM2 than before 

/ndustria/ Sector L'- E'- 

as undermined heating 

iast t~l;eaW&eirs andaugmented the - 3 ~ , b ~ ~ n e r e a s e  in jovg 
po5stjonS wet-tbe 183 fuur weeks. Bvt buying wag 

lraders ad net she* more selllab ~wer remains and wOUM b 
NI?MEX Prices and SpeC"latJ0" L 3  wbFShadowaCrhy commerfiial selling. While nm.comtnercial 

PlRA Energy Group, 3 Park Avenue, 26* Floor, New York, NY 10016-5989 (Tel) 212-686-6608 (Fax)212-6866628 www.pira.mm 
For authorized ~lbsabers only. Capyright Q 201 1 PIRA Energy Group. All rights reserved. 
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BNP Paribas Natural Gas Markets Comment 
6 January 2012 

, Dead on 
- 
No Regulatory Incentive to Switch to Gas 
The last minute federal court stav of the EPAs Cross-State Air Pollution Rule ("CSAPR) a week aao 
effectively eliminated the near-term requlatorv incentive for the power industrv to switch from coal to 
cleaner burning natural qas. In fact, bv directina the EPA to continue to administer the Clean Air Interstate - Rule i"CAIR), we expect little chancre in the utilization of heavier emittina eastern coal plants. 

The combination of i) slightly more stringent emission reductions, ii) the absence of a significant 
allowance backlog, and iii) the limited provisions for allowance trading suggested that the power industry 
would become more reliant on natural gas in order to meet the CSAPR emission requirements We had 
previously suqgested that, if the entire emission reductions were made by substitutinq the high emittinq 
coal plants with natural gas combined cycle units, gas demand would increase by 7 Bcf/d by 2014. Based 
on a more realistic scenario that existinq controlled coal units and lower emittins fuels would be emploved 
to meet the emission reductions, we calculated that gas demand would likely increase by 1 to 1.25 Bcf/d 
in 2012 followed bv another increase of 1.5 to 2 BcWd in 2014. 

Now, however. the reinstatement of CAlR allowances next week and the relativelv unfettered trading 
available under that Droqram will lamely remove any resulatorv incentive to switch to natural gas in 2012. 
- Given a reasonable time-table for the court to arrive at a final decision for CSAPR, we think that under the 
most optimistic scenario the proqrarn would only be reinstated in 2013. 

Only Economic Fuel-Switching in 2012.. 
Although the court-ordered stay of the new EPA regulations undermines our earlier expectations for 
natural gas demand, rising fuel competition will likely support a significant portion of the regulatory- 
induced demand we envisioned for 2012. In fact, our initial estimates indicate that fuel-switching will play 
nearly the same role it did in 2009 in balancing the market. 

Fuel competition has risen sisnificantlv over the past year with sDot-coal orices currentlv trading 
-$0.75/mmbtu hiqher than natural gas if differences in transportation costs and plant efficiency are 
accounted for. Conseauentlv, as inexpensive Ions-term coal contracts expire, increased fuel-switchinq will 

Obviously, aiven elevated inventory levels, the electric power demand arowth we envision from economic 
fuel-switchina in 2012 will not iustify a sianificant recovery in US aas prices. However, over a lonaer- 
frame, the steady toss of coal-fired market share to natural gas senerators will tiqhten the b a l m  
- sufficiently to lift prices. Teri Viswanath 
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Argus latural Gas Americas Issue 12-006 10 January 2012 

its Alaska’s Kenai LNG terminal by mid-2012 after securing suf- 
ficient Cook Inlet supply and an LNG tanker lease. 

Development ofAlaska’s oil and gas resources has been ham- 
pered by difficulties in obtaining federal permits 

Last month, the US Army Corps of Engineers finally issued 
ConocoPhillips a permit that would enable the company to access 
a drilling site in the National Petroleum Reserve-Alaska (NPR- 
A). The permit authorizes ConocoPhillips to build a bridge and 
pipeline system across a channel of the Colville river, enabling 
the company to drill on acreage it has leased west of the Alpine 
field. ConocoPhillips has been trying to obtain a permit to drill at 
the site since 2005. 

President Barack Obama’s administration has been trying to 

streamline the permitting process in Alaska to boost oil and gas 
development there 

Shell has been trying for years to obtain the necessary permits 
to drill starting in July in federal waters off the Alaskan coast, in 
the Beaufort and Chukchi seas And while the company has seen 
some progress, Shell has yet to obtain all the necessary permits. 

Today, deputy interior secretary David Hayes, appearing 
with Persily, said the administration is committed to give Shell 
a “timely up or down” on its permit requests But Hayes did not 
provide any other specifics or a timetable 

ing this year, including securing assets as well as recruiting and 
training personnel. 

Shell said today that it continues to work toward starting drill- 

EIA sees record gas stocks ahead 

US natural pas inventories could hit record hiahs this year 
and in 2013 as production from onshore fields continues to 
climb desDite relatively low prices,the US Energy Xniorma- 
tion Administration (EIA) said today. 

The agency expects US stockpiles to climb to 3.960 Tcf 
(1  12bn m3) by the end of October, topping last vear’s all. time_ 

and growing domestic production that has led to “IarPe storage 
accum ulations,” according to the agency’s Shorf-Term Energy 
Outlook In addition, stockpiles are moiected to reach 3.99 T- 
2013. 

While the EIA does not see stockpiles exceeding 4.388 Tcf of 

. .  
hi!dLQf- 

working vas storage design capacitv, regional facilities could face 
restrictions below those levels. leadinv to temporary production 
h t - j n s  and lower natural gas prices. 

The expectations for two consecutive years of record-setting 
inventories underscore how growing supply is helping to off- 
set weather-driven demand and boosting inventories relative to 
historical measures. 

Natural gas in IJS storage facilities for the week that ended 
30 December stood at 3.472 Tcf - 1 Ipc above the same period 
last year and 15pc higher than the five-year average. -- 
ing storage overhang has put downward Dressure on gas prices, 
by easing concerns about a weather-related spike in demand or 
supply shortfall. In recent weeks, natural gas futures prices have 
been trading at levels not seen since September 2009, when the 
recession undermined demand. 

The EIA forecasts that Henry Hub spot prices will average 
$3.53/mmBtu in 2012, down 17$/mmBtu fiom last month’s 
outlook. 

I\latural gas oroduction, which grew by a record 7 . 4 ~ ~  in 201 1, 
to mow by 1.4 BcUd or 2.2pc. in 2012 and a n o w  

-QJp in 2013. -Production will be buoved by improved output 
fromwellsinshale fields. the associated gas related to higher 
lex& of oil drillin? and a backloe of uncomuleted wells that will 
be brouaht on line,tJhe EIA said. 

demand erowth. Consumution of natural gas is expected to climb 
bv  1.3 BcWd this year over last to 68.2 BcUd as low natural gas 
prices continue boost demand for the fuel among electric utilities. 

Imports ofLNG are forecast to fall by 26pc, or 0.2 BcVd, 
this year as cargoes of the hiel are sent to higher priced overseas 
markets. But a small amount of the fuel will still arrive at US 
terminals to meet contractual obligations or to capture weather- 
related price spikes. 

Pipeline imports also will decline as domestic production 
displaces some Canadian supply. But exports to Mexico will 
increase as gas output grows from fields near the border. 

. .  -creases this vear w ill more than offset pro Wing 

Encana seeks halt to Wyo. comments 
Canadian independent Encana has asked the US Environ- 
mental Protection Agency (EPA) to restart the clock on a 
public comment period relating to its draft report that con- 
cluded groundwater samples taken from Pavillion, Wyoming, 
contained compounds likely associated with natural gas 
development. 

The central Wyoming town lies on top of a gas field under 
development by Encana. The EPA launched an investigation in 
2008 after residents said they were concerned about well water 
quality. 

Encana’s request, submitted to the EPA last week, stemmed 
from what the company said was a lack of access to all the data 
it had requested via submittals under the Freedom of Information 
Act to the agency on 2 1 December, which it said were needed to 
provide full and complete comment. 
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atural Gas Americas Issue 12-010 

Kern River Receipts 

The Nymex front month delivery contract todav fell to its 
lowest level in - with futures trading extend- 
ing the streak of losses into the sixth consecutive trading ses- 
sion as  weather outlo-ue to D oint to slack residential 
w d  at key consuming markets. 

Natural gas for February delivery fell by 18.2#/mmBtu, or 
6 8pc, to $&&&lm Btu. marking the lowest Dromut month 
-e since 5 March 2002 The 12-month calendar 
strip shed 5 8pc to $2 859/mmBtu, also a IO-year low The 2013 
calendar strip was down by 3 7pc to $3 563/mmBtu 

nioniing trading today, compounding losses accumulated since 6 
January. 

“We have not found the new bottom yet” and the price could 
move closei to the $2.00/nimBtumark.Tradltion Energy analyst 
Gene McGillian said Belving the downward trend is a “perfect 
s w  of winter demand that never arrived in earn est and inore 
S U D D ~ V  coming into the market, McGiilian added 

and does not clmib above $4 OO/nimBtu until January 2014 

half of the 201 1-12 heating season at key midcontinent and the 
northeast US markets and weather outlooks point to a similar 
trend in the near term The National Weather Service projects 
warmer than normal temperatures from California to Florida and 
New England from 22-30 January 

stor- 
age at the end of the heating season. and robust production &om US 

et shale ulavs continues to bnng more SUDD~V into the ma& 
In the nearer term, federal meteorologists project 180 popu- 

lation-weighted heating degree days for the US during the week 
ending 21 January, which is 14pc below seasonal nom but 5.3pc 
more than last week’s recorded total 

The prompt contract plunged to a low of $2 439hmBtu in late 

The futures curve does not reach $3.00/nimBtu until November 

Mild weather has restricted residential demand during the first 

Weak demand is exoected to leave record v o l m ~  of PZ 
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BNP Paribas Natural Gas Market Watch 
17 January 2012 

Commentary 

The Natural gas freefall continued today on very high valume and a spike in volatility. 
haven’t settled below $2.60 in a decade and with the 6 to 10 day weather forecast callina for 
severelv above averaae temper&gres for lust about everywhere east of the Rockv Mountains, 
the short term spat market will probably aet worse before it aets better. Lonaer term. we are 
startlna to see some possible bullish factors. First, the ria count is down to 791. Second. a 
winter without snow could facilitate more widespread drouqht conditionsthis summer which 
may limit some nuclear caoacitv. And third. a very warm winter tends to make us believe that 
we are headed for a verv warm summer. La Nina mav produce mild conditions but risht now it 
_______ sure doesn’t feel like it. 
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Independent Statistics & Analysis 

U. S. Energy Information 
Administration January 2012 
Short-Term Energy Outlook 
January 10,2012 Release 

Natural Gas 
U.S. Natural Gas Consumption. EIA expects that natural gas consumption will 
averape 68.2 billion cubic feet Per day (BcBd) in 2012, an increase of 1.3 Bced (2.0 
percent) from 201 1. From 201 1 to 2012, projected consumption increases in all sectors, 
with the largest volume increase (0.7 Bcf/d) coming from the eIect&power sector. 
Natural gas consumption growth continues into 2013, with projected total 
consumption averaliinp, 69.1 B a I n c r e a s e s  in the consumption of natural gas for 
power generation are likely to continue as domestic production continues to grow and 
natural gas remains a relatively inexpensive option for generators 

U.S. Natural Gas Production and Imports. Total marketed production grew by an 
estimated 4.5 BcUd (7.4 percent) in 201 1, the largest year-over-year volumetric 
increase in hstory. This strong growth was driven in large part by increases in shale 
gas production. EIA exDects production to grow bv 1.4 Bced (2.2 percent) in 2012 and 
0.7 BcBd (1.0 percent)in2013 as low prices reduce new drilling plans and 
consumption grows at a measured pace. In the face of continued low spot and future 
prices as well as record high storage levels for this time of year, drillers appear to have 
begun cutting back on new production plans for 2012. According to Baker Hughes, 
the natural gas rig count has fallen to 809 as of December 29,201 1, from a 201 1 high of 
936 in mid-October. However, high initial production rates from new wells, 
associated natural gas production from oil drilling, and a backlog of uncompleted or 
unconnected wells contribute to our forecast of fiirther production increases in 20 12, 
albeit at a significantly lower rate than 201 1. 

Crude Oil 

EL4 expects the price of West Texas Intermediate (WTI) crude oil to average 
about $100 per barrel in 201 2, $5 per barrel higher than the average price last 
year. For 2013, EIA expects WTI prices to continue to rise, reaching $106 per 
barrel in the fourth quarter ofnext year. EIA’s forecast assumes that IJ.S. real 
gross domestic product (GDP) grows by 1.8 percent in 2012 and 2.5 percent in 
2013, while world real GDP (weighted by oil consumption) grows by 2.9 
percent and 3.8 percent in 20 12 and 201 3, respectively. 

a7 
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Duke Energy 

Remaining Base Not Yet Locked In 
: . Hedging Program 

Duke Enerqv Ohio 
Previouslv Hedaed 

System Supply 

Duke Enerav Kentucky 

Col Gulf Mainline 
Col Gulf Mainline 
Col Gulf Mainline 

Total 
System Supply 

Duke Energy-Total 

Total 
Previously Hedged 

Winter 201 1-12 
% 

DthlDa System 
Total Supply November December Janua; February March 
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Duke Energy Kentucky 
Hedgln O l h  3 

Cost Averaging with umbla Gulf Mainline 

Total 

Basis 

3-Jan 
4-Jan 
5-Jan 
6-Jan 
9-Jan 

10-Jan 
1 I -Jan 
12-Jan 
13-Jan 
17-Jan 
18-Jan 
19-Jan 
20-Jan 
23-Jan 
24-Jan 
25-Jan 
26-Jan 
27-Jan 
30-Jan 
31-Jan 

1-Feb 
2-Feb 
3-Feb 
6-Feb 
7-Feb 
8-Feb 
9-Feb 

10-Feb 
13-Feb 
14-Feb 
15-Feb 
16-Feb 
17-Feb 
21-Feb 
22-Feb 
23-Feb 
24-Feb 
27-Feb 
28-Feb 

Total 5 Month Total Locked in 
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EIA Weekly Storage Report 1 

Gas Commerclal Opemtlons 
Hedglng Program 

Market lndlcators Summary 
February 16,2012 

Storage withdrawals for the week ending February 10th were 127 ECF 

38 3% hlgher than the 5 year average 
Long Storage levels am at 2 761 TCF which IS 42 0% higher than last year 

f. 

t 

t 

PlRA Energy Group 
Winter 2011112 
Summer 2012: 

Recent pmducUon curlallment announcement include Chesapeake 
Energy will curtall 0 5 EcVday and could cut producbon by anothar 0 5 

Long Bdlday-Conou, couM shut-in 0 1 Ecflday-BG Energy reducing ng mun 
from 35 to 6 by end of 2012-Noble Energy Lo reduce spending by $250 
million (5% cut) 
Several articles have been recenUy published regarding LNG axparls 
EIA forecasts that gas @cas to rise by 54% by 2018 based of certain 
assumptions. EIA also forecasts that US will have the capacity to llqulfy 

Long 1.1 &f/day by 2016, doubing to 2 2 Bcf/day by 201 g Department of 
Enersywlll conslder the impact on gas prices when granting permits for 
expoNng LNG A Bill was Introduced in the House of Represenlatives 
almed at blocking the export of US LNG. 
%nom line Planalylics Is forecasllng prices to begin to rise at Ihe end 01 
2012 golng Into 2013 and that by the end of 2013 WE should see a 

their conclusion Include: increase in demand due to reflred and replaced 
coal-fired generation. reopened chemical and fertilizer plants, and the 
continued reductJon in gas dnlling rigs 

Long remarkably dlfferent pMure than now The fundamentals suppoNng 

___ 

Gas Daily-Price Predictions 

-~ 

Gas Daily-Production Curtailments 

. _  

Gas Daily-LNG Exports 

- c--t Short Closedalf293 Summer 2012 Stnp Chart 
Winter 2012-1 3 Strip Chart 4-9 Short Closedat$360 - Short Closed at $3 77 Summer 2013 Slnp Chart 
Winter 2013-14 Slnp Chart 4--, Short Closed at $4 15 

_-_---- - 
___-- -- 

-_I-- ------ 
--_ ~. 

iconomy -. 
EIA projects totel natural gas wnsumpUon lo grow by 2 4% to 66 5 Ecfld 

Long in 2012 and grow 1 8% 10 69 7 Bd/d in 2013, resulting from increases in 
all sectors with the largest volume Increase coming from elecinc power Demand t 

Planalytics-Winter Energy Market Update 

22 

23 

24 

25 

- 

-_. 

26 

-- 
I /GAS PRICE SCORECARD April 2012-0clober 2012 US Production 

and Storage Levels remain bearish while Electric Generation and 
Industrial Sector demand ere bullish Price Outlook reflects change from 

Analysts have dashed lheir 2012 lorecasls The range of pnces lor 2012 

and crude production and delay In the policy shifl to favor additional gas 
burn for eleclric generation 

- 
18-17 

- 

18 

19 

, -- iovernment Agencies 

The projected Henry Hub netural gas spot price averages $3 350NMEtu 
for 2012 end $4 070IMMEhl for 2013. 

Energy Informabn AdministraUon 
Winter 2012113: $4.000 
Summer 2012: $3.370 __ 

Total marketed produdion grew by an estimated 4,8 Ed/day or 7.6% in 
Supply 

Oil Market 

- 
26 

26 

- 
__. 

February 10,2012)cunent 
ons. production curtailments 
Cost Averaging deal currently 
the penod November 1.2013- 
dge addiklotml volumes at lhls 

belng piiced as well a 
March31.20158ward 
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21 4Q012 

Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Date Next Targetj3/31/12) 
Delivery Supply , Total I Required Allowed 
Month Dthlmo Dthlday Dthlmo dthlday dth/day 

Apr- 12 
May-12 
Jun-12 
Jul-12 

Aug-12 
Sep 12 
Oct-12 

Summer 2012 
Targel Levels By March 

Target Levels By March 31.2012 

Nov 
Dec 
Jan 
Feb 
Mar 

Winter 14 
Target Levels By Oct 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

i 

Mar .....I.~._.."... 
.... APr I .... ~" I.. 

".._._ May ..... "".. 
June 
July 
"I.... .... ",,.~ 

." Aug ......... ."... 
~ SeP ........... ... 
Oct 
Nov 
Dec 
Jan 
Fkb 

."...I I.. ....... 
.I... I...,."I"". 

"...~".1".".."" 

." .... "...l..l.. 
"" ......... _.l" 

Historic Prices: 
NYMEX C 

5-yr. avg. 
107108-1 1/12] 

$5.83 
$5.77 
$6.15 
$6.31 
$6.61 
$5.57 
$4.84 
$5.04 
$4.97 
$5.24 
$5.28 
$4.95 
$5.55 

~ - - - .  
12 Month Avg 

sing Price 

$3.79 
$4.24 
$4.38 
$4.33 
$4.36 
$4.37 
$3.86 
$3.76 
$3.52 
$3.36 
$4.22 
$4.32 
$4.04 

$3.140 
$3.220 
$3.330 
$3.300 
$3.270 
$3.380 
$3.470 
$3.620 
$3.820 
$4.01 0 
$4.110 
$4.060 
$3.561 
$3.370 
$3.828 

KT 1 HedgedPrices  
15-Fe b-I 2 Ohio -Kentucky 

$2.540 
$2.700 

$2.810 
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$3.043 
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$3.252 
$3.558 
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0 -0.9 to 0.9 

Slight cold changes in the NW 
The forecast has trended wanner over much of the Eastern half, leaving 
nearly all of the region above normal Slight cooler changes were 
focused on the West Coasl. A combination of signals including the 
+ W O  and limited high-latitude bloddng (neutraCposltive A 0  I posilrve 
NAO) should keep plenty of warmth In place over the East, South and 
Midwest. If the MJO continues to progress at Its anen t  pace, it should 
also be within some of its warmer phases as we turn the calendar lo 
March. It appears that there will be some cold in the panern, but much 01 
the chill should focus on the West as per the + W O  and -PNA, at least 
early in the month. Cooler spells could also be associated wth storms, 
some of which could briefly draw down colder air from Canada 

I Change: -15 “NsUonal Gas-WmgNad HODS 

Warm adjustments in Texas 

Still warm in the East 

Changes here were more modest. but headed slightly wanner over the 
South. We expect the warmer-than-normal pattern to caw over into 
April, with the most anomalous warmth favored over West Texas and 
theSoutheast. Much of this area is currently under drought conditions, 
and with little sign of a slgnificantly wetter panem developing through 
eafly spring, drought should provide wanner feedback. This was Ihe 
case last April as severe drought had been in place (and in fact was 
more widespread throughout the South). Cooler variabllity is possible 
via the MJO, and any unexpected trends toward signlficant blocking 
could introduce cool risks as well. 

~ p r  GwHDC)** Forecasts “IOY Normal updated to ’02-1 

Apr 2012 Fcst: 

”Nabonsf Ges-Waghted HDDr Change: -2 
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N 

€arthSat we8ther 

*Southwest May Be Under Much Belows Early* 
*Stir1 Warming Across Eastern Half By Mid-Period* 

Wfih a uncertainty surrounding a storm system late in the prior 
period across the East Coast, the onset of this period carries 
some risks for this region, though not for extremes. The South- 
west may take on much below nonnai temperatures for the 
early period, but a warming trend does take shape for the sec- 
ond half of the period across the West. A possible return to 
above normal readings might occur as a result of this warm up. 
Colder air could dive out of central Canada late into the North- 
em Plains. This air mass could be rushed a bit, but it stilf de- 
serves monitoring Warmer spikes may be seen from the Mid- 
west to Northeast mid to late period. 

A +3F to *4F A +5F to +7F 

F m B - 5 F  to-7F 



Weekly Natural Gas Storage Report 

Reaion 

East 

US Energy lnkffmstibn AcMinistratlon 
> > Weekly Natuntl Gas Slorape Rcpcd 

Weekly Natural Gas Storage Report 

Stocks In billion cubic feet (ea )  Historkal Comparisons .- 
Year Ago (02/  lo/ 11) 5-Year (IoP7-2011) Average 

w w a 2  02103/12 C h a w  s , ~ ~ ~ s c c l  I %Chan,,c i 5h?&(86) I %chuy)s 

1.329 I 1.412 I -63 954 I 39.3 I 1.027 1 29.4 
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1,051 Pmduclng 

1 
_I 

1,088 "37 4 7  8 686 711 

Released Fsbruety 16.2012 at 10:lD a m  (cartem UmeJ for the Wnk Endlng FsbNity 10.2011 
Next Release: Fekvsry 23.2012 

Workina Gas In Underground Storage, Lower48 other row&:  summaw rxr TU! 

Total 2,761 2,888 -127 1,944 42.0 1,996 

[West I 381 I 388 1 -7 I 279 I 366  282 I 3 5 1  I 

Data 
History (XLS) 

5-Year Averages, Maximum, 
Minimum, and Y-r-Ago Stocks 

References 
(XLS) 

Methodology 
Ditlereneas Bemeen Monthly 
and WeeWy Data 
Revlslon Policy 
Performance Evaluation 

Related Links 
Storage Basks 
Natural Gas Weekly Updare 
Natural Gas Navlaator 

Nota: The shaded area indlcates the range between the histotical minlmum and maximum valurr for the 
weekly series Imm 2007 through 2011. 
Source: Form EIA-912 "Weekly Undeiground Natural Gas Storage Report.* Tho dashed vertical lines indicate 
cumnt and year-ago &aekly wdods. 

Privacy/Security i Accessibl l i ty i Copyright ti Reuse - Contact Us I Feedback I Careers i About  EIA 

Fedstats I lJSA.goV I Depar tment  of Energy 

http://ir.eiagov/ngs/nr?;s.html 
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- PlRA 
North American Gas Price Overview 

Per MMBTU 
January 25,2012 Release 
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January 25, 2012 NATURAL GAS, 

LNDexpMtlminals has been placed In greater jeopardy by LNG Sendout 
new DOE report on gas prlco impacts of LNG exports. 

g on rernalnlng hel lng 
B prlce4nalastlc excess 

I 
mentatIan of the EPA's Crass-State Air 
Rf should be negated by more Intensive 
on resultlng from lower gas prices. 

Electric Generation {EG) U 

Industrial Sector i"'j 

RedCom Heailrig 

"- - __- ~ - -  
PlRA Energy Group. 3 Park Avenw, 2@ Rocr, New Yo&, NY 100185888 ne!) 212-68615808 (Fax) 212-6866628 w ptra.com 

FcrauEhohd subsaim ardy CopvrigM 8 2012 PlRA Energy Group. All rights reserved. 
8 

http://ptra.com


Case No. 2012 - 
Page 300 of 337 

Price Predictions 

Jefferies slashes 2012 price 20% to $3.25/Mcfdue to large supply and no demand. According to Jefferies the only 
solution is for drillers to cut back on production. Jefferies expects that production cutback will occur but because 
of the associated gas resulting from driller shifting rigs to liquids plays there will be little impact on supply. 
1/24/2012 

Barclay reduces gas price forecast 75 cents for 2012 and 2013 to $3/MMBtu and $3SO/MMBtu, respectively. 
Barclay's revisions based on mid-winter prices in the mid $ 2's and high storage levels Associated gas that is 
produced along with oil and NGCs account for an estimated 15% to 20% of new production. 1/27/2012 

Raymond James reduced i ts  2012 price farecast to $2SO/MMBtu or 23% reduction from the previous forecast and 
a 19% cut to $3.25/MMBtu for 2013 Citing mild winter weather and continued gains in gas supply resulting from 
increased liquids and crude production. Marshall Adkins predicted a "chance of sub-$l/MMBtu prices and 
significant producers cutback this summer as the train of runaway production collides with the wall of gas in 
storage and moderate weather". 2/7/2012 

Barclays estimates that US producers would need to curtail production by 3.2 Bcf/day for prices to return to 
$4/MMBtu. A 5% production cut is necessary to return the supply/demand balance to year-ago levels. Cuts 
announced so far total 1% of US output. 2/8/2012 

FirstEnergy Capital reduced its 2012 forecast 40% from $3.75/MMBtu to $2.25/MMBtu "Everything that could go 
wrong for North American gas producers has". Mild winter, US supply growth and delay in the policy shift to favor 
additional gas burn for electric generation. 2/9/2012 
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Production Curtailments 

Chesapeake Energy will immediately curtail .5 Bcf/day reflecting about 8% of its total output, and could cut 
production by another .5 Bcf/day if conditions warrant. Prices have fallen below levels that are economically 
attractive for dry gas producers. Chesapeake will cut the number of drilling rigs to 24 by the 2"d quarter of 2012 
down from an average of 75 rigs in 2011. Chesapeake will also delay completion of dry gas wells and defer 
pipeline connections. 1/23/2012 

Conoco could shut-in 4% of i ts  North American production (100,000 Mcf/day) and would limit investment in North 
American production in response to low prices. 1/26/2012 

BG Energy Group reducing drilling program due to low current gas prices. BG reducing rig count from 35 at the 
end of 2011 to 8 by the end of 2012. Factors keeping gas price low: mild winter and continued drilling to meet 
lease obligations. 2/10/2012 

Noble Energy to reduce spending in Marcellus Shale by $250 million in response to falling gas prices this i s  a 5% 
cut. According to Noble, the Henry Hub price would need to rise above $4/Mcf and stay there for 3 months before 
they would increase drilling in Marcellus. 2/10/2012 
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LNG Exports 

EIA has stated that significant LNG exports would lead to “higher domestic natural gas prices, increased domestic 
natural gas production, reduced domestic natural gas consumption, and increased natural imports from Canada via 
pipeline.“ EIA forecasts domestic gas prices to rise by 54% in 2018 before sliding back down based on the most 
extreme export volume. 1/20/2012 

According to the EIA’s “Annual Energy Outlook 2012” the US will have the capacity to liquefy 1.1 Bcf/day for export 
by 2016, doubling to 2.2 Bcf/d (520 Bcf/year) in 2019. 1/23/2012 

Seven LNG projects have been announced in the CIS and 3 projects have been proposed in Canada resulting from 
gas supplies and low prices in North America. “North American LNG exports are likely to reach only 2 Bcf/day by 
2017 because of contracting hurdles and possible regulatory limits,“ according to Barclays. 1/26/2012 

The Department of Energy will consider the impact on gas prices when deciding to grant permits for exporting 
LNG. “We do not want natural gas prices to spike the way they have historically done in the last  several decades.” 
2/3/20 12 

House of Representatives Democrat introduces bill aimed a t  blocking the export of US LNG. “Whether it’s through 
a pipeline or a shipping tanker, we shouldn’t allow our domestic natural gas to be siphoned off to Asia, Europe or 
other markets when it‘s needed here in the llnited States.” Analysts have forecast US gas price increases ranging 
from 2 cents/MMBtu to 30 cents/MMBtu, at Henry Hub, for each incremental Bcf/day of LNG exports. 2/15/2012 
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4.32 
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Energy Information Administration 
Henry Hub Pricing 

Per MMbtu 
February 7,2012 Release 
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3.97 
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4.42 
4.05 

3.56 
3.90 
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Independent Statistics & Analysis 

U. S. Energy Information 
Administration February 2012 

Shor t  - Term Energy Outlook 
February 7, 2012 Release 

Natural Gas 
US. Natural Gas Consumption. E A  expects that natural gas consumption will 
average 68.5 billion cubic feet per dav (Bcfld) in 2012, an increase of 1.6 Bcfld (2.3 
percent) f?om 201 1. Consumption increases in all sectors, with the largest volume 
increase (1.2 Bcfld) coming from the electric power sector. Natural gas consumption 
growth continues into 2013, with proiected total consumption averaging 69.7 Bcf/d. 
Increases in the consumption of natural gas for power generation are likely to continue as 
domestic production continues to grow and natural gas remains a relatively inexpensive option 
for generators. 

US. Natural Gas Production and Imports. Total marketed production grew by an 
estimated 4.8 BcUd (7.8 percent) in 201 1 , the largest year-over-year volumetric 
increase in history. This strong growth was driven in large part by increases in shale 
gas production. While EIA expects production growth to continue in 2012 and 2013, 
the proiected increases occur at a much lower rate than in 201 1 as low prices reduce 
new drilling plans. According to Baker Hughes, the natural gas rig count has fallen to 
745 as of February 3,2012, from a 201 1 high of 936 in mid-October. Declines in 
production have not accompanied declines in the rig count, partly reflecting 
improving drilling efficiency, That fact, combined with high initial production rates 
from new wells, associated natural gas production from oil drilling, and a backlog of 
uncompleted or unconnected wells contribute to EIA’s forecast of hrther production 
increases in 2012 and 2013. 

Crude Oil Prices. EIA’s forecast of the WTJ spot price is unchanged from last month’s 
Outlook, averaging about $100 per barrel in 20 1 2 and $104 per barrel in 201 3. The projected 
WTI price discount to other US. and world cnide oils narrows over the forecast. The projected 
average refiner acquisition cost (RAC) of crude oil averages $105 per barrel and $106 per barrel 
in 20 12 and 20 13, respectively. 



Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2011-12 

Case No. 2012 - 
Page 309 of 337 



Case No. 2012 - 
Page 310 of 337 

Duke Energy Kentucky 
Hedgin 

Cost Averaging with Columbia Gulf Mainline 

5 Month Total Locked in 

3-Jan 
4-Jan 
5-Jan 
6-Jan 
9-Jan 

IO-Jan 
I 1 -Jan 
12-Jan 
13-Jan 
17-Jan 
18-Jan 
19-Jan 
20-Jan 
23-Jan 
24-Jan 
25-Jan 
26-J a n 
27-Jan 
30-Jan 
31 -Jan 
1 -Feb 
2-Feb 
3-Feb 
6-Feb 
7-Feb 
8-Feb 
9-Feb 

1 0-Feb 
13-Feb 
14-Feb 
15-Feb 
16-Feb 
17-Feb 
21 -Feb 
22-Feb 
23-Feb 
24-Feb 
27-Feb 
28-Feb 

Total 
Amount 
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Long 

Gas Commercial Operations 
tiedglng Program 

Market Indicators Summary 
March 15,2012 

N O M  prediding above average temperatures for March 2012--May 2012 
for the maJorily of the CONUS. Below normal temperatures on Pacfic 
North West. 

Prim 
Pressure -- 

I 

Short 

I E: Comments - - ~  --- ____.- 
Term I 

Strong Above from the Mississippi River to the east.coast early in the 
period. Above and Much Above covers most of the rest of CONUS with 
some Below Normal in the west. 

I 1  Long Term Forecast (Mar 12--May 12) 

EIA Weekly Storage Report 

I 1  Mid Term Forecast (30-60 days) 

Storage withdrawals for the week ending March 9th were 64 BCF. 
Long Storage levels are at 2 369 TCF which is 45 0% higher than last year and 

51.7% higher than the 5 year average 1 . .-- 

12 

Lo"g 

lo be 5:4% warmer than normal based 
weather is predicted to be 21.3% above normal. 

TPH estimates that US power producers wili add an incremental 2 BcWd 
demand in 2012 assuming gas prices stay below $YMMBtu. Gas will not 
cut into coal's marttet share beyond that because of regional transmission 
constraints and long-term coal contracts 

2o 

1 1  ShortTerm Forecast (6-10 days) 

Energy Information Administration 
Winter 2012115: $3.924 
Summer 2012: $3.203 

-__I-- 

The projected Henry Hub natural gas spot pnce averages $3.169/MMBtu 
21 Long for 2012 and $3.963/MMBtu for 2013. 

14 

-- I -I 

Gas Daily-Price Predictions 

_ _ _ _ ~ . .  

Gas Daily-Gas Supply 

- 
f Long Demand 

-_-..I 

Supply +-+ Long 

+-+ Long Oil Market 

I t  Gas Daily--Coal-to Gas Switching 

- 
EIA projects total natural gas consumption to grow by 3.1% to 68 9 Bcfld 
in 2012 and grow 0.6% to 69.3 Bcf/d in 2013,iarge volume increase 
coming from electric power consumption (9%) will offset dedines in 

Total marketed production grew by an estimated 4.8 @&/day or 7.9% in 
201 1 ~ the largest volumebic increase in history. Pmdudon growth will 
continue in 2012 and 2013 but at a much lower rate. 

EIA exqeds W t l  spot prices to average of $1 06 per barrel in 201 2 and 
2013, $11 per barrel higher than the average price laslyear. 

26 

residentialandcommerclal usage. .- 

26 

.-- 
27 

GAS PRICE SCORECARD: April 2012-October 2012 US Production and 
Storage Levels remain bearish while Electric Generation and Industrial 

Long Sector demand are bullish Price Outlook reflecls change hom Neutral to &, .-----I- 
Strong chance of subS2 gas soon--Mild winter, limited heating demand. 

Long record slorage and production levels difficult to curb CbtJld lead to $2 
prices. Dry gas producers are bracing for a long period of low prices but 
are unlikely to reduce output as they turn to liquids plays. 

US gas production increased 4 3 Bcflday in 201 1 According to Bentek, 
overall US supply appears to be leveling off. Natural gas production is 

Long expected to dedine 1.5 Bcfld by year-end 2012. The current market 
imbalance Is 4 Bcfld, consisting of 1.4 Bcfld supply vs. demand and 2.6 t Bcfld impact from elevated storage levels 

- 

18 

19 

I- 

Winter 2012-13 Strip Chart 

. 1 ! Short IClosql_a1$3.28 

Summer 2013 Stri~ Chart Short Closed at $3.48 ___ 
Winter 2013-14 Strip Chart I 4 - 3  I Short (Closed at $3 88 

-- -- .~ 

Affendees: Jim Mehring, Jeff Kern, Mike Emmback, Steve Niederbaumer 
Discussed market fundamentals induding weather. storage levels, PlRA and EIA price forecasts, analrjts projections of gas prices, amount of 
supply available, emnomic influences on supply and demand, coat-to-gas switching and the current positions of the DE0 and DEK Hedging 
Programs. Significant discusslon took place about the extreme level of gas in storage, injections forecasted to begin for the week ended March 16, 
201 2 (normally this does not happen until the month of April) and the storage level's impact on future price. Based on discussions, a d e a s h  was 
made that no additional hedging is necessary at this time. Discussed the final results of the Cost Averaging deat the vias entered into in December 

- -- 
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3/13/2012 

Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Dale Next Target (3/31/12) 
De I i v e ry Supply -~ Total Required Allowed 
Month Dthlmo Dtwday Dthlmo dWday dttdday 

Excluding Storage Gas 
Including Storage Gas 
Targel Levels By Octob 

Summer 2013 
Target Levels By March 

Summer 2014 
Target Levels By March 



Case No. 2012 - 
Page 317 of 337 

COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

Historic Prices: 
NYMEX ( 

5-yr. avg. 
~07108-1lllZ 

$5.77 
$6.15 
$6.31 
$6.61 
$5.57 
$4.84 
$5.04 
$4.97 
$5.24 
$5.28 
$4.95 
$4.81 

2 Month Avg $5.46 
Summer Average 

sing Price 
Last Yea 
(2011-2012 

$4.24 
$4.38 
$4.33 
$4.36 
$4.37 

$3.76 
$3.52 
$3.36 
$3.08 
$2.68 
$2.45 
$3.70 

$3.86 

$2 93a 
$3.140 
$3.21 a 

$3.230 
$3.140 

$3.240 
$3.530 
$3.800 
$3.950 
$4.040 
$3.960 

$3.503 $2.875 
$3.870 $3.454 - 

$2.257 
$2.392 
$2.506 
$2.598 
$2.651 
$2.676 
$2.753 
$2.968 
$3.323 
$3.447 
$3.471 

1 
$7.00 

$6.50 

$6.00 

$5.50 

$5.00 

$4.50 

$4.00 

$3.50 

$3.00 

$2.50 

$2.00 

1 Apr May June July Aug Sep Oct Nov Dec Jan Feb Mar 
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http://www.cpc.ncep.noaa.gov/products/pred.ictions/lon~mge/ladO l/offD 1-temp.gif 311 4/2012 
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EarthSat Weather 

0 -0.9 to 0.9 

Remaining cool in the MW 
Changes were mosUy minor this week, but indude further warmlng from 
the Rockies I Plains through the Midwest. The overall theme of broad 
warmth remains Intact. as several ofthe signals would favor above 
normal temperatures horn the Rockies east We're expeding the EPQ tc 
average more posilive than not, and blocking to stay a relalrve non- 
factor (+A0 I +NAO) The P D O  seasonal signal may also help projed E 
warm signal over much of the nation with cooling lmpads limited lo the 
Western third. MJO-based vanability could cut into the warmth at bmes 
over the Eastern half. while a possible evolution toward lnaeased 
blocking could prowde a cooler outcome for the Eastern and Central US 

1Apr GWHDD** Forecasts 'IOY Normal updated to '02-11 I 

Warmer across the South 

Slightly warmer Mid-Atlantic 

The May fowcast also features a number of marginal changes, 
lnduding warmer adjustments over the South and Mid-Atlantic. The 
same signaling e q e d e d  to drive the April panem should welgh heavily 
into the outcome for May. A combination of !he perslstent la& of 
blo&ng. favorable nwth Padfic setup. and -PDO ought to keep 
aboves in place fmm parts of the Southwest and Rockies eastward 
through the East Coast. The recent issuance of the ECMW seasonal 
model agrees with this idea, and much like our forecast shows 
enhanced warmth from the southern Rockies lhroygh Texas Cool risks 
may be firmly tied to any changes in blocking, as the 201 1 analog 
featured both an intensification of cool air over the West and expansion 
Into the Plains I Midwest (the AQ and NAO both decreased to near 
neulral). 
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recast Confidence: 8 

An upper level low pressure system aims to appear across 
Texas for the early part of the period and may bring some 
cooler than expected readings to t h e  state. The models handle 
this lows progression differentry for the second half of the period 
though. The operational models portray a stalling of this system 
across the South while the ensemble models progress this sys- 
tem in a fashion similar to the handling of the last upper level 
low (Plains, western Midwest). Should the operational models 
be more accurate, a cool risk could be present for the South for 
the second half of the period. The Southwest may trend 
warmer faster for the late period. The strong warmth continues 
to be on track in the Midwest and East. 

Forecast Confidence: 6 

A +3F to +4F A +5F to +7F 

to -4F &%I B -5F to -7F 
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Weekly Natural Gas Storage Keport Page 1 of 1 

US. Energy Information Administration 

&ria > > Wee!4yNaWrniGasS~eR~m - - Weekly Natural Gas Storage Report 
--- -- -I 

Rcis4redMarsh 15.2012rt 1O:~am.(easlsrni~me)forulsWsekEnd~ngM~rch9.2012 
Nen Release: March 72,2012 

Summary 
Working gas In storage was 2,369 Bcf as of Friday, March 9, 2012, according to EIA estlrnates This represents a net 
decline of 64 Bd fmm the prevlous week. Stocks were 735 Bcf higher than last year at thls tlrne and 807 Bcf above the 5- 
year average of 1,562 Bcf i n  the East Region, stocks were 340 Bcf above the 5.year average following net withdrawals of 
55 86. S t o a  in the Pwduclng Region were 361 Bcf above the 5-year average of 604 Bd after a net withdrawal of 2 Bcf 
Stocks In the West Reglon were 106 8 6  above the 5-year average after a net drawdown of 7 Bcf. At 2,369 Bcf, total 
working gas 1s above the 5-year historical range 

WciMtyl aNth Vndormomid RmwGmyura4khiili.Y6tIt~~e 

Data 
History (XLI;) 

I -Year Averages. Maximum, 
Wlnlmum, and YeacAgo Stocks 
( X W  

References 
Methodology 
Differences Between Monthly 
and Weekly Data 
Re~lslon Policy 

Performarm Evaluation 
Related Unlts 

Storage Baslca 
Natural Gas Waekly Update 
Natural Gas Navlgator 

Note: The shaded area Indlcates the range between the historlel rninlmum and maxlmum values for the 
weekly ~ r l e s  from 2007 through 2011 
Source: Form EIA-912, "Weakly Underground Natural Gas Storagc Report" The dashed vertical lines Indicate 
cumant and year-ago weekly periods;. 

Privacy/Security I Accessibility I Copyright & Reme Contact Us I Feedback I Careers i About Em 
Fedstat5 i CJSA.gOV i Depar tment  of Energy 

http://ir.eiagov/ngs/ngs.html 311 5/2012 

http://CJSA.gOV
http://ir.eiagov/ngs/ngs.html
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___. PBRA 
North American Gas Price Overview 

Per MMBTU 
February 24,2012 Release 

" ----I. -. 
; Average !' 

2011 I 

Hedging Meeting 3-1 5-201 2.xlsx 
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j 2011 L. i 

1 Average 
I 2012 
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February 24,2072 NAT~AL GAS 

Beansh NeLdrat Bugsh 

!-, r, ;bQll, the upward YN momentum Worn last year's robust 
outpot gsins remnlns a dapnthg problem givon lho glut of 
working gas storage in tQ12 

u(s from m g a ~  plants remain in 
nlem's Sabin% Pass plans far 
h closerto a final Investment 

.- ---_ --- - ~ - ~ - - - -  
PlRA Energy C3mup, 3 Park Avenue, 26"'Rwr. New Yo* NY 100165889 (Tel) 212-6866808 (Fax)Z12d866625 w . p i r a  m m  

Far authoitzed 5ubscrlbers only CoWrigMgl2012 PlRA Energy Group, All rights resewed 
9 
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Gas Price Predictions 

Strong chance of sub $2 gas soon-Mild winter, limited heating demand, record storage and production 
levels difficult to curb could lead to $2 prices. According to IAF Advisors there is a 50-50 chance that the 

NYMEX prompt month could fall below $Z/MMBtu in the near term. “The signs seem to suggest that 
these are prices at which these producers, to the extent that they can, will turn a field off and then turn 

it back on in a couple of years.” In addition, S&P indicated that it does not expect gas prices to rebound 
anytime soon because of the “seemingly inelastic production and mild winter weather.” According to 
TFS Energy Futures the contract could soon come under selling pressure when storage ratchets are 
imposed near the end of the withdrawal season, increasing the amount of gas on the market. 

Dry gas producers are bracing for a long period of low prices but are unlikely to reduce output as they 
turn to  liquids plays Producers are hoping for increasing demand to help prices recover. The imbalance 
is large and it will take a long time for that imbalance to be taken out of the system. Southwestern 
Energy, the biggest producer in Fayetteville Shale indicated the answer is not to shut in production but 

to stimulate demand. 

Barclay’s analysts visited 3 1  upstream and midstream companies to discuss the current market. They 
found that: low gas prices are not going to scare off US producers anytime soon, producers are set to do 
what they do best--drill, producers believe the biggest light at the end of the tunnel i s  the new demand 
that will be generated by LNG terminals. “Cutting back on production voluntarily sounds reasonable to 
the managers Barclays spoke with, but there i s  no confidence among those executives that any of their 
competitor will follow suit. 



Case No. 2012 - 
Page 325 of 337 

. ._ 
.” , ”  ..... 

~ . . .~ -__- _..,.-__ ... . . ” . .  - .  . 

Gas Supply 

US gas production jumped 4.3 Bcf/day in 2011 or 7.5% according to Bentek. This increase is the largest 
year-on-year increase in 25 years. Marcellus Shale production is the main driver. The Northeast has 

seen the largest production increase reaching 7 Bcf/d by the end of 2011 vs. 4 Bcf/d for 2011. According 
to Bentek, overall US supply appears to be leveling off. In mid-February, production was 63.7 Bcf/d 
about the same level seen in middeptember 2011. “This stall in production growth is clearly the result 

of low natural gas prices, unattractive drilling economic for certain regions of the country and some 
infrastructure constraints.” Production in the Marcellus Shale is the only thing hold up US production. 

Natural gas production is expected to decline 1.5 Bcf/d by year-end 2012, associated gas from liquids- 
rich plays offset the drop-off in dry gas supplies. The current market imbalance is  4 Bcf/d, consisting of 
1.4 Bcf/d supply-demand and 2.6 Bcf/d impact from elevated storage levels. Haynesville production i s  
expected to fall 29.7% from its current level of  7.3 Bcf/d to 5.2 Bcf/d by the end of 2012. “llltimately, 
while we feel declines in conventional resources and shut-ins show promise toward a recovery, given 
the massive amounts of gas in storage we remain confident that it won’t impact the supply demand 
balance until 2013, leaving 2012 gas markets awash in supplies.” 

Gas production is expected to grow even with the dry rig count dropping below 700 (1” time in more 
than 2 years). The drop in dry rig drilling has been offset by growth in shale oil and natural gas liquids 
drilling. Barclays expects moderate supply growth this year and next, barring an even deeper plunge in 
the dry rig count. 

Anadarko will sharply reduce drilling for dry natural gas this year in favor of oil and natural gas liquids. 

Anadarko will allocate 90% of its’ E&P budget to oil and liquids assets, while reducing dry gas activity. 
Due to the lag time between drilling cutbacks and production levels, Anadarko expects 2012 dry gas 
production to be up 9% over 2011 volumes. “We have that portfolio ready to be regenerated again 
when this kind of pricing behavior comes back to us. We‘re cautiously optimistic about natural gas in 
the long term and certainly very constructive about the long term.” 
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Tudor Pickering Holt estimates the US power producers will add about 2 Bcf/d in 2012 (4 Bcf/d in 2011) 

of natural gas use assuming gas prices stay below $3/MMBtu. Gas will not cut into coal’s market share 

beyond that because of regional transmission constraints and long-term coal contracts. “We estimate 
that sub-$3/MMBtu gas puts much of  the US gas generation fleet in front of coal on an economic 
dispatch basis according to TPH.” Current gas prices are low enough to in theory to displace 

approximately 12 Bcf/d, however the reality is that the market is full of long-term fixed delivery 
contracts which does not allow utilities to make decisions on coal/gas price fundamentals. 

Gas has been displacing coal generation in the Southeast, Northeast and Central Industrial regions for 

the past several years but lower gas prices will displace coal generation for the first time in Texas, 
Louisiana and the Western power markets. Gas prices have been falling relative to coal spot prices. “if 
one were simply to compare the costs of producing a megawatt-hour of power from a coal plant using 
deliveredspot coal prices in lanuary 2012 with the cost of producing the same MWh from a gas-fired 
unit, the result would suggest that gas should be idling almost ail coal.” in reality it is not the most 
efficient gas-fired unit standing ready to displace the least efficient coal-burning plant. The least 
efficient coal plant seldom run and the most efficient gas-fired plant are running already. Coal 
displacement in the Midwest market is not expected due to the fact that the Midwest has the lowest 
delivered cost of coal in the country. 

US electric utilities should not be heavily weighting their siipply portfolio toward gas despite 
environmental and political pressure. Dominion’s CEO stated that replacing 50,000 to 80,000 MW of 
coal fired generation with gas to meet EPA mandates amounts to a “train wreck”. “You will have a 
reliability problem.” “1 don’t think i t  is a good idea for the country to go toward one fuel source or 
another. There is a tradeoff for every source. Nothing is  perfect” 

do 
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5.83 
5.32 
4.29 
4.03 
4.14 
4.80 
4.63 
4.32 
3.89 
3.43 
3.71 
4.25 

Energy Information Administration 
Henry Hub Pricing 

Per MMbtu 
March 6,2012 Release 

4.49 
4.09 
3.97 
4.25 
4.31 
4.55 
4.42 
4.05 
3.90 
3.56 
3.24 
3 17 
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Short-Term Energy 
Release Date: March 6,20 12 1 Next Release Date: April 10,201 2 

s 
U.S. Natural Gas Consumption 

EIA expects that natural gas consumption will average 68.9 billion cubic feet per day 
@cf/d) in 2012, an increase of 2.1 Bcf/d (3.1 percent) from 2011. EL4 expects that large 
pains in electric power use will offset declines in residential and commercial use. Because of 
the much-warmer-than-normal winter this year, EIA expects residential and commercial 
consumption to fall by 0.5 percent and 0.1 percent, respectively, in 2012, reflecting a downward 
revision in projected consumption from last month’s Outlook. 

Proiected consumption of natural gas in the electric power sector grows by close to 9 
percent in 2012, primarily driven bv the relative advantages of natural pas over coal for 
power generation in a growing number of economic dispatch decisions. Consumption in the 
electric power sector peaks in the third quarter of 2012, when electricity demand for air 
conditioning is highest. 

Growth in total natural gas consumption continues into 2013, with forecast consumption 
averaping 69.3 Bcf/d . Consumption in the residential and commercial sectors increases in 201 3 
because of the forecast return to near-normal temperatures next winter. The increase in 
consumption in these sectors more than offsets a decline in power sector natural gas bum 
stemming fiom the projected increase in natural gas prices relative to coal prices later this year 
and next. 

U.S. Natural Gas Production and Imports 

Total marketed production of natural gas grew by an estimated 4.8 Bcf/d (7.9 percent) in 
2011, the largest year-over-year volumetric increase in historv. This strong growth was 
driven in large partby increases in shale pas production. While EIA expects year-over-vear 
production growth to continue in 2012 and 2013. the proiected increases occur at  a much 
lower rate than in 2011 as low prices reduce new drilling plans. According to Baker Hughes, 
the natural gas rig count fell to 691 as of March 2,2012, fiom a 201 1 high of 936 in mid- 
October. So far, the lower rig count has not impacted production levels, partly reflecting 
improved drilling efficiency. However, fewer horizontal natural gas wells, particularly in areas 
such as the Haynesville Shale, contribute to small short-term production declines through June 
2012. These declines reverse later in the year as prices rise, wet natural gas production rises, and 
associated gas production from oil wells increases. 



Case No. 2012 - 
Page 333 of 337 

Global Crude Oil Prices 

EIA’s forecast of the WTI mot price is higher than last month’s Outlook, averaging about 
$106 per barrel in both 2012 and 2013, compared with $100 and $104 per barrel for 2012 
and 2013, resDectively, in the previous Outlook. The projected WTI price discount to the 
average U.S. refiner acquisition cost of crude oil narrows over the forecast from about $10 per 
barrel in the second quarter of 2012 to $4 per barrel by the fourth quarter of 2013, as physical 
pipeline capacity constraints diminish. The projected average refiner acquisition cost (RAC) of 
crudeoil averages$ll5 perbarrel in 2012 and $110perbarrel in 2013. 
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Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2011-12 

System Supply 

Duke Enerav Kentucky 
Previously H e d g e d  

Col Gulf Mainline 
Col Gulf Mainline 
Col Gulf Mainline 

Total 
System Supply 

Duke Enerqv-TJaJ 

Total 
Previously H e d g e d  

% 
, DthlDay System 

November December January February March- Total Supply 
- 



Case No. 2012 - 
Page 3.35 of 337 

Duke Energy Kentucky 

3-Jan 
4-Jan 
5-Jan 
6-Jan 
9-Jan 

1 @Jan 
1 1 -Jan 
12-Jan 
13-Jan 
17-Jan 
18-Jan 
19-Jan 
20-Jan 
23-Jan 
24-Jan 
25-Jan 
26-Jan. 
27-Jan 
30-Jan 
31-Jan 
1 -Feb 
2-Feb 
3-Feb 
6-Feb 
7-Feb 
8-Feb 
9-Feb 

1 0-Feb 
13-Feb 
14-Feb 
15-Feb 
16-Feb 
17-Feb 
21 -Feb 
22- Feb 
23-Feb 
24-Feb 
27-Feb 
28-Feb 

Total 

Basis 
pl.. 

29 -Feb 

Hedgi for 201211 3 
' Cost Averaging with @ Columbia Gulf Mainline 

Total 

to Columbia Gulf Mainline 

30 

Cost Averagin -Novl2-Marl3.xlsx 311 1201 2 
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Attachrnent B 
Cost Averaging Fixed Prices 

, 
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Duke Energy Kentucky 
Hedgi for 201 211 3 

' Cost Averaging with @ Columbia Gulf Mainline 

Total Locked in Total 5 Month 

3-Jan 
4-Jan 
5-Jan 
6-Jan 
9-Jan 

IO-Jan 
1 1 -Jan 
12-Jan 
13-Jan 
17-Jan 
18-Jan 
19-Jan 
20-Jan 
23-Jan 
24-Jan 
25-Jan 
26-Jan 
27-Jan 
30-Jan 
31 -Jan 

1 -Feb 
2-Feb 
3-Feb 
6-Feb 

8-Feb 
9-Feb 

IO-Feb 
13-Feb 
14-Feb 
15-Feb 
16-Feb 
17-Feb 
21 -Feb 
22-Feb 
23-Feb 
24-Feb 
27-Feb 
28-Feb 
29-Feb 

7-Feb 

to Columbia Gulf Mainline 
to be paid f o m  dthk 

- 

Cost Averagin -Novl2-MarI 3,xlsx 311 120 1 2 CostAvg 
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