
Duke 
Energy, 

VIA OVERNIGHT DELIVERY 

May 14,2008 

139 East Fourth Street, Room 2500 AT II 
P.O. Box 960 
Cincinnati, Ohio 452016960 
Jel513419-1847 
Fax: 513419-1846 
ani fa .scha~r~dukeeneruv.~m 

Mi M. Schafer 
Si. Paralegal 

Ms. Stephanie Stumbo 

Kentucky Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40602-0615 

Executive Director -.. 

Re: Case No. 2008-00(15 
In the Matter of the Application of DE-Kentucky, Inc. to 
Implement a Hedging Program to Mitigate Price Volatility 
In the Procurement of Natural Gas 

Dear Ms. Stumho: 

Enclosed please find an original and twelve copies of: 
1. Application; 
2. Petition for Confidential Treatment 
3 .  Final Report of Hedging Plan ( April 1,2007 through March 31,2008); 
4. New Hedging Plan; 
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COMMONWEALTH OF KENTUCKY 

In the Matter of the: 

BEFORE THE PUBLIC SERVICE COMMISSION MAY 1 5 2008 
PUBLIC SERVICE 

COMMISSION 

APPLICATION OF DUKE ENERGY 1 
KENTUCKY, INC. TO ) CASE NO. 2008- 001 15 
IMPLEMENT A HEDGING PROGRAM ) 
TO MITIGATE PRICE VOLATILITY IN ) 
THE PROCUREMENT OF NATURAL GAS) 

DUKE ENERGY KENTUCKY, INC.’S 
FINAL REPORT ON HEDGING PLAN 

FOR APRIL 1,2007 THROUGH MARCH 3 1,2008, 
REPORT ON HEDGING ACTIVITY FOR FUTURE GAS DELIVERIES, 

AND APPLICATION FOR APPROVAL OF NEW HEDGING PLAN 

Pursuant to 807 KAR 5:001, Section 8 and consistent with the Commission’s 

Order dated August 15,2005 in Case No. 2005-00191, Duke Energy Kentucky, Inc (“DE- 

Kentucky”) respectfully states as follows: 

1. DE-Kentucky is a Kentucky corporation with its principal office and principal 

place of business at 1697 A Monmouth Street, Newport Shopping Center, Newport, 

Kentucky 41071. Its mailing address is P.O. Box 960, Cincinnati, Ohio 45201. 

2. DE-Kentucky is a utility engaged in the gas and electric business. DE- 

Kentucky purchases, sells, stores and transports natural gas in Boone, Campbell, Gallatin, 

Grant, Kenton and Pendleton Counties, Kentucky. DE-Kentucky also purchases 

electricity, which it distributes and sells in Northern Kentucky. 

3. Pursuant to 807 KAR 5:001, Section 8(3), DE-Kentucky states that a certified 
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copy of its Articles of Incorporation, as amended, is on file with the Commission in Case 

NO. 2006-00563. 

4. In an Order dated August 15,2005 in Case No. 2005-00191, the Commission 

approved DE-Kentucky’s hedging program and required, among other things, periodic 

reports on the results of the hedging program. Attachment 1 is DE-Kentucky’s annual 

report on the final results of its hedging plan for April 1, 2007 through March 3 1, 2008, 

and report on hedging activity for future gas deliveries (“Final Report”), as required by 

such order. DE-Kentucky respcctfully requests that that Commission accept the filing of 

this Final Report in this docket as in compliance with the reporting requirements in Case 

No. 2005-00191. As demonstrated in DE-Kentucky’s Final Report, the hedging plan 

successfully mitigated price volatility for DE-Kentucky’s firm sales customers. 

5. Ordering Paragraph 2 of the August 15,2005 Order approved DE-Kentucky’s 

natural gas hedging plan through March 31, 2008, and permitted DE-Kentucky to enter 

into contracts for gas purchases through October 31, 2010. Pursuant to such order, DE- 

Kentucky respectfully requests approval to institute a new three year hedging plan as a 

regular part of its gas supply planning. A copy of DE-Kentucky’s proposed new hedging 

plan, in redacted form, is at Attachment 2. 

6. DE-Kentucky proposes that the Commission approve the new hedging plan to 

cover hedging activity through March 31, 2011 and allow for hedging of natural gas 

deliveries through October 3 1,20 13. Although the range of allowable hedging in the new 

plan is expressed in relation to total system supply rather than base gas purchases, the 

resulting parameters for hedging purchases are similar to the parameters approved by the 
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Commission for DE-Kentucky’s previous hedging programs. The new hedging plan 

utilizes the same types of hedging instruments used for DE-Kentucky’s previous hedging 

programs and sets a limit so that there is not an over reliance on a single type. The new 

plan also incorporates the same procedural safeguards, consisting of periodic 

management meetings, written minutes and annual reports to the Commission on the 

results of the hedging plan. The plan continues to provide for hedging of a portion of 

DE-Kentucky’s summer purchases and to allow DE-Kentucky to hedge a portion of its 

gas supply for up to 3 1 months following the time period covered by the hedging plan. 

This will provide DE-Kentucky with additional flexibility to stagger its hedging 

purchases, thus increasing the diversity of cyclical pricing influences. This should better 

enable DE-Kentucky to mitigate price volatility for its customers. 

7. DE-Kentucky’s experience with its prcvious hedging programs demonstrates 

that hedging has accomplished the goals that DE-Kentucky projected at the outset of its 

hedging program, that is, hedging would not always result in the lowest gas costs, but 

hedging does serve a valuable purpose in protecting customers against extreme high 

prices and hedging also mitigates price volatility. The new hedging plan incorporates the 

procedural safeguards, developed in response to the Commission’s Orders in DE- 

Kentucky’s previous hedging proceedings, to ensure that hedging decisions are made in a 

prudent manner. Finally, the parameters of the new hedging plan, the types of hedging 

instruments provided therein and the annual reports provided by DE-Kentucky give the 

Commission oversight of the new hedging plan. DE-Kentucky therefore requests that the 

Commission approve its new hedging plan so that DE-Kentucky can continue to provide 
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for its customers the benefits resulting from hedging of a portion of gas supply purchases, 

as described above. 

WHEREFORE, DE-Kentucky respectfully requests that the Commission accept 

for filing DE-Kentucky’s attached Final Report containing the final results of its hedging 

plan for April 1, 2007 through March 31, 2008, and report on hedging activity for future 

gas deliveries. DE-Kentucky also requests that the Commission approve DE-Kentucky’s 

application for a new hedging plan as described herein and in the accompanying 

Attachments. 

Respectfully submitted, 

Duke Energy Kentucky, Inc. 

AssociateGeneral Counsel 
Room 2500, Atrium I1 
P. 0. Box 960 
Cincinnati, Ohio 45201-0960 
Phone: (513) 419-1810 
Fax: (513) 419-1846 
e-mail: amy.spiller@duke-energy.com 
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CERTIFICATE OF SERVICE 

I certify that a copy of the foregoing pleading was served of the parties listed 

below by regular United States mail, postage prepaid, this 1 b a y  of May, 2008. 

Hon. Larry Cook 
Assistant Attorney General 
Kentucky Office of the Attorney General 
Capital Center Drive, Suite 200 
Frankfort, Kentucky 40601 -8204 
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Strike 
Date 

The Senior Vice President of Gas Operations, General Manager of Gas 
Commercial Operations, Manager of Gas Resources, the Lead of Gas Procurement and 
Analysis and other personilel (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 thcsc mcctings during the 12 months ended March 2008 is 
attached, along with the information reviewed during each meeting (see Attachment A). 

A summary of the amounts hedged during the 12 months ended March 3 1,2008 is 
shown below, followed by details of the factors influencing Duke Energy Kentucky, Inc’s 
(“DE-Kentucky”) decision to enter into a hedging agreement each time. 

Price Delivery Volume Seasonal 
Supplier Type Per Dth Poiiit Dth/day Month(s) Volume 

- 2  
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lO/16/2007 I I Fixed I 1 CGT-M 1 I Nov 08 - Mar 10 I 
3/19/2008 I I Fixed I 1 CGT 1 1 Nov09-Oct  10 I 

Simmer 2010 
3/19/2008 1 - 1  CGT 1 I Nov09-Oct  I O  

* See Annual Report on Hedging Activity for April I ,  2005 -March 3 1,2006 
**See Annual Repoit on Hedging Activity for April 1,2006 -March 3 1,2007 

CGT = Columbia Gulf Transmission Soutli Louisiana Onshore 
CGT-M = Columbia Gulf Transmission Mainline 
TGT = Texas Gas Transmission Zone SL 

There were no transactional costs associated with any of these arrangements. 
When the natural gas is delivered, the suppliers simply invoice DE-Kentucky based on 
the hedged price. The portions of"base" gas hedged for each season are listed in the 
table below: 

Winter 2007-08 Cost Averaging with 

During the hedging meeting on April 18, 2007, the Natural Gas Hedging Committee 
decided to begin the cost averaging to accumulate a price between May 1,2007 and 
August 10,2007. November 2007 was not included in the delivery period due to the 
relatively smaller amount of base supply and the amount already hedged for November. 
Bids would be sought for December 2007 through March 2008 for = dth per day. 

April 23,2007 

were each contacted 
ctively for Onshore. 

ainline, depending on whether the gas flows 

The price would be 
gh August 10,2007 
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Winter 2007-08 Fixed Price with- - JUIV 30,2007 

During the hedging meeting on July 25,2007, the Natural Gas Hedging Committee 
decided to investigate locking in another m of base supply with a price cap to retain 

Since firm winter supply has already been arranged, base gas on TGT Zone SL with 
=was converted to a price of $m for December 2007 through February 2008. 

The EIA storage report released on July 26,2007 indicated that as of July 20. 
2007, total U S .  amount of gas in storage was 2,763 bcf (78% full), which was 6 bcf 
higher than the previous year and 384 hcf higher than the five-year average. DE- 
Kentucky’s storage with Columbia Gas was approximately - full). 

The table below compares the futures price data for July 30th with the most 
recently available forecasts from CERA and EIA and the locked in price that DE- 
Kentucky agreed to pay = for base gas to be delivered December 1,2007 through 
February 29,2008 at Texas Gas Zone SL. 

During the hedging meeting on August 28, discussion focused on the fundamentals of the 
market. The lack of hurricanes and continued building ofthe storage inventory levels 
above 2006 record setting levels had driven priccs downward. Although prices may drop 
more, they could also rise dramatically if a hurricane enters or forms in the Gulf. To date 
less than m of base had been hedged for the 07108 Winter with the lowest price being 

~ rangc about 
Since winter supply had already been arrangcd, supply from 
onshore would be converted from FOMI to a fixed price. Volumes varied by month. 

Since the start of winter was only 2 months away, and prices were in the mid 
of base supply would be locked in at the then current prices. 

at Columbia Gulf 

- 4 -  



DE-Kentucky 
Attach. I Hedgingplan Applic. 

Page 5 of 307 

1 Novo7 1 Dec07 I Jan08 1 Feb08 1 
Volumes-Dth/Day 

The EIA storage report released on August 23, 2007 indicated that as of August 
17,2007, total U S .  amount of gas in storage was 2,926 bcf(83% full), which was 23 bcf 
higher than the previous year and 333 bcf higher than the 5-year average. DE- 
Kentucky’s storage with Columbia Gas was approximately - full). 

The table below compares the futures price data for August 30th with the most 
recently available forecasts from CERA and EIA and the locked in price that DE- 
Kentucky agreed to pay = 

Winter 2008-09 Fixed Price with - October 16,2007 

During the hedging meeting on September 26,2007, the Natural Gas Hedging Committee 
decided hedging was necessary to meet the minimum hedged position as provided in the 
I-Iedging Plans as of October 3 1, 2007. Bids would be sought for November 2008 
through March 20 10 for 

ach contacted by phone on October 15, 
2007 requesting a fixed price bid at 11:00 A.M. o 
per dth Onshore or 111111 Mainline equivalent. 
or $= Mainline equivalent. - p 
accepted 

The EIA storage report released on October 11,2007 indicated that as of Octobei 
5,2007, total U.S. amount of gas in storage was 3,336 bcf (94% full), which was 44 bcf 
less than the previous year and 237 bcf higher than the five-year average. DE- 
Kentucky’s storage with Columbia Gas was approximately - full). 

The table below compares the futures price data for October 16th with the most 
recently available forecasts from CERA and EIA and the locked in price that DE- 
Kentucky agreed to pay m o r  base gas to be delivered November 1,2008 through 
March 31, 2010 at Columbia Gulf Mainline. Please note that EIA’s forecast did not 
cover the term. 

- 5  
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Price Forecasts 
CERA (1 1 /20/07) I] 
EIA (1211 1/07) 
NYMEX (12/18/07) 

1 $7.990 I $7.860 1 $7.550 1 $7.800 

1 $7.170 1 $7.278 1 $7.320 1 $7.256 _ _  High 

Winter 2007-08 Fixed Price with - and = -December 18,2007 

Since prices had continued to fall into the low $7.00 range, the Hedging Committee 
decided to convert additional supply for the remaining winter months to fixed prices. On 
December 18,2007, 
ofthe Month Index price to a fixed price. Both agreed to convert from a First ofthe 
Month Index pricing to a fixed price deal. The terms of each deal were for 
day from January I ,  2008 to March 3 1, 2008 at a price of 

and 111 were contacted about converting a First 

dth per 

The ElA storage report released on December 13,2007 indicated that as of 
December 7,2007, total U S .  amount of gas in storage was 3,294 bcf (93% full), which 
was 32 bcf higher than the previous year and 259 bcf higher than the five-year average. 
DE-Kentucky’s storage with Columbia Gas was approximately - full). 

The table below comoares the futures price data for December 1 Sfh with the most 
recently available forecasts irom CERA and EIA and the locked in price that DE- 
Kentucky agreed to pay - and = 

1 Jan08 1 Feb08 1 Mar08 1 Average 1 
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Low 1 $7.070 1 $7.220 I $7.230 1 $7.173 
Close 1 $7.141 1 $7.278 1 $7.320 1 $7.246 
Fixed Price (1 211 8/07) 

April 2008-March 2009 Cost Averaging with- -January 17,2008 

During the hedging meeting on December 17,2007, the Natural Gas Hedging Committee 
decided to begin the cost averaging to accumulate a price between February 1,2008 and 
March 27, 2008. While DE-Kentucky has used cost averaging before, this is DE- 
Kentucky’s first 12-month cost averaging hedging deal. Bids would be sought for April 
2008 through March 2009 for dth per day. ~- 

contacted by phone on January 16,2008 requesting a 
bid at 2:OO P.M. on January 17,2008. with delivery at 
Columbia Gulf Mainline. decid s accepted based 
on qualitative factors. The price would be the average of the NYMEX closing price from 
February 1,2008 through March 27,2008 plus 
Columbia Gulf Mainline. The final price was 

Winter 2009-2010 Fixed Price with - - March 19,2008 

Minimum hedging requirements had already been met through October 2009. In order to 

dth/day delivered to 
Attachment C). 

requesting a fixed price bid at 11:OO A.M. on March 19,2008. -per dth 
Onshore or $1111 Mainline equivalent. dth Onshore or $- 
Mainline equivalent. bid $I per dt bid was accepted. 

The ETA storage report released on March 13,2008 indicated that as of March 7, 
2008, total U.S. amount ofgas in storage was 1,398 bcf(39% full), which was 151 bcf 
lower than the previous year and 57 bcf higher than the five-year average. DE- 
Kentucky’s storage with Columbia Gas was approximately w h  full). 

The table below compares the futures price data for March 19th with the most 
recently available forecasts from CERA and EIA and the locked in price that DE- 
Kentucky agreed to pay = 

7 
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Hedged IFERC Cost 
Total Receipt Price FOMI liicreasei 

Fixed 
Price 

Effect of Hedging Program on Gas Costs 

The effect of the hedging activity on gas cost can be determined by comparing the 
price paid for any hedged gas with the published Inside FERC First of Month Index 
(FOMI) for the delivery point where physical delivery ofthe hedged gas was received 
(Columbia Gulf Onshore, Columbia Gulf Mainline or Texas Gas Zone SL). Inside FERC 
did not publish a FOMI for Columbia Gulf Mainline until August 2007. Prior to that 
time, DE-Kentucky estimated a Columbia Gulf Mainline price based on the Onshore 
price plus transportation. The hedged price includes the basis from Henry IHub to the 
point of delivery. This analysis shows that for the 12 months ended March 3 1,2008 gas 
costs w&e about $ 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 2007 

/Mnv I 
Fixed CGT - ~ $7.44 - 
Fixed (Cost Avg.) = CGT , $7.44 

Fixed CGT $7.44 
Fixed CGT $7.44 

June = /Fixed 
/Fixed 

8 
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Hedged IFERC cost  
Total Receipt Price FOMI Increase/ 

/Fixed 
/Fixed (Cost Avg.) 

$6.01 1 I 

Winter Season 2007-08 

J Hedged IFERC Cost 
Total Receipt Price FOMl Increase/ 

Dthlday Dth Point $/dth (Savings) 

Dccembei 

$7 16 1 
I 1 $7.16 1 
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Due to the mechanics of the Gas Cost Adjustment (GCA) Clause, the effect ofthe 
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 
Ad,justment (AA) component of each GCA also includes (lie 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 

IO 
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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 
talten place. This effect may differ from the ultimate impact on the GCA once actual 
costs are lcnown 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 31,2008. The prior year’s hedging program continues 
to affect the AA portion of the GCA through August 3 1,2007. Likewise, gas costs 
during the 12 months ended March 3 1,2008 will continue to affect the AA portion of the 
GCA through August 31,2008. A negative sign means that the rate was decreased due to 
the hedging prograni, and a positive indicates that the rate was increased. Rates are in 
dollars per mcf. 

*Includes impact on AA from previous year’s hedging activity 

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 Mcf used in the calculation of the EGC as part ofthe GCA filing effective 
March I ,  2008. Based on this calculation, GCA customers will pay approximately - than they would have paid absent the hedging program for natural gas 
purchased between April 1,2007 and March 31,2008, as shown below: - 
Effect of Hedging Program on Volatility 

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 program reduced the standard deviation of the 
average commodity cost of gas by - over the 12 months ended March 3 1, 2008. 
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F 

Mar-08 

Actual Average Commodity Cost of 
Gas (Includes Hedging) 

Estimated Average Commodity Cost of 
Gas Without Hedging 

Coinmoditv I 1 wet.  I Costi 1 Coinmoditv 1 I wet. 

Weather Analysis 

The table below lists heating degree days for November 2007 through March 
2008 compared to normal. 

1 Nov 1 Dec 1 Jan I Feb 1 Mar 1 Total 
Normal Heating Degree Days* 1 621 j j  907 \ 1,069 1 881 \ 662 1 4,140 
2007/2008 
Heating Degree Days 1 629 1 881 1 1,081 1 942 I 731 1 4,264 
Y~Colder (Warmer) than Normal I 1% I (3%) I 1% I 7% 1 10% I 3% 
* Based on 10-year average 1990-1999. 

Summary 

With few exceptions, spot prices during the 12 months ended March 2008 were 
lower than the various fixed prices that DE-Kentucky had locked in though its hedging 
strategy. This was mostly due to instability in the world markets, higher oil prices, and a 
cold winter keeping prices up in the futures market. 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 30%. While no purchasing strategy or plan could guarantee 
savings every month, especially when weather, national storage levels, drilling activity 
and the economy are constantly applying pressure to natural gas prices, the hedging plan 
did achieve its stated goal of reducing volatility and insulating GCA customers from 
extreme price increases. 

- 12-  
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ATTACHMENT A 

NATUJXAL GAS HEDGING COMMITTEE 

MEETING INFORMATION PACKETS 

APRIL 1,2007 - MARCH 31,2008 
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Weather 

Long T e n  Weather Forecast 

Mid Term Weather (3060 days) 

6.10 day forecast 

Tropical Storm Activity 

Storage Inventory - 

Comments Price 
Pressure Term 

NOAA: Warmer than normal June-August in Southern half of the t LOW "S,  

+-+ Long Small packets of above normal temperatures in May and June. 

Short Above Normal temps. but not hot enough to create demand for 1 

5 Short hurricane season. 

eiearic genecation. 

CSU (Di. Gray) and AceuWeather bolh predicting an active 

snap was a game-changing event for the natural gas CambOdge Energy Research Associates 
winter 2007/08: $7.712 
summer 2008: $7.344 

~~ 

Government Agencies 

Energy intonation Administration 
winw 2007/0a: 68.439 

Toncems about extreme weather conditions and rising prices in 
Long the oil marketwill keep upward pressure On th@ Henry Hub Spot a 

Summer 2008: 57.03 piice..: 

Panbas r 

Demand 

I  omor or row. we Should see the market hold the $7.50 support and 
a bounce back up tot eh $7.75 level ..: 

CERA: ... slower economic growth in 2007 and a return to noma1 
Long weather this summer support expected year-aver-year declines in 

indus(ria1 and power generation gas demand...' 
+ 

conoca Morntng Bnefing r- 

Oil Market 

Short we continue to see pressure from non-fundamental sources I + /  I keeping prices elevated." 

EIA: "As a resun of tight Oil markets and continued international 
Long uncertainly, the price of We$ Texas Intermediate (WTI) crude oil 

is expected to average over $65 per barrel this summer ..." 
f 

SUPPlY I Gas Daiiy: 
lolh: Lower Canadian imports to outpace LNG 

nnrii 17lh: Oflicials s l m s  need for 'unconventionas 08s I 
~ .... ~ 

AIIeodces 
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Month Dthlday Dthlmo 

Nov-07 
Dec-07 
Jan-08 
Feb-08 
Mar-08 

Winter 07/08 

ergy Kentucky 
ing Program 
?nt Position 

Hedged to Date ___ Nf 
Total Re( 

Dthlday Dthlmo dtt 

:xt Target (3 
2uired AI 
,/day di 

411 7/2007 

/31107) 
lowed 
:h/day 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

..._... May 

?us.. 
-. SeP . . . . . 

Jun 
Jut 
. . . . . . . 
......~ 

Oct 
Nov 
Dec 
Jan 
Feb 
Mar 

. . . - ~. . 

. . . . . . . 

...... 

. . . . . . . 

...... ” 
A!?!.. 

Historic Prices: 
NYMEX Closing Price 

$5.65 $7.20 
$5.62 $5.93 
$5.51 $5.89 
$5.68 $7.04 
$6.19 $6.82 
$6.39 $4.20 
$7.44 $7.15 
$7.29 $8.32 
$6.92 $5.84 
$6.61 $6.92 
$7.05 $7.55 
$6.53 I $7.56 11 

CERA 
!O-Mar-07 

$7.580 
$7.740 
$8.040 
$8.080 
$7.480 
$7.370 
$7.800 
$8.110 
$7.690 
$7.520 
$7.440 
$7.920 

Month Avg $6.41 $6.70 
Summer Average 
Winter Average 

EIA 
10-Apr-07 

$7.131 
$7.226 
$7.290 
$7.385 
$7.464 
$7.614 
$8.317 
$8.558 
$8.769 
$8.714 
$7.840 

NYMEX 
17-Apr-07 

$7.530 
$7.669 
$7.838 
$7.956 
$8.000 
$8.098 
$8.763 
$9.398 
$9.723 
$9.713 
$9.473 

$7.277 $8.118 
Month Avg $6.41 $6.70 $7.731 $7.799 $8.523 

Summer Average $7.744 $7.341 $7.887. 
Winter Average $7.712 $8.439 $9.414 

$1 1 .oo 

$10.00 

$9.00 

$8.00 

$7.00 

$6.00 

$5.00 

$4.00 

$3.00 
May Jun Jui Aug Sep Oct Nov Dec Jan Feb Mar Apr 

_ . I _ . ~ -  __ __ 
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No changes are made to the month of May. A continued threat for 
cooling at times through the Noitheast Coastal areas continues into 
the month of May and could linger into June as well (see image to 
the right). There appeared no reason to adjust the forecast 
composite based on the latest ENSO analogs from yesterday. Also, 
other key analog years still favor seasonal to cool temperatures on 
the West Coast. 

I 
I 

June is introduced slightly warmer for the Northern Plains and the 
Pacific Northwest versus what was seen on the Seasonal Weather 
Seminars seen during the last month. ENSO analogs have trendec 
warmer for these areas (especially in the Central U.S.) Dryness 
concerns are also showing up over the Southeast, though some of 
this could be resolved in the coming week. Backdoor cooling coulc 
continue to threaten the New England Coast. 

May PiVCDW Forecasts 

Coming Next Week .... 

1 1  'National Population-Weighted CDDs 

www.nidarederal.com/wx/energywx! (copyright 2007) 
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odav's Forecast 
Few Storms Remain Persistent During Period 

t om systems are still being depicted in the models during 
le forecast period. One system should continue to 
welop in the Northern Plains on Day 6 and advance into 
astern Canada by Day 7, stretching precipitation into 
lese regions while warmth moves into the Midwest and 
ast. Another storm in the Southern Plains is expected to 
ather some steam near Day 8 as a trough digs into the 
ockies. This could help create a similar situation to the 
#reat Lakes system where warmth is promoted ahead of 
le storm while cool air filters in behind the system. 

FORECAST VALID: Monday, 4/23 

FORECAST VALID: Wednesday, 4/25 

MDA EarthSat Energy Wealher 60 I I Executive Blvd.,Suite 400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-830 I 
www.indafederal.coiniLux!enei-gywx/ (copyright 2007) 



GAS DAILY 

Most Northeast pricing points tacked on between a nickel and niore than 15 
.mits despite generally tepid market interest. While temperatures in the New 'fork 
area are expected to dri f t  to the low to mid-60s today, several traders said that 
demand and utility loads seemed to creep iip, which was l ikely attributable to 
end-of-month balancing. 

Transcontinental Gas Pipe Line zoiie &New York and lion-New York climbed 
15 cents and a diine, respectively, and Appalachian prices followed a similar trend 
upward. 

Along the Gulf Coast, Hcriry Hub averaged about flat to i t s  previous midpoint, 
whi le Transco's zone 3 and 'Tennessee Gas Pipeline's 500 leg tacked o n  a few cents. 

Tallahassee-area temperatures in t h e  mid-X0s were not enough to give Florida 
markets the boost that several traders anticipated, and prices at Florida Gas 
Transmission's zone 3 came in about a nickel under Monday. Rut some utility 
demand and interest in end-OS-montli balancing was enough to support Florida 
Gas' zone 2, which stayed close to Monday's average in the upper $7.105. 

to remain through the end OS t h e  week. 
In Texas, demand continued to fall off as seasonal temperatures were expected 

- Market Staff Reports 

Solengo staffed by ex-Amaranth traders . . . fiomfmge 1 

Power Relative value portfolio, according to the p i tch to prospective. investors. 

based Amaranth hut makes 110 inel i t ion of the disastrous Sail Aniaranlh had, 
when the $2-plus spread betwecri t h e  April and May futures contract collapsed 
w i th in  days last September, taking Amarantb, previously a $9.5 bi l l ion "multi- 
strategy" fund, with i t  and surprising Some investors who werc uiiawarc so much 
of the h i n d  was invested in gas futures (GI> 9/20), 

Solengo, naqied after an Italian wine. wil l  use t h e  Standard Forllolio Analysis 
of Risk mathematical rnodcl  dcvcloped by  the Chicago Mercantile Exchange to 
evaluate the risks of its funds ill addition to "a state-of-the art trade capture and 
reporting system" designed by Solengo to r u n  its trading. 

Running Solengo" risk niariagcniciit i s  Soriner i \marantli Senior (2uanlitative 
Architect for Risk Management, Karl Koster, whom the offering notes i s  recog- 
nized for h i s  success in building a high-quality risk management platform in a 
short t ime span. 

The letter notes that Hunter was t h e  co-head o i  enerby tradiiig at Greenwich- 

Both Koster and I luntcr  arp degreeti mathematicians. 
According t o  t h e  prospectus, Amaranth plans to eventually trade a l l  the com- 

modities listed in the Goldman Sachs Commodities index. ( 
renamed the Standard h Soor's GSCI Commodity Index alter Shl' bought GSCl 
on k b r u a r y  6. Ski', l ike Slatts: is a division o i  'The McGraw-l~l i l l  Companies.) 

inimediately if iund managers exceed a 10% margin requirement, t h e  prospectus 
said. 

Solengo will take ii hedge Fund's clJStolllary cut of 2'149 of t h e  fund's vaiue per 
yeax arid 20'%r OS a l l  profits i t  cartis iroln trading but will only  pay out  10% of t h a t  

month ly  t o  traders. 'Ihe rest will be iiaid a t  the end of the liroi's fiscal year, defer- 
r ing compcnsation for fund nianagers to hettcr aiign their intcrcsts with investors 
the oifering said, ibccauic "dcfcrred coiiipcilsation that tlir f)ortii.ilio rnariagcr 
accrues call h e  invc$tcd ill a n y  furid n, i thin Solengo," the i i j l ic i tat ion said. 

allegedly lost hetween $ 5 0 0  sniilliorl and $700 Imiilioii. 1.k was  it111 up  over $1 bil- 
l ion Sor the year, soiirccs said at thc time. 

Hrmter then restrucrurtd his posi t im and was recmqing iosses until the mar- 
i e t  turned ori him again ;!her niid.September 2006. ' T l i i b  l ime. t h e  losses, mixed 
. v i l l i  the cost of meeting thr margin a i l s  of :Amararitli's prirrit* hroker, Jl' Morpn,  

Investors have to coniniit their lunds for two years but can pu l l  their cash out 

At Arnaraiith, i lur i tcr  tmik h i s  first big h i t  at ltif end of M a y  2006, w h e n  h e  

broke the Iicdge fimd. 1111 
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QccuWeather predicts hurricane risk 
'much higher' th is  year than in 2005 

A forecaster who correctly predicted iast year's miid 
iurricane season in the Gulf of Mexico says tropical 
3ctivity will be ''much higher" this year. with solne 
ntense storms expected. 

"Last year was just a breather,'' said Joe Bastardi. 
:hief forecaster at AccuWealher.com's hurricane center. 
ihis year, "the Gulf and Florida face a renewed threat, 
md we wili see inore powerful storms across the board. 
Ne will not get anywhere near the amount of storms that 
Ne did in 2005, but it is the intensity of the storlns we 
do get that will be of major concern." 

peratures and the overail trend of more extreme weather 
across the US will be a leading factor in the upcoming sea- 
son. which extends froin June l through November 30. 

Specifically. the recent hot, dry sutnmers in the West 
and Piains regions are a precursor to increased Atlantic 
Basin hurricane intensity, one of the patterns Bastardi 
said he identified in his comparative research of previous 
seasons. 

"We are iiving in a time of climatic hardship," Bastardi 
said. "We're in a cycle where weather extremes are more 
the nom1 and not the exception. One of the ways this map 
ifests itself is in tile intensity of hurricanes and tropical 
storms. Last year was just a breather, because the overall 
pattern shows no sign of reversing in the near lerm." 

"We'll see storms on the prow in the Gulf again,' the 
forecaster continued. "The entire region - inciuding New 
Orieans and other areas that are still rebuilding after 
Katrina - is susceptible to landfalling storms. Of con- 
cem to consumers everywhere is that there is so much 
oii and natural gas drilling and refining occurring in the 
Guif. This year's stronger storms are iikeiy to cause the 
kind of disruption that wiil be felt in waliets and pocket. 
books." 

Last year. whiie many forecasters predicted another 
aboveaverage year far Gulf hurricane activity. Bastardi 
said he predicted that the East Coast was far more iikeiy 
to see iandfaiiing storms. 

Most of the 10 named storins last year did track far- 
thet east than expected despite a majority of forecasts 
that called for another active year in the Guif. following 
the especially destructive 2005 season (GD 10/41. Many 
ineteorologists biamed the mild season on the early 
appearance of an El Nifio weather phenomenon. which 
they said typicaliy dampens hurricane activity. 

i-ikewise, this year some forecasters, inciuding the 
National Oceanic and Atmospheric Administration. are 
looking at the development of a La Niiia as one reason 
why activity this year might be greater (GD 5'/l.j. La Niiia 
is marked lby a cooling of sea suitace temperatures in 
the equatoiiai Pacific Ocean, while an El Niilo is signaled 
by waiiner Pacific waters. 

But Bastardi and anolher AccuWeatliec forecaster 
said the El Niilo/La Niiia trends have been "given too 
iniiclt emphasis wiien these events are weai<." 

"Last year's season wasn't truncated because of an 
El Niilo," said Ken Reeves, tiirector of forecast operations 
at AccvWeather. "Afler all, there was a much stronger Ei 
Niiio in effect iii 2004. and that was a significantly more 
active hurricane season than isst year Siiniiorly. a La 
Niiia won't be tlie main (lriiwr of liiis year's ihuiricdne 
season." Reeves blamed the inildei 2006 season 
instead on driarthaii-normai air and higher-than-normai 
lcveis of dust it1 lhe atmosphere over tlie ntiantic. 

AccuWeathei said it would reloase 11s detailed fore- 
cast in eaiiv Muv SGS 

Bastardi said the pattern of Atlantic Ocean water tem- 
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anthony.carroll@americas. bnpparibas.com 
Tuesday, April 03, 2007 10:43 AM 
anthony.carroll@americas.bnpparibas.com 
Hurricane Forecast Story 

10:37 03Apr2007 RTRS-UPDATE 2-Forecasters predict 9 Atlantic hurricanes this year 

(adds quotes, background, detail, byline) 
By Jim Loney 
MIAMI, April 3 (Reuters) - The 2007 At1anti.c hurricane season will be far more active 

than usual with 17 tropical. storms, of which nine will grow into hurricanes, a noted U.S. 
forecasting team founded by Wil-liam Gray said on Tuesday. 

If the prediction proves true, the June 1-Nov. 30 hurricane season could mark a return 
to the destructive seasons of 2004, when four strong hurricanes hit Florida, and 2005, the 
year of Katrina, after a mild 2006 season when on1.y 10 storms formed. 

The 2004 and 2005 seasons rattled oil and insurance markets as hurri.canes rampaged 
through the oil and gas fields of the Gulf of Mexico. 
Hurricane Katrina was the costliest storm in U . S .  history with more than $80 bill.ion in 
damage in New Orleans and along the Gulf Coast. 

The 2005 season was a record-breaker with 28 storms and 15 hurricanes. 
In its updated outlook for the 2007  season, the Colorado State University team led by 

hurricane forecast pioneer Gray and Philip Klotzbach raised the number of expected storms 
and hurricanes from the 14 and seven, respect.ivel.y, that it had predicted in December. 

The forecasters said the disappearance of the El Nino warm-water phenomenon in the 
eastern Pacifi.c, which dampened Atlantic hurricane activity last year, and warm Atlantic 
sea surface temperatures lay behind their upgraded forecast. 

"We've seen El Nino conditions dissj.pate quite rapidly late this winter so we do not 
think that's going to be an inhib.it.j.ng factor this year," 
:lotzbach said in .a statement. "Al.so, we have warm At1.anti.c sea surface temperatures t.his 
year which we've seen just about ever?, year since 1995." 

The CSU team predicJed that five of the hurricanes will be the mostdestructive 

L a s t  season produced 10 tropical storms, of which five became hurri.canes and two 

-_-....- 
variTty of Category 3 or higher, w i t h  sustained winds above 110 mph (1.77 k p m .  

turned into intense hurricanes. The long-term averages are for just under 10 storms and 
six hurricanes per season. 

All the leading forecasters, inc1.udj.ng Gray's group, erroneous1.y predicted a b u s y  
season in 2006. The AoriL 2006 forecast issued bv Colorado State Universitv was identical 
to Tuesday's forecast' for 17 storms ar ig  nine hur;icanes in the looming Z L 0 b  AaL. 

Gray's 2007 forecast called for a 74 percent probability of a major hurricane hitting 
the U.S. coast, compared to an average of 52 percent over the last century. 

activity that began around 1995 and could last 25 to 40 years. 
Some researchers a1.so have drawn a link between global warming and increasingly intense 
hurricanes, which draw energy from warm sea water. 

17 tropical storms, of which nine will strengthen into hurricanes, while private 
forecaster AccuWeather predicted a b i i s y  .season hut gave no numbers. It said the Gulf Coast 
and the U.S. Northeast were at r i . s k .  

michael.christie.reuters.com@reuters.ne~; +I 305 810 2688; E-mail: 
miami.newsroom@reuters.com)) Keywords: WEATHER STORMS/ 

For Related News, Double Click on one of these codes: 

Forecasters s a y  the Atlantic basin 1.s in a long-term cycle of increased hurricane 

London-based forecaster Tropical Storm Risk on March 2i also predicted there would be 

((Reporting by J i m  Loney, editj.ng by x x x ;  Reuters Messaging: 

[ G I  IC] [D] [ E ]  [MI [ O ]  [ T I  [U] [MTL! [GRO] [SOF] [ O I L ]  [MNI] [NAT] [ELN] [NAW] [PSC] 
i R N P 1  iPGE1 iUS1 iSUG1 iORJ1 (NEWS1 IGIIA1 fSHP1 i L I V 1  f B i O F 1  (PROD1 iNGS1 (INS1 IMOGl . .  
iJETj iENRj iWEA1 '[LEN] ' IRTRSj Tuesday, '03 Apiii 2067'10:37:12RTRS inN032405691 '(ENIENDS 

i'his messaqe and any attachments ( t h e  "messaqe") i.s intended so1el.y for the addressees and 
is confidential. 
If you receive t,his message in error, please delete 1.t and immediately notify the sender 

http://bnpparibas.com
mailto:anthony.carroll@americas.bnpparibas.com
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Wednesday, April 4,2007 

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

?:??. 7.49-7.FO !:527.5? .. . 331 .. , !3 . ,  
7.565 7.487.64 7.537.61 346 54 

While nieteorologists at  Colorado Slate University 011 'Tuesday called ColuinDia Gull. rnaiiillno 7.620 7.54.7.60 7.507.66 265 52 

for a "very active" Atlantic Hasin hurricane season, offshore gas and oil ?"'!?a Ga?!20"?1. , . . 8, . .7.43/+!. ... I? .? 
producers say they've been working hard to prepare ior whatever p$da Gag, io?: 2 , , , , 4 .. .,. 7:57:7:p. . . . .sq. .3. .  

fl"!la,aGas, ?""e 3 5 ?:66:?.!? .,., .,.121 . .A?. 

y;,!,,rsser,, renncssee: ~ a . .  Lil,, qoo m o ~ ~ c p  ,se, 

mnry  H U U  5 7.53.7.62 , 1460 169 

spokeswoman for the National Ocean Industries Association. 'The fact sou'ne'? Natuiai,i.n. 7.590 7.48-7.62 7.56.7.62 339 41 

Mother Nature throws theii way. 

"We try to be ready for the worst at all times," said l<im Harb, a NGPL. La. 4 7.14-7.14 i o  i 

that expectations of an active season were overemphasized last year and .7:??o . ,7.45.7.6? .,7:5 

then it wasn't too had was actually good for the industry. We still had a T ~ ~ . ~  ~ ~ ~ f ~ , , , ,  w~,, 
lot to do after Katrina and Rita hit in 2005." Texas Ea51ein. EL8 

. .  . .  
~mvrirwcd oin p z , ~ ~  4, Tez:15 Gas. zone Si. 7.550 7.50.7.58 7.537.57 1" , 2 8  

T<!."*?" 7 
IYIGUST - vv,,,JmtX!L J242.2332 ., 1.53-7.58 76 19 

last year - Ihas paid all the royalties it owes, notwitii- 
i standing tile jury's finding that company committed fraud 

i i i  1996 by seiiing oil iiam the Gulf of Mexico at below. 
market prices to a marketing aieliate in exchange the i affiliate's tacit agreement to pay more for oil and gas Pro- 

CSU predicts active hurricane season . . . f iompw I 

"It niay be that some of the lessons learned that were not tested ids1 ycar will 
finallv be "ut to the test this summer," said h4mk Stultz, a spokesman for the , .  
Natural Gas Supply Association, "We know llow important it is to keep the energy 
flowring as much as possible. The iudustry has committees and panels tlrat meet 
throughout the year to  examinc protocols as well as engineering standards that 

duced onshore i t  lower royalty rates. 

Denver, toid Plans Tuesday Uiat he  "respcctiully dis- 
agrees with iUrv'S verdict in this Case" and that his client 

Anadarko's iawyer in the case, Scon Barker a i  

could be brought to bear t.o irnprove technokqg and processes" in the event of 
hurricanes or other natural disasters. I 

?'he CSU forecast team, led by William Gray and Philip I< lo t z ,bach , l r e$  
that 1 7  named Storms will form this year, with nine beco$&& hurricanes and five 
developing into intense storms of Category 3 01 higher. 

Klotzbacll acXnowledged that CSU's forecasts ioi a dynamic 2006 hurricane 

and MMS b&ew Kerr-McGee to be iuliy paid up. "MMS 
scrutinized the books and concluded that Kerr-McGee 
Ihad paid the due." lie said. 

Maxwell charged that irom January 1999 through July 
2o03, KerrMcGee 
value of production from the ieases and said the compa- 

underreported royaity 
_I_ 

------.- I 

season were off the mark thanks t o  the unexpected development of art 11 Niiio 
system that dampened Storni activity. Hut he said the El Niiio dissipated "quite 
rapidly late this winter, so we do not think that's going to he a n  inhibiting factor 
this year." 

hlso, "we have warm Atlantic sea surlace temperatures this year, which we've 
seen just about every year since 1995," Klotzbach said. 

The latest. forecast also cited the appearance of neutrai or weak El Niiia condi- 
tions, typified by low Pacific Ocean temperatures, which the CSU Leani called "a 
recipe for greatly enhanced Atlantic Hashi hurricane activity." 

November 30 will be 185% of noumal. 'That compares wlth 275% in 2005. wThen 
the Gulf of Mexico producing region was hammrued by Huiiicancs l<atrina and 
Kita. 

Gray and Klotzhach said there is a 49% chance of a tiiajor Iiunicane making 
landfall somewi~ere on the Gul i  Coast between i:loiida a n d  'iexiis, while ihe long- 
term average is 300/, They cited a slightly highex chance that a inajol hUiriCdIle 

will strike the East Coast and a 74% chance that at least one major huiricane will 
make laridfall somewhere along the US coastline this year. 

sons of 2004 and 2005, when Florida and the Gulf Coast suffered damage from 
four landfalling hurriratles each year. "The aciivily 01 these two years was unusu- 
ai, but within the natural bounds of hurricane variation," Gray said. Following 
those very active seasons, 2006 had slightly below-normal s1orm activity with no 

They predicted that s t o m  activity during the season that r u m  froin lune 1 to 

'The. CSU team cautioned against "reading too much" into the hurricane sea- 

a firm called Texon to Sell 

In his complaint, Maxweii said he was "dissuaded" 
i by iiis superiors at MMS froin pursuing any action 1 against the company. BH 

4 ~ Ciiiryright 0 2(107The McGraw.tlil1 Companies 
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BNP Paribas Natural Gas Market Watch 1 16 April 2007 

Commentary 

The natural gas market continued the profit taking sell-off today despite the nor'easter 
that dumped more than 9 of rain in New York's Central Park. We opened lower and 
traded in the low $7.70'~ for the first 45 minutes while the market decided what to do. 
Then, in a matter of less than an hour, the market dropped to a low of 7.495 and 
rebounded slightly above 7.50 and traded right there for the rest of the day. The front 
month spreads were mostly unaffected by the move and there was some significant 
paper buying in June '07. Tomorrow, we should see the market hold the $7.50 support 
and a bounce back up to the $7.75 level if the Far East does not push us down through 
the support overnight. 

hsiGK7 10: 7.7251H 7.740 /1:7.495 IC: 7.507/11: .0.294/ 
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Although the information in lhis report has been obtained from sources which BNP Paribas believes Io 
be reliable. we do not represent or warrant its accuracy, and Such information may be incomplcle or 
condensed. All eslimates and opinions included in this repori Constitule our judgemenl as of the date of 
Ihe report and may be subject Io change without notice. BNP Paribas or ils amliates may, from time to 
lime. have a position or make a market iii the financial products mentioned in lhis report or in derivative 
instruments based thereon. BNP Paribas shall not be responsible for the consequences of reliance 
upon any opinion or Statement contained herein or for any omission or error of fact. This repor! is 
confidential and is being submitled to selected recipients only. This report may not be reproduced (in 
whole or in par!) to any other person without the prior wrillen permission of BNP Paiibas. Copyrighl 
BNP Paribas (2006). All rights resewed. 

2 1 Commodity Futures 
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Natural Gas, Gas Liquids and Daily Market 
Power Market ~- Update Indicator "sa" 

~~~~~~~h lips =z- I_-_.--_.. ~ I__.̂" .._.̂ _II ," 

Jim Duncan, Market Analyst 

Email: lames.W.Duncan@conocophillips.com 
(281) 293-1649 

as weather continues to move to the  Bearish 

holding in a hover by the end of trading. The front month settled at $7.53, down 27.1$ and just above 
the day's low of $7.50, another key support point; if the contract breaks'down below that in 
Tuesday's session, the next point of support would be $7.42. However, with an abundance of shod 
positions remaining, the market could also face short covering if crude rebounds. May crude oil, 
which is slated to expire at the end of open outcry this Friday, slowed on the milder weather outlook 
and settled at $63.61, down 2$ after trading between $62.58 and $63.90. 

I'm still on the road, but I'm watching this market with marked confusion ... if not amazement. We 
continue to see pressure from non-fundamental sources keeping prices elevated. If we don't go 

.rod@y's $&'4,?t 

Access Trading 41 17/2007 742 AM INatural Gas $7.457 (7.8fj 

mailto:lames.W.Duncan@conocophillips.com
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Natural Gas Murkets 

Prices. Concerns about extreme weather conditions and rising prices in the oil 
market will keep upward pressure on the Henry Hub spot price during much of the 
forecast period. Prices are expected to rise, albeit slowly, over the next several 
months, as crude oil prices rise and electric power demand for natural gas increases 
during the summer cooling season. The trend will accelerate in the third quarter 
during the height of the cooling season and again when spot prices begin their climb 
toward a winter peak. On an annual basis, the Henry Hub spot price is expected to 
average about $7.83 per mcf in 2007, an 89-cent increase from the 2006 average, and 
$8.11 per mcf in 2008. 

Production and Imports. Total US. dry natural gas production is projected to 
increase by 1.4 percent in 2007 and 1.3 percent in 2008. Year-over-year production 
growth in the Gulf of Mexico expected in 2007 is largely attributable to continued 
recovery from the hurricane disruptions of 2005 that carried over into the first half of 
2006. In addition to expanding Gulf of Mexico production, continued high rig 
counts are expected to lead to moderate production increases by onshore facilities in 
the lower 48 States. 

First quarter 2007 imports of liquefied natural gas (LNG) are estimated to have risen 
47 percent above the corresponding period last year. LNG imports in 2007 are 
projected to rise to 750 billion cubic feet (bcf), or about 170 bcf above the 2006 total. 
If LNG demand outside U.S. markets is lower tlian expected this year, it could push 
US.  imports above current projections and dampen domestic natural gas prices. 
LNG imports are expected to remain strong in 2008, surpassing 1 trillion cubic feet. 

Inventories. On March 30,2007, working natural gasin storage stood at 1,569 bcf 
( U S .  Worlcintr Natural Gas in Storape). Stocks are 127 bcf below the level for the 
corresponding week last year, but are 337 bcf above the previous 5-year average 
(2002 - 2006). Though inventories dropped below year-ago levels in February, this 
year's end-of-March storage volume is the second-highest since end-of-March 1991. 
Working natural gas in storage is expected to remain above the previous 5-year 
average throughout 2007 and 2008. 

Consunzption.. A colder-than-normal first quarter has set the stage for an increase in 
total natural gas consumption in 2007, which is projected to rise above 2006 levels by 
about 540 billion cubic feet (bcf), or 2.5 percent ( I ' o t a l  U.S. Ua tu ra l  (:as Consuin1>iion 
-- Growth). The projections for heating and cooling degree days from the National 
Oceanic and Atmospheric Administration over the forecast period imply higher 
residential consumption but lower consumption in the electric power sector in 2007. 

Energy Information AdministrationlShort-Tcrm Energy Outlook - April 2007 8 
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Gas-weighted heating degree-days in 2007 are projected to be 11 percent higher than 
in 2006, and residential natural gas consumption is expected to show growth of 8.4 
percent over last year. However, after a warmer-than-normal summer in 2006 
(cooling degree-days were 19 and 14 percent above normal last July and August, 
respectively), an assumed return to near-normal temperatures during the summer of 
2007 is expected to reduce consumption of natural gas by 1.0 percent in the electric 
power sector. Total natural gas consumption in 2008 is expected to increase by less 
than 2 percent, with growth of 2.3 and 1.6 percent in the residential and electric 
power sectors, respectively. 

Electricity Markets 

Prices. After large increases in residential electricity prices during 2006, prices are 
projected to grow at a slower rate of 3.0 percent during 2007 (U.S. Residentid1 
-tion). Electricity prices are expected to continue to 
grow by 3.1 percent during 2 6 8  as higher fuel costs are passed through to retail 
customers. Some regions with States in the midst of electric power sector 
restructuring, such as New England and the West South Central, could face highly 
volatile prices later this year or next year. 

Consumption. After a relatively mild January, the colder-than-normal February 
caused a spike in residential electricity consumption. However, the growth in first 
quarter residential electricity consumption will be offset by a year-over-year decline 
in consumption this summer because of the return to normal weather, with cooling 
degree days projected to be 10 percent lower than last year. Total retail electricity 
sales is expected to grow 0.8 percent this year and 1.9 percent in 2008 (Total U.S. 
Electrici tV Consuinr7tion Growth). 

Coal Markets 

Consumption. Coal consumption by the electric power sector, which makes up 
about 92 percent of total coal consumption, fell by 3.1 percent in 2006, the first 
decrease in demand since 2001 (U.S. Coal Consunwtion Growth). Electric power 
sector coal consumption is expected to grow by 0.5 percent in 2007 and 2.1 percent in 
2008. 

Supply. U S .  coal production, (US. Coal Production) which increased by 2.6 percent 
in 2006 while total coal consumption declined by 1.0 percent, is expected to fall by 
3.6 percent in 2007 but recover in 2008 (up 1.2 percent). U.S. coal imports, which 
account for about 3 percent of the total coal supply, are expected to grow by 5.9 

Energy Information AdministrationlShort-Term Energy Outlook - April 2007 9 
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at $7.546/MMBtu Monday as a sharp downturn in the 
petroleum complex late in the session offset the influence of  Midpoint AbSoIUte 

near-term weather, sources raid. Rockies cdSh fell another $1 or so on  
continued storage maintenance, while the cold stimulated demand and 
prices in other regions. 

"Even though it's cold, we're not using up ail that much gas," a 
NYMEX trader said, adding that ample levels of storage at the end of 

(contil,,K%i on pa# 2) 

Analysts: Lower Canadian imports to outpace LNG 
The record levels of liauefied natural eas imnorts cxvectcd to reach 

CP?IO..P??"" ??Si?; . . . . . .  7015,. 69"!.0?. . .6 !7 .06  . 815.. ,..I?? ..... 
................................... ..7.205,. ..7:.107:?7 . !:1%??., . . .  ."?.. . .  116.. .. Waha 
....... Tmnsweslem. ...... Peimian Basin 7.055 6.957.10 . ..I, ........ ................ . . .  

East TeXss-North Louisiana Area 

Carliwge Hub 7.050 6.91-7.20 ..................................................................... 

the US this year will not make up for an anticipated drop ill Canadian East.Houston-U&y 

gas imports, analysts with Raymond James and Associates asserted ........................................... 7.370 7253 ..... 7:??Z:??.. 773 .... 88 ..... ston Ship Channel 
7.350 7.267.55 7.28-7.42 793 100 Ka'Y ........................ ................... - . Monday. 

They join several other analysts who have predicted in recent weeks 
that Canadian imports to the US will weaken this summer, due both to 
drilling cutbacks and higher Canadian gas demand (GD 4/S, .?/E). 

will depress US natural gas prices this summer," analysts Marshdll 

Adkins and James Rollyson said. B u t  should Canadian gas imports drop by more 
than 1 Bcf/d in 2007 as the analysts believe, "this huge decline in ilnports should .... ?!%?O&o.,. ........................................................................................ 8.921 8.OG1 8.061 +2.3 100 

more than offset any potential effect that increased 1.NG imports would have on  
doniestic gas supply and prices." 

Bcf/d imported in March 2006 thanks in part to lower weather-linked demand in 
Europe and Asia, as well as to "easy year-over-year comparisons," the analysts 
noted. While such a large increase "is probably not repeatable, w e  do believe LNG 
imports for the summer will be noticeably higher than last year." The analysts 
estimated US LNG imports averaging 2.56 Rcf/d between the end of March and 
the end of October, an  increase of around 800,000 Mcfld over last summer. 

suggested, as the five operating LNC; import terminals are currently operating at 

SouthEorpus Christ1 

..&"!.Du!Le Hub. . ........................... 

. . . . . . . . . . . .  "The reccnt increase in 1.NG has left many people wondering if I.NG 

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

... APi.,?!?rn.. ......... 1,501 . .7.5Ql.. 7.501. 1.1.3. . .LOP. ... 
Cont,act data R,day 
Volume of contraots traded: 83,724 
Front-months Open interest: 
MAY: 114,970; J U N  47,339 ; IUL: 32.362 
Totill en interel: 740,405 

LNG imports in March averaged 2.8 Rcfid, a nearly 155'h jump from the 1.1 

7.80 , . 

7.70 

imports will not likely move much higher than that this summer, the analysts 

70% of capacity, which "is probably'lhe nlaxinlum sustainable level" due to ship- 

4 
, , .  , . . . . . . . . . . .  

ping traffic constraints. in addition, the closure of Dominion's Cove Point, 
Marylsind, terminal in June for maintenance will prevent any additional growth, 
the analysts said. 

in August, "we believc. that LNG imports will start to decline i n  the July time- 
framc," followed by another hit i n  September as European importers begin 
prcparing for their wintcr season. "I3y Octobcr, when both Asia and Europe's 
demand rcturns, LNG imports should fall approximately 1 Dcfld from peak 
import levels" of around 3 Bcfid. 

state of permanent and likely irreversible decline, we hclieve that LNG will 
become an integral part of the US gas market over the next decade," the ana1ysl:s 
maintained. 

Because Asian consuniers typically begin to build their winter storage supplies 

Over the long term, "given o u r  belief that US domestic gas supplies are i n  a 

Copano Energy agrees to pay 
$95 million for Cimarron Gathering 

Copano Energy said it has agreed to buy Cimarron 
Galheiing for $41 miiiion in cash and 554 miilion of 
Class C Units to be issued at closing. 

Gainesviile. Texas-based Cimarron owns stakes in 
about 3,829 miles of pipelines in central and eastern 
Oklahoma and in north Texas, of which about 430 imlles 
are operated for natural gas service, 50 miles for crude 
oil gathering service and about 3,340 are heid for poten- 
tial future development. Copano said. 

Houston-based Copano, a midstream natural gas 
company, [ale Thursday said it expects to close the deal 
in the second quarter, subject to customary closing con- 
ditions. includine antitrust reeulatorv aooroval. 

I I - . , .  
While some have a r p e d  that the US will have to bid moxe for those cargoes 

to compete with Asian and Fmopean demand, "the reality is, many facilities use 
Henry llub for benchmark pricing," meaning that LNG-iniportinl: countries "will $1" soft E*%* West Total ~~~ ~. . ~ ~ ~ . . ~  , ,  

............. wo~kineg?!.. . . . . . . . . .  .66.3? . . . . .  .,.41:20.. . . . . . .  .?OS:.S. . . .  
higher, it would not necessarily increase the level of LNG imports drastically but W??k!YCh?.nS . . . . . . . .  +.6.1.,.. .................................. 1-2.4 4-8.5 
pay Henry Hub pricing plus some assigned premium." As such. "if the US bids 

% t 93*car 26.43% 41.27% 67.7% ~, .................................................... 
may, instead, make LNG more expensive globaily." Worliing Gas 97.2 55.9 153.10 

A more likely scenario for bringing more LNG to the US is to iiicrease liquefac- .M?!.300,2P06 . . . . . . . . . .  

i i i e  information contained in iiiis report is obtained hum s,urces 
considered to be reliable. However: the information contained here 
in cannot be guaranteed with i r ~ p e c f  to its accuracy oi  COmplelF- 
ness. Canadian Eneraala Ltd. assumes in0 reespmSibiii1y for eilhw 
tlle direct or inaiiecl use of the information contained herein. 

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

tion capacity worldwide, thereby increasing LNG supplies, the analysts suggested. 
I n  any event, "as has been the case in the recent past, the US will continue to 
compete with othcr foreign natural gas consuniers for cvcry molecule of gas it 
hopcs to receive." MT 



New Jersey loses round in LNG jurisdictional..fight 
A special master of the US Supreme Coun has issued a ruling in a juris- 

dictinnal dispute between New Jersey and Delaware that puts BP's pro- 
posed Crown Landing liquefied natural gas import terminal in jeopardy. 

ity to block construction 01 an off-loading pier that would serve the 1.2 
Rcf/d Crown Landing facility planned for logan Township, Nerulersey. 

David Wald, director of communications for the New Jersey 
Attorney General's office, said the state was "disappointed in the special 
master's decision" and "we continue to believe that NewJersey has 

I n  his recommendation, Ralph i..ancaster said Delaware has the author- 

frutrfineed uti p q e  5)  

as will unconventional domestic ction -and that should prompt the 
es to handle the additional volumes. industry to build andlor expand 

For instance, he said US storage capacity is expected to grow by 123 Bcf over 
the next two years - nearly as niucli as the last five years - primarily in the 

. .  

Range, Equitable to ramp up Appalachian drilling 
Range Rcsources on Monday said its flrst-quarter production shot up 

19% from a year earlier, to a company record 306,000 Mcf equivalent/d, 
as the Fort Worth-based independent announced plans to increasc its 
gas output In Appalachia. 

CEO John Pinkerton said in a conference call Monday that Range, 
whose production is about 90% gas, has finished divesting its Gulf of 
Mexico producing properties for about $4IMcf of reserves as the firm 
transitions to a purely onshore explorcr. 

"We sold high-cost, mature properties for a good price," he said. 
(contimed on payc 4 )  

' ~1~~~~ 
.................. l_l ..................... ..... 

. .  , ...... 

Officials stress need for 'unconventional' gas 

Range, Equitable team up in Nora Field ... ~ ~ ~ l r l p u S e  I . . . . . .  

"Besides increasing reserves and lengthening the reserve life. we have improved 
our cost structure by reducing unit operating costs." 

minority owners of gas wells i n  the Barnett Shale for $29 million and spending 
$30 million for minority stakes i n  Oklahoma shallow oil play, the CEO said. The 

drilled in the first quarter. 

Range offset the production lost from the divested assets by buying out the 

Barnett Shale property includes the huge 12,000-hlcf equivalentld well that Range 

As traditional North American gas reserves are gradually depleted, 
the industry is increasiiigly turning to unconventional supply sources 
both domestically and abroad to n e e t  growing demand, officials and 
analysts said Monday. 

"The low-hanging fruits have been pretty well picked over," Doug 
Rephlo, Shell Trading's vice president of marketing and structured trans- 
actions. told Interchange Energy's LDC Forum in Atlanta. 

Even deeuuzater drilling in the Gulf of Mexico, orice viewed as a 

..Gas .&pH, . . . . . . . . . . .  

.......... " ............ ..,.I ..... 
The leading source o f  

on the international gas' 
and 11 

. . . . . . . .  

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

.............. s in.~u.stry. . . .  
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NATIONAL AVERAGE PRICE 7.490 

1IQ"S. date: 4/16 
flow date(s1: 4/17 

Midpoint Absolvte Common Votume Deals 

6.865 6.756.92 6.826.91 556 95 ..................................................................................................... 
Waha _OS!.. ... 1:!?3G1 . .  !!??i..10..~. .... ??? .......... lo. 
r a ? s w e 5 ~ e ! ~ ~ ~ ~ ' m ! a n . ~ ~ ~ n . .  .935 ..6:?016:?5 .... 6_926?5_ ..... A8 ..... .?.. 

. Carthago Hub 6.975 6.907.20 6.907.05 67 13 ....................... ............................................................................................. 
.,5896:89. .. .,?1?Q ...... ..E ...... 

Texas E??'?.." ....................... 7.040 6.80720 .. '6:9.?7-14 ... 43 . . . . .  13.. 
Texas Gas. zone P 7.645 7607.71 7.617.67 215 36 .................................................................................................................. 

Emt4lowtonXaty 
HOUSLOI, Ship Channel .......................... .Z.4?0 ....... !:??!?I. . .  2: 

.KEY . . . . . . . . . . . .  _. Z:E? ...... ?:2L7:23 T: 
SouWorpus Christi 

,%!a_q!!cEnu!. ......................... 2:33 ...... 713e7:% ........... !:3?5!!Q~.. . . .  .A31 ......... ..,.L ..... 

Te"ner!?e.fo"eo . . . . . . .  
. NGPL, STX . . . . .  

.... ............................. 
Transco. zone 1 7.095 6.907.20 7.02-7.17 14 7 .......... _ ............................ ~ ................................... .................................. 
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Weather 

Long Term Weather Forecast 

Comments Price Term 
Pressure 

f Long N O M  Warmer than normal Julyseptember in most of the US. 

I Mid Term Weather (30-60 days) I ++ I Long lsmail pcckets of above normal temperatures In June and July. I 

~~~~ 

Tropical Storm Activity 

6-10 day forecast 

t--, Short No current tropical storm activity. 

I Normal temps. but not hot enough to create demand for 
electric generation. 

EIA Weekly Storage Report 4 Storage injections for the week ending May 4 were 96 BCF. 
Both Storage levels are 12% lower than last year at 1.7 TCF. (Sill 20% 

higher than 5 year average) 

Industry Publications 

4 t Gas Daily 

. 
K th man, reathcr prognosticators ea1 ing for an acltve 

nurriane season and a warmer l h m  normal Summer lne 
cercep1,on of m k  con1 nres 10 be reflected ~n me lut~res market. 

Canlbnoge Fnergy RCSearC11 AssoclXes 
WmRr20U7lfJ8 $7 272 
Sumrner20On $7 181 

Long Gas Daily Aprii 24th "Anapts' suppiy. demand ouuwks differ 
S b T J i f  

Paribas I 

c* 
Energy information Administration 
Winfer 2007/08: $8.26 
Summer 2008: $7.07 

Short "...the likely h w d  of a huge rally are increasing with heat demand 
I t l  I and hurricane fears on the horizon." 

Long "Despite the recent surge. prices are expected to dip in May 
before rising over the next several months." 

~~ 

SUPPlY 

Oil Market 

Conoco Morning Briefing I c* I Short 1" ... sidewyJchop between the $8.105and$7 .%ls...' 

t Long "Producers are having an increasigniydificuit time keeping up 
with growing gas demand acrose Nollh Arne rica..." 

lntemational Energy Agency(iEA): lowered iis 2007 oil product 
Long demand forecast slightly by70.00 bpdwhiie warning the global oil 

market is tightening. 
t 

Economy I 
Demand I "...ethanol capacity under construction will increase gas 

consumption by about 170 Bcflyear ..." 

IMeetina Minutes: 10th Floor North Conference Room ~ 200 pm 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

Hedged to Date Next Target (10/31/07) 
Delivery Base Supply Total Required Allowed 
Month Dthlday Dthlmo Dthlday Dthlmo dthlday dthlday 
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colt PIveragmg wit 

4 Month Total Locked in 



COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

Historic Prices: 
NYMEX ( 

$5.62 
$5.51 

Oct $6.39 

. . . . . . . . . 

. . . . . . . . . 
Jan $6.92 

. . . . . . . . . 

ing Price 

$5.93 
$5.89 
$7.04 
$6.82 
$4.20 
$7.15 
$8.32 
$5.84 
$6.92 
$7.55 
$7.56 

CERA 
!O-Apr-O7 

$7.370 
$7.530 
$7.590 
$6.750 
$6.800 
$7.280 
$7.370 
$7.280 
$7.230 
$7.200 
$7.370 

$7.226 $8.050 
$7.290 $8.210 
$7.385 $8.280 
$7.464 $8.350 
$7.614 $8.450 
$8.31 7 $8.988 
$8.558 $9.700 
$8.769 $10.030 
$8.714 $9.953 
$7.840 $9.723 
$7.277 $8.413 . APr . . . . . . . . I w:;; 

.... May ~ .... $7.51 11 $7.340 $7.215 I $8.288 
2 Month Avg $6.48 $6.73 $7.259 $7.806 $8.870 

/Summer Average $7.250 $7.353 $8.292 I 
Winter Average $7.272 $8.439 $9.679 I 

$11.00 

$10.00 

$9.00 

$8.00 

$7.00 

$6.00 

$5.00 

$4.00 

$3.00 
Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May 
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.: "I, ._ , 
-he June outlook is largely unchanged from last week and 
sentially reflects the MDA EarthSat consensus outlook (Gulf 
:oast is cooled just a bit). The thinking continues to be unusual for 
he summer months in recent decades with a cooler leaning toward 
he Southwest and seasonal to warm conditions toward the Midwesl 
tnd East. A similar situation (albeit more extreme) occurred in June 
!005. Otherwise. one has to go back to June 1999 (or June 1998) 
o find something a bit closer to this thinking. 

lune PWCDD* Forecasts 
1OY Normal: 226.6 

June 2007 Fcst: 1 2 3 5 3 0 ~  N onnal: 213.7 
-June 2006: 239.9 

'National Population-Weighted CDDS 

,hag@: * 5  

bove Eastern U.D. 

The current consensus thinking from the MDA EarthSat weather 
3roup is for a seasonal to warmer than normal July period for much 
>f the nation and southern Canada. There is a warmer leaning 
!oward the eastern Midwest and Appalachians. Some weakness on 
the East Coast y l d  be attributed to potential sea breeze fronts at 
times (or backdoor coolings) as a slight offset. In the West, the 
more typical Southwestern ridging is seen returning toward this 
period, but the usual arrival of the monsoon will have to be watched 
ior closely down there too. As of now, July 2007 is not Forecast to 
be as warm overall as the last two years. 

July PWCBD" Forecasts 
1OY Normal: 342.0 
30Y Normal: 327.4 
July 2006: 392.5 

July 2007 FCSt 

'National Populatioc-Weighted C 
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DAY 9 

FORECAST VALID Tuesday, 5/22 

'odav's Forecast 
'ariability To Occur Across Most Regions 
or the start of the forecast period, a broad ridge settles in 
le Interior West, keeping warn? weather in the region and 
xtending it towards the Plains as the ridge progresses 
astward. In the East, however, a cool pattern takes 
hape as a trough slides cool air as far south as Florida. 
:y the middle of the period, warm weather should reach 
tto the Midwest with its continued progression, but a split 
1 the warm regions could occur. This is because a trough 
oming out of central Canada aims to bring a shot of cool 
ir into the Northern Plains later in the period. 

DAY 8 

FORECAST VALID: Monday, 5/21 

I Confidence Level Boxes: l=Low, 5=Moderate, 10=High J 
MDA EarthSat Energy Weather 601 I Executive Blvd.,Suite 400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 

www.rndafederal.codwx/energywx/ (copyright 2007) 
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CERA ADVISORY SERVICE 

North American Natural Gaz 

DATE 
April 20, 2007 

Monthly Briefing 

WEATHER, OR NOT 

KEY IMPLICATIONS 
For the past few months, the North American natural gas market has endured alternating 
weather extremes, but storage inventories remain strong. Nevertheless, with many weather 
prognosticators calling for an active hurricane season and a warmer-than-normal summer, 
the perception of risk continues to be reflected in the futures market. 

0 Warm weather in March allowed North American gas storage inventories to 
finish March 366 billion cubic feet (Bcf) above the five-year average, but 124 
Bcf below the 2006 level. 

Thecurrent monthoutlook reflectsanumberof keychanges, including areduced 
gross domestic product outlook, a revised benchmark for normal weather. and 
a reduction in the outlook for production in the Western Canada Sedimentary 
Basin. 

Assuming normal weather, CERA expects spot prices to average $7.28 per 
million Britishthermal units(MMBtu)at HenryHiibinMayand$722perMMBtu 
for May through October. CERA expects spot prices to average C$6.71 per 
gigajoule ($6.16 per MMBtu) at AECO in May. 

0 

* 

NORTH AMERICAN GAS MARKET 
For the past few months, the North American natural gas market has endured 
alternating weather extremes. In February on a heating degree-day (HDD) basis 
the US Lower 48 was 19.7 percent colder than normal, and Canada was 14.4 
percent colder than normal. The reverse was true in March, when the Lower 48 
was 16.2 percent and Canada 1.2 percent warmer than normal. Thus far in April 
it has been back to much colder-than-normal weather. From a physical perspective 
the industry has the flexibility to manage the weather-driven swings in demand. 
North American storage inventories remained 366 billion cubic feet (Bcf) above 
the five-year average at the end of March. However, the wide variations in weather 
have taken a psychological toll. With many weather prognosticators calling for 
an active hurricane season, the market has focused more on the end-of-March 

Note: All priccs arc in US dollars unlcss otherwise indicated. 

TERMS OF USE. This repon wes prcDaied by Cambtidye Enemy Research &yitiateB. loo. (CERAI. and is wt $0 be redisiribuied or rauEed in any manner wiihaut prior written 
~ ~ n g e n t . w i m  the excepfi~~oldieo~intcrnaldirlribulon asfoliows: CERAirtriveSlo beJUppoNveoldienl internal diL-iributianolCERAConfenf butrequires that CERAconfenfand 
information, indudiog but not limited 10 granhS, Charts. tables. figurcs. and date. w e  not to be disseminated outride Of a Client oiganiiatian ID any third pa*. including jl clieof's 
customers. financial instneiom. cons~llanls. oilhe public. Content distribvtcd within (he Ciisni oryganization must display CERA's leya notices and anributiom of authorship. Some 
information r~ppliW by CERA may be obtained from sovrces (hat CERA belieYFr to be reliable bul We in no way warranted ay CERA as to accursw Or ComDIefeness. Absent a 
specific agreement to t h ~  conlrary, CERA h N  no obligalion to wdaie any content 0, inlormriioo provided lo P clienL 

rims CERA Moniniy Bdefing is part 01 CERA's Relainei Advisory Sewice. For more in!ormation. please call 1 1  517 855 5000 (USA) or r33 (011 62 44 10 10 (Fiance). or @-mail 
infoemra.com. In <he USA: 55 Cambedge Parkway, Cambridge. MA 02142. USA. In Europe: 21 boulevard de la Madeleine. 75038 Pads. Cedex O i .  France. 0 2007, iui tights 
rerervid. Cambridge Energy Rescarcn A;-~ociates. inc. No mnion of mi8 repon may lie reproduced. reused. or olh~iwise distributed in any form unfhout prior written consent. CERA 

A" IHS CDlnDani 

http://infoemra.com
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C E, R A Monthly Briefing APRIL. 20, 2007 1 P&GE 2 

North American storage inventory, which was 124 Bcf below the 2006 level, and is laking little 
comfort from the comparison to the five-year average (see Figure I) .  

This month’s report reflects a number of important changes to the outlook. 

First, projected US gross domestic product (GDP) growth for 2007 was lowered by 0.8 
percent to 2.2 percent, and for 2008 projected US growth was lowered by 0.2 percent to 
2.8 percent. Prqjected growth rates for subsequent years within the five-year horizon used 
for this report were not changed. However, the reduction in 2007 and 2008 GDP growth 
does result in a reduction in demand levels throughout the forecast period. 

Second, as discussed below, the period used to define “normal” weather was rolled forward 
to the 1s-year period ending with and including 2005. This results in a lower demand 
estimate. 

Third, the supply curves used to develop the analysis include some initial revisions to 
reflect the results of Phase I1 of CERA’s Multiclient Study Diminishing Returns: The Cost 
of North American Gas Supply in an Unconventional Era, which yielded higher projected 
future costs than had been reflected in CERA’s previous outlook. Further work will be 
required to fully digest the implications of the Diminishing Returns analysis and harmonize 
those results with the supply outlook. 

Billion 
Cubic 

Feet 

Figure 1 

North America Monthly Gas Storage inventory 

4,000 

3,500 

3,000 

2,500 

2,000 

1,500 

1,000 

500 0 Oct i Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct 

Sourcc: Cambridge Energy Research ASrOCiateS 
‘Data aRer March 2007 am CERA forecasls. 
60802-13-1804 

0 ZWI. Cambridge Energy Research iclsociates. Inc. NO mnbn 01 !hi$ reDon may be reproduced reused. or othCwiSe diriribufed in any lorn w’<houf p”or wrlten conrenl 
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Fourth, this outlook reflects downward revisions to the projected build of coal-fired electric 
generating capacity. The bulk of the reduction lies beyond the 60-month time horizon of 
this report, and it is primarily in the Electric Reliability Council of Texas region, where 
the projected build has been .reduced by 6.6 gigawatts after 2013. 

Lastly, this outlook reflects a reduction in projected wellhead productive capacity in the 
Western Canada Sedimentary Basin (WCSB) following the recent slowdown in drilling 
in the region. 

For April through December, CERA has reduced projected prices at the Henry Hub by $0.47 
per million British thermal units (MMBtu), reflecting the net effect of the changes described 
above (see Table 1).* The price outlook for 2008 has also been slightly reduced. For 2010 
through 2012, however, the outlook has been increased. 

Despite the downward revision for 2007, CERA believes that the balance of risk to CERA'S 
noimal weather outlook lies to the high side. The largest risk to any near-term outlook derives 
from the variation in demand due to weather. Most weather forecasts are currently projecting 
a warmer-than-normal summer and, as previously indicated, an active hurricane season. This 
outlook also projects that storage capacity holders will rebuild North American storage inventories 
to about 4 trillion cubic feet, nearly at par with the 2006 level. These additional injections will 
keep pressure on the iivarket through the summer. 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Year average 

2002 
2.29 
2.27 
3.00 
3.37 
3.51 
3.20 
2.99 
3.08 
3.50 
4.08 
4.06 
4.74 

3.34 

2003 
5.39 
7.00 
6.37 
5.27 
5.77 
5.80 
5.04 
4.96 
4.61 
4.65 
4.45 
6.12 

5.45 

2004 
6.03 
5.41 
5.38 
5.70 
6.28 
6.26 
5.92 
5.43 
4.99 
6.24 
5.88 
6.63 

5.85 

Table 1 

Henry Hub Prices 
(nominal US dollars per MMEU) 

~~~ 

6.17 8.76 6.33 
6.09 7.62 8.06 
6.91 6.88 7.10 
7.19 7.09 7.55 
6.47 6.23 7.28 
7.17 6.26 7.37 
7.57 6.05 7.53 
9.29 7.24 7.59 
12.11 4.95 6.75 
13.36 5.67 6.80 
10.29 7.32 7.28 
12.98 6.83 7.37 

8.80 6.74 7.25 

~ ~ g L ! Q ~  
7.28 7.31 6.63 7.05 
7.23 7.33 6.29 6.92 
7.20 7.22 6.18 6.59 
7.37 6.60 6.20 6.37 
7.34 6.49 6.11 6.15 
7.29 6.57 6.17 6.25 
7.30 6.60 6.21 6.28 
7.05 6.42 6.26 6.32 
6.66 6.15 6.00 6.06 
7.26 6.43 6.83 6.14 
7.43 6.66 7.13 6.40 
7.46 6.65 7.01 6.38 

7.24 6.70 6.42 6.41 

'Unless otherwise indicated. all CERA price and basis outlooks predict the average daily spot 

2012 
6.41 
6.21 
6.30 
6.31 
6.18 
6.25 
6.29 
6.32 
6.21 
6.65 
6.90 
6.75 

6.40 
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BNP Paribas Natural Gas Market Watch I 11 May 2007 

Commentary 

Natural exploded higher on Friday surprising many traders. We settled 7899 up 17.3 
cents. The market sold off early due to softness in the Cash market because of the mild 
temperatures over the weekend. However, the market ran out of momentum at 7650 and 
consolidated prompting new length to enter the market. The market propelled higher 
electing buy stops. Traders who have been baited into selling the bearish fundamentals 
were stopped out. I have been writing we are in a range between 7500-8000 and that is 
evident by today's high and low (7637-7961). The longer the market hovers in this range 
and fails to sustain any sell-offs the likely hood of a huge rally are increasing with heat 
demand and hurricane fears on the horizon. In addition, the entire complex is very 
sensitive to a rally in the gasoline market as driving season approaches. Ironically. I 
think the market opens lower on Monday. 

Although lhe infomallon in this report has been obtained Iron sources which BNP PaIibas believes lo I 
be reliable, we do no1 represent or warranl ils accuracy. and such Inlormalion m3y be inwmplele or 
condensed. All eSIimales and opinions included in !his reporl wnslilule our judgement as of Ute dale of 1 

time. have a posilion or make a markel in lhe financial pralucls mentioned in !his report, or in denvabve 1 
inslwments based thereon. DNP Pmibas shall no1 be responsible for Ihe consequences 01 r e l i a w  
upon any opinion or slalemenl contained herein or lor any omission or error of lac1 This report is 
confidenual and Is being submitted to selwted recipienls only. This repn may not be reprcduced (in 
whole or in part) lo any ofhe person without rhe prior wrinen permission of BNP Paribas. Copyright 0 

the reporl and may be subject lo change wilhout nolice. BNP Paribas or its atWales may. from lime lo 1 ' .\. e* 

I 
BNP Paribas (2006). All rights reserved. I 

2 I Commodity Futures 



Tuesday, April 24,2007 

Analysts' supply, demand outlooks differ sharply 
Two industry analysts on Monday offered starkly different views on 

where gas supply, demand and prices will be this spring and summer. 
Ron Venhardt, vice president of Strategic Energy and Economic 

Research, projected that domestic supply will grow IS%> this year while 
demand increases 0.8%, assuming summer weather that is 5% warmer 
than norma[, under that scenario, he expects Henry Huh pries to aver. 
age $7.33/MMBtu "for the remainder of the non-heating season." 

NAnoNALAmGE ''lCg 
TiaN. date: 4/23 

4/24 n,,wwdate(r,: 

Mldwlnt Abrolute Common volume Nab 

Penxian 
~ . - - ~  El Paw. Permian Basin 

~ . . 
"The projected looser supplyldemand balance is more than offset by 

vs, :3.452 '?VI lasl year. 
lloincst1c growth at I I ~ C  wclliiead wlll I,>@ the Inrgust contributor tu the ov 

increase in supply, I)etlhardl said. He rioted that Gnterprise Product Partners' 

and Rocky Mountains will continue to rise. 

merely offset a 1 Bcf/d drop in Canadian gas imports by mid-year as mo 
Canada's gas production goes to use in Alberta's oil sands projects, Denhardl said. 

Taking a more bullish stance was Raymond James and Associates analyst 
Marshall Adkins, who foresees US gas production dropping 1.5% this year as 
demand increases 1.25%. "While this does not mean that gas is grossly under-sup- 
plied, it does mean that the market is not as over-supplied as current perception 
may indicate," he said. 

Key to Adkins' thesis is the contention that new wells are experiencing 3Wh 
declines in tiieir first year of production. 

"'She bollom line is that we continue to believe that sharply higher first-year 

While liquefied natliral gas imports will atso increase, Denhardt said t 

volume of o ~ m a c t s  hsded: 73,367 
Flont.months open interest 
MAY: 40.022 ; JUN: 87.652 ; Jut: 70.888 
iota1 open interest: 754,466 

7.6 

7.5 . .  - 
production declines and diminishing prql'ect quality will perpetuate. materializ- 
iiig in a I .SKI  decrease in year-over-year core US @s prodirction despite n!rxlestly 
higher drilling capital expenditures," Adkins said. 

On the demand side, Adkins predicts that summer gas usage will he driven by 
price-sensitive industrial buyers and price-insensitive residential usen turning on 
their air conditioners. 

Historically, industrial use tends to grow with the gross domestic product bar- 
ring extreme weather, according to Adkins. 

"In summers where there were either stable or lower gas prices (relative to oil 
products), suinmer gas demand actually increased at a slightly lower pace than 
overall economic activity. Given our view that natural gas prices will remain more 
attractive than oil prices througll the summer, we are modeling a modest 1% 
improvement in year-owr-year US industrial gas consumption this summer," he 
said. 

"Even though last year saw only rzery moderate overall electric demand 
growth, gas-fired demand growth was up a whopping 10% as cheap natural gas 
prices and coal rail problems allowed natural gas-fired generation to capture a 
greater total share of the US generation pie," he added. 

As a result, Raymond James is predicting a season-ending storage Level of 
about 3.1 'Tcf, vs. what Adkins called "overly bearish consensus expectations of 
between 3.4 and 3.5 Tcf. 

next heating season, or "$IO/Mcf gas if our $70 crude forecast is right." 
That would set the stage for a 1-to-7 price ratio with crude oil heading into 

In the event of hurricanes in the Gulf 01 Mexico, both analysts agreed that all 
bets are off. BH 

WSI: May to warmer than normal 
in all regions except Northwest 

May will be warmer than normal in every region 
except the Pacific Northwest. private forwaster WSI 
Corporation said Monday. 

"Ear1)Lseason cooling demand in the Northeast would 
increase eiectficai loads and natural gas demand for power," 
Energy Security Analysis Inc. said in a companion report on 
the market impact of WSl's oUtlook. "Cooler weather across 
much of the northern US would not likely provide much off- 
set to any increased demand in the Nwthwast" 

For June, Andover. Massachusetts.based WSI predict- 
ed that most of the Northeast will experience beiow.nor- 
mal temperatures. as will the Northwest and northemtier 
states, while warmer4han-average weather will continue 
everywhere else. 

But patterns shift again in July, when the Northeast can 
expect aboveaverage readings, WS1 said. Unseasonabiy 
warm weather also Should prevail during July in every region 
except the Southeast. which Can expect cooler.thannormal 
conditions. according to the loreast. 

"AS the summer progresses, we expect the core of 
the heat to move from the Southeast in May/June to the 
Northeast by August," said WSI forecaster Todd Crawford. 
'It currently appears that a new La NiAa event may not 
become fully established until later this year. Similal to 
what occurred in 1995 and 2005." MD 
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Natural Gas, Gas Liquids and Daily Market 
Power Market Update Indicator 

Jim Duncan, Market Analyst 

Email: James.W.Duncan@conocophiIlips.com 
(281) 293-1649 

Monday, May 14,2007 (IDay&~G?fo~ 

June Posts ~~~~~~r U~SUPPO~T€D Day To The Upside 

$7.960 

$7.899 

$7.68 t- $7.655 

hing i t s  own bearish fundamentals, lune natural gas rode up as high as $7.96 Friday, bucking the idea 

out the week on a high note, though st i l l  range-bound with a clear lack of supportive or bullish change on the 
horizon. The front month settled at $7,899, up 17% wt firmly planted in i t s  usual range Without direction or solid 
support, the contract appeared fairly strong for the entire session. Meanwhile, the NVMEX lune crude oil contract 
settled at $62.37, up 564 after trading as low as $61.70. 

.r&ax'(..@K&! 
We've been in this sidewap chop between the $8.10~ and $7505 in that range on the lune contract since February. 
I'm not sure there's much I can say to  make this market do something else We need some big news or weather.. . 
Weather, you my? I'ue told you I think it's going to  be hot and humid in the Northeast Quad this summer. I'm still 
holding to that forecast. Unfortunately. we're in that technical area of exogenesir. That means we're going to see 
sympathetic movement and knee-jerk reactions, which means more chop. If price breaks under $7.40 or over $M4, 
technically, we'd see movement, but that's so wide I could drive Aurtin, Texas through that..metaphorically, that is. 
Look for this market to follow crude oil and some prompt heat in the Northeast Quad higher today. It's short-lived. 

Access Trading 5/14/2007 741 AM INatural Gas $7.990 i; , '' .: 
IIPE Brent 96,s 27n ..~, # '-., > : ,~ 

Weatirer Briefs -Thunderstorms Possible For Upper Midwest 
Today - Wet And Warm Over Most Of South - Cool On 

The EIA reported a 96 Bcf storage build last week, increasing 
the nationwide stocks to 1.747 Tcf. The build was within the 
industry's expectation of 80 to 105 Bcf. In the same week last 
year the stock level was 1.989 Tcf, which sends the year on 

build for the 5yr. average. into 80s to lower 90s are forecast over interior California and the 
Intermountain West. This includes the Sacramento and Salt 
Lake Citv metro-areas. 

ConocoPhiiiips Co. Page 1 5/14/2007 

mailto:James.W.Duncan@conocophiIlips.com
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Inventories). Gasoline inventories are expected to remain below the lower end of 
the normal range throughout the summer, which will keep pressure on gasoline 
prices and likely result in higher margins and retail prices than those seen last 
summer. 

Prices. WTI crude oil spot prices are projected to average $64.27 per barrel in 2007, 
down from $66.02 in 2006 (West Texas Intermediate Crude Oil Prices). In 2008, WTI 
spot prices are projected to decline slightly to an average of $63.83 per barrel. The 
price of WTI is not, at this time, a reliable benchmark for average U.S. and other 
world crude oil prices (for further explanation see EIA's This Week in Petroleum, May 
2,2007). An alternative benchmark, the refiner average crude oil acquisition cost 
(RAC) (the volume-weighted average price of all crude oils processed by U.S. 
refineries) is projected to average $60.18 per barrel in 2007, a decrease of just 5 cents 
from the 2006 average, and $59.30 per barrel in 2008. 

The combined effects of the recent rise in crude oil prices, persistent refinery 
outages, and seasonal demand growth are expected to push monthly regular grade 
motor gasoline prices from $2.24 per gallon in January to $3.01 per gallon in May 
(Gasoline and Crude Oil Prices). ETA expects the gasoline price could then ease 
slightly before returning to the May level in August, as gasoline inventories remain 
low and the hurricane season approaches. As a result, the average price of gasoline 
for the summer driving season (April - September) is projected to be $2.95 per 
gallon, up 11 cents per gallon from last summer's average. 

Natural Gas Markets 

Consumption. Colder weather through the first 4 months of the year compared with 
last year (13 percent more heating degree-days) has prompted a rise in expectations 
for total natural gas consumption in 2007 (Total US. Natural Gas Consumptioil 
Growth). Total consumption was up more than 10 percent in the first quarter of 
2007 compared with the same period last year. In annual terms, natural gas 
consumption is expected to rise by 3.4 percent in 2007 and by 0.9 percent in 2008. 

Production and Imports. Sustained high rig counts and the startup of the 
Independence Hub natural gas system contribute to expected growth in total U.S. 
dry natural gas production. With gains coming primarily in the onshore region of 
the lower-48 States, dry natural gas production increased by 1.3 percent year-over- 
year in the first quarter of 2007. On an annual basis, total dry natural gas production 
is projected to increase by 0.9 percent this year and 1.4 percent next year. Imports of 
liquefied natural gas (LNG) are estimated to have reached 180 billion cubic feet @cf) 
in the first quarter, more than 60 percent above the corresponding period last year. 

Energy Information AdministrationlShoterm Energy Outlook - May 2007 4 
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LNG shipments are projected to remain strong throughout the forecast period, 
reaching 790 bcf in 2007 and more than 1,000 bcf in 2008. Higher U.S. prices relative 
to those in other LNG-consuming countries have spurred the recent surge in LNG 
imports and should continue to drive growth in the near term. 

Inventories. On April 27,2007, working natural gas in storage stood at 1,651 bcf 
(US. Working Natural Gas in Storage). Stocks are 266 bcf above the 5-year average 
(2002 - 2006) although, on a year-over-year basis, natural gas inventories are 245 bcf 
below the level from the corresponding week in 2006. 

Prices. Support from colder-than-normal weather in April (heating-degree-days 
were 14 percent above normal) pushed the average Henry Hub natural gas spot 
price from an average of $7.32 per mcf in March to an April average of $7.83 per mcf. 
Despite the recent surge, prices are expected to dip in May before rising over the 
next several months. The Henry Hub natural gas spot price is expected to average 
$7.84 per mcf in 2007,90 cents above the 2006 average, and $8.16 per mcf in 2008. 

Electricity Markets 

Consumption. Prelimjnary estimates show that February residential electricity 
consumption was nearIy 17 percent higher than in the same month last year due to 
colder temperatures. However, an assumed return to normal summer temperatures 
should keep total US .  electricity consumption growing at a relatively normal rate of 
1.5 percent this year and 1.9 percent in 2008 (Total US. Elechicitv Consunintion 
Growth). 

Prices. Residential electricity prices are expected to increase at a rate of 2.6 percent 
during 2007, a growth rate close to the 2.2 percent average over the last 10 years 
(US. Residential Electricity Prices and Consumption). Those regions with States 
undergoing market restructuring may experience more price volatility. For 
example, residential prices in the East North Central region are projected to rise by 
nearly 6 percent in 2007, compared to the last 10-year average of only 1 percent. 
During 2008, average U.S. residential prices are expected to rise by 2.8 percent. 

Coal Markets 

Consumption. Coal consumption by the electric power sector, which makes up 
about 92 percent of total coal consumption, fell by 1.1 percent in 2006, the first 
decrease in consumption since 2001 (U.S. Coal Consumotion Growth). Projected 
growth in electricity demand should raise electric-power-sector coal consumption 

Energy Information AdministrationlShorTerm EnerQy Outlook - May 2007 5 
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GAS DAILY 1 THURSDAY, APRIL 19.2007 

as Southern California Gas prices remained flat to Tuesday, the trader continued, 
hut shippers holding interruptible transport were likely to lose out. 

"If you're not holding firm, it's worse than feast or famine in the Rockies - 
it's famine or famine," the trader remarked. "Either the spread will he weak and 
won't cover your variable costs, or it'll he giving up so much money that there 
won't be any room left on the pipe. You lose either way." 

strong Rockies market and climbed around a dime, a California trader said. "I 
think Rockies gas is a very significant factor in all of this. It swings from being 
very constrained to very free [-flowing], and I think the Rockies and the 
Southwest vie for similar demand markets." 

and Electric city-gate. 

In the Southwest, prices in the Permian and San Juan basins were boosted by a 

Farther north, Malin, Oregon, shed a couple of cents, as did the Pacific Gas 
-Market Staff Reports 

Analyst: Ethanol growth propping up gas demand 
The growing popularity of ethanol as a gasoline additive is having the unin- 

tended consequence of boosting demand for natural gas, Citigroup analyst Gii 
Yang said in a report Tuesday. 

ing feedstock crops, providing steam to liquefy corn starch and creating heat to 
distill alcohol and to dry leftover grains. Gas also is used indirectly to manufac- 
ture fertilizers used to grow crops - usually corn, Yang explained. 

are being built, according to Yang, who said production of the fuel additive has 
risen hy an average of 23Wyear since 2001. 

He predicted that the ethanol capacity under constmction will increase gas 
t 170 Bcf/year, or a6out 0.8% of total annual US demand. 

Additionally, to keep up with the demand for corn. farmers are expected to 
increase plantings by 15% this year, thereby boosting consumption of nitrogen- 
based fertilizers for which gas is used as a feedstock, according to Yang. 

"With 33 Mcf of natural gas required to produce one short ton of ammonia, 
we believe the domestic ammonia industry is consuming ahout 310 Bcf of natural 
gas annually, or 1.4% of total US gas demand," the report said. 

That's bullish news for the industrial end-use sector, where use of gas has 
declined nearly 3% annually over the past decade, he added. 

Yang said he doesn't expect US ammonia plants that have been shuttered to 
reopen because gas remains cheaper overseas. But the existing domestic plants 
"will likely be under less pressure to close due to margin strength, providing addi- 
tional stability for industrial-based natural gas demand." 

Gas is used in several steps of the ethanol production process, including dry- 

Ethanol production grew more than 25% last year, and another 70-plus plants 

. - 
. . --uc." ~~ II____.,_...__._.I_._ 

SGS 

Northwest, Vector, PG&E top satisfaction survey 
Northwest Pipeline, Vector Pipeline and Pacific Gas &i Electric won high marks 

in Mastio and Company's latest gas pipeline customer satisfaction survey released 
Wednesday. 

Northwest, a 'Williams subsidiary, ranked highest in both the mega-pipeline 
category -defined as being at least 3,500 miles long and delivering at least 1 Tcf 
annually -and the major-pipeline category, which includes systems at least 
3,500 miles long and serving three or more states, the St. Joseph, Missouri-based 
consultant said. 

Others in the mega-pipeline categoiy that received better-than-average satis- 
faction ratings included Dominion 'Pansmission. Natural Gas Pipeline Co. of 
America, Northern Natural Gas, Southern Natural Gas, Texas Gas Transmission, 
and Williams' Transcontinental Gas Pipe i..ine. 

In the major-pipeline category, top performers included Columbia Gulf 

Stock exchange, asset manager 
launch first US gas-based fund 

The American Stock Exchange and Victoria Bay Asset 
Management on Wednesday announced the launch of the 
first natural gas-based exchangetraded fund in the US. 

The fund is a commodity pool that will invest in 
NYMM gas futures contracts as well as other gas.related 
faward, futures and swap Contracts. It will be managed by 
Victoria Bay and listed on AMEX under the symbol 'LING." 

The fund managers will "always have the possibility of 
using other gas derivatives. but they'll be using the near- 
month [futures] contract as much as possible" to make 
up the fund's portfolio, Scott Ebner, Senior vice president 
of AMEX's ETF Marketplace. said in an interview. 

Ebner said authorized purchasers - largely invest. 
ment banks -can create of redeem Shares of the fund 
on a daily basis, creating an "arbitrage disciplinex that 
will help keep thc fund's asset value Close to the price of 
the front-month NYMEX Henry Hub gas contract. 

Posted daily on its web site,  unitedst states natural gas. 
fund.com. LK 

The fund's daily holdings and pending trades will be 

Southeast buyers seek ways 
to reduce gas prices, volatility 

Concerned about high and volatile gas prices, several 
Southeastern utility and industrial buyers on Wednesday 
cited plans to diversify their supply Portfoiios and 
increase their hedging activities. 

"Our two main concerns are pfice and price," 
quipped AI Bean. director of gas management for the 
Southeast Alabama Gas District, at Interchange Energy's 
LDC Forum in Atlanta. 

Bean said local distribution companies are particular. 
ly concerned about how Summer weather and the upcorn. 
Ing hurricane Season will affect gas supply and demand 
in the Southeast. 

John Cavallin, an asset portfolio manager with Scam 
Services. said he has observed more consewation by 
residential and Commercial Customers and more hedging 
by utilities to help mitigate price swings. "That is a pat- 
tern that wili certainly continue:' he predicted. 

Bruce Christmas, vice president of fuels manage- 
ment for Teco Energy, echoed Bean's concerns. saying 
2005's Gulf of Mexico hurricanes "caught a Id of people 
fairly short." A s  a result. he said his company plans to 
diversify its gas supply sources and its storage portfolio. 

Several officials said an expected increase in 
imports of liquefied natural gas should help ease the 
suppiy/demand balance. "We're interested in LNG and 
encouraging it." Christmas said. "It's gat to show up and 
when it does, we'll buy it," 

He and some other buyers expressed concems 
about potential problems with LNG. Such as gas quality 
and interchangeabiiity. But Cavallin assured conference 
attendees that as a user Of gas from the Elba Island, 
Georgia. LNG facility, his company has yet to experience 
an, si@ f cant $S+LES AS .- . . .. .. - ...... . 

Hess LNG CEO worried over US LNG Mure 

Gordon Shearer, CEO of Hess LNG. upbeat on 
Weaver's Cove LNG project but co'ncerned about 
prospec~s US for terinindls in general. 

Download the podcast: ~ . p l d t ~ s . c o m / e l i e r e y ~ a ~ u i i i  

3 1 Copyright 0 2007The McGraw-Hill Companies 

http://fund.com
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Friday, May 11,2007 

Kelliher pressed on market monitoring, LNG safety 
Federal Energy Regulatory Commission Chairman Joseph Kelliher 

faced pointed questions Thursday on market monitoring and liquefied 
natural gas terminal safety as the Senate Energy and Natural Resources 
Committee began considering his nomination for a second term. 

In his prepared statement, Kelliher described L:EI<C's principal mis- 
sions - economic regulation, energy infrastruchxe, safety, reliability 
and enforcement -and pledged that "if confirmed by the Senate to 
another term, these five missions will continue to be [the] focus of my 
chairmanship." 

(contimed on page 5 )  

officials: Industry struggling to meet gas demand 
Producers are having an increasingly difficult time keeping up with 

growing gas demand across North America, industry officials said 
Thursday in Chicago. 

pacing that," William Hussey, senior vice president of origination for 
ConocoPhillips Gas ti Power, told GasMart 2007 attendees. 

Even though US drilling activity is at an all-time high -more than 
30,000 wells are set for completion this year - overall production isn't 
growing because newer wells are less productive and experience rapid 
decline rates. Hussev explained. 

"We are on a treadmill to get supply going, and consumption is out- 

NATlONAl A V W G E  PRICE 7.400 

Tram. date: 5 / l O  
Ftaw datsinl: S/fl 

Mldwlnt Absolute Common Volume DBsIJ 

........................................................ El paso. Permian Basin 
Waha ~ 7.235 6.987.32 7.157.32 472 86 
Twanswestcrn. Permian Baein 7.045 7.W7.06 7.03-7.06 8 3 ........................................................................................................................ 

............. Carrhage Hub 7.390 7.267.44 7.357 20 

............................................ k a s  Gas.rane 1 " ......... ?:?E! ............... 94 ......... 

................................................................................ ................... 
NGPL, Temk zone 7.245 7.18-1.27 7.257.27 1034 

............................................................................................................. Texas E a w n .  m 7.320 7.32-7.32 7.32-7.32 2 ................... 1 

Hou~ton Ship Channel 7.455 7.35-7.55 7.41.7.51 6 1 9 - 6 8  
KatY 7.435 7.34.7.48 7.40-7.47 729 97 
__........_...._____.__I______ 

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

..@~L!~~-H~~ 7.485 7.47-7.50 190 .&7- 
NGPL .................. STX .__. 7.415 7.387.44 7.407.43 118 
reonessee. zone a 7.470 7.32.7.50 7.43-7.50 241 40 

Tmnm. zone I. 

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

......................... Texas Eastern, ,... ......... Slx ..,.. , ............................ 7.430 7.3%2;47 ........ 2:.!?7s ..,,., ,~ .,.. E?!! ....... .?6 . .  
...... .- . L P 7 5  .,.. 2:??254 7:.!%.5? ..?E. ..... E. 

Settlement High Low +/- Volume . -  
And as traditional fields are depleted. forms of gas that are more costly to pro- 

the production pie. "In 2000, 65% came from conventional sources," Nussey said. 
"About 55% will be from unconventional in 2010 or So." 

The Barnett Shale of North Texas is already producing more than 2 Bcf/d, and 
drillers are flocking to the play to tap its potential, Hussey told the conference 
hosted by Intelligence Press. But that trend comes at a substantial price. 

$10/Mcf to develop, making it uneconomical under current market conditions, he 
said. 

North America can expect some relief in the form of liquefied natural gas as 

duce - particularly gas from shale and tight sands - will assl,me a larger share of 

. 

1:or example, the so-called Bend Shale play in West Texas will cost as much as 

the expansion of import and storage allows the Us and Canada 
to accept more LNG, according to Hussey. But he noted that LNG supply growth 
will be partially offset by a drop in gas shipped from Canada as that country 
diverts more of its domestically produced volumes to Alberta's oil sands develop- 
ment. 

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

.... Fcbz.Bs ............... 4!E ..@.794-.".9~ E? __I., 0.6 ...... -. ............... 20 

...% %.?OB ........ 

&@2?@ 

David Slater, managing director of marketing at Nexen Marke:ing USA, echoed 
many of Hussey's concerns, maintaining that "the supply warning lights are flash- 

Coalbed methane production is 6rowing r a p W  in Canada. but not quickly 
ing." 

........ 8168 ...... S.le-I, .... ?A!iL..lOl2 ............... 0 ....... 
enough to are disciplined and they are deploPng their capital" where they can get bet- ............................ ocl2w9 ......................_.................I. 8.314 8.314 8.314 10 up for shortfalls in conventional supplies, Slater said, "Pr&ucers 22CQ ............... 8211 ..... !&?~!,-_&~&~-.-f~~ ................ 9 ... 

No" 2009 8.769 0.770 8. 
9.209 9.220 9.209 0.8 25 ..... ter returns, "and that's not in gas.': 

Ken Snodgrass, senior ~ ~ c e  president of Shell Trading Gas and Power, agreed 
,.l?L?Ol? 9.439 9.450 9.439 t0.7 25 .. 

that the gap hetween supply and demand that opened in the 1990s will continue a r . 2 2  ....... .................................. 9.174 9.174 9.174 tO.7 25 .... 
kb2010  _-__ 9.429 9.440 9.420 t0.7 25 

0 .. .Ap.zoIo .................. 1"i 8 Z 9  8.769.. f0.z .................... 
to grow - and that "tip to 2015, the only solution that makes sense is LNG." *.2010 7.614 7- 7.614 tO.0 0 

Snodgrass said a small amount of gas demand 1411 be cut by price-induced 
conservation and renewable fuel technologies - but the impact will be nominal 
for at least seven or eight years. 

contrsct data for Wednesday 
Volume of centnets traded: 105.864 

CB Front-months open interest: 
JUN. 57.378; JUL. 97.476 : AUG. 34.484 
Total open interest: 737.508 

Kelliher pressed on LNG safety issues ... porn page J 
Asked by Committee Chairman Jeff Bmgaman, Democrat-New Mexico, to com- 
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Paris (5/11)-The International Energy Agency in its latest Monthly Oil 
h 
slightly by 70,000 bpd while warning the global oil market is tightening. 
The agency said OPEC must up its output before the summer to avoid a 
fiuther tightening. OPEC oil ministers have recently indicated they do not 
plan to up output before their next meeting in September and as such, the 
IEA sees a tight global market even after having slightly lowered its 
demand forecast. The agency said while total stocks in industrialized 
countries of the OECD region are in the upper portion of the 5-year range, 
preliminary data still points to a 930,000 bpd drop in stocks in the first 
quarter. 

stocks are tight while US. stocks are at their lowest level in 16 years 
in terms of forward demand cover due to constraints due to season 
maintenance and unexpected shutdowns. The IEA said while refiners should 
have increased their output capacity by June, global oil product 
production will still lag behind consumption in this period. By July and 
August, the situation should improve as refiners will have built up enough 
capacity to meet forecast oil product demand increases, said the agency. 

The IEA revised lower its global oil product demand outlook to 85.7 
million bpd, off 70,000 bpd from the last monthly report. The figure 
i* 

---- Nigerian crude capacity shut-ins rose to 8 15 kbd in early May, adding 
to pressures caused by a gasoline market already tightened by an unusually 
high level of unplanned refinery outages. Unsurprisingly, gasoline remains 
the primary driver behind oil prices, with cracks and U S .  retail prices 
reaching levels not seen since the post Hurricane Katrina spike in 
September 2005. 
---Seasonal refinery maintenance and a spate of unplanned outages is 
expected to depress global throughputs. This implies, with demand 
increasing in June, that there will be a further tightening of product 
stocks. Refinery runs, and therefore crude demand, should rise sharply in 
July (2.5 rnbd over March) as refiners seek to meet peak summer demand. 
---Preliminary OECD stock data continue to point to a 930 kbd draw in 
first quarter total oil stocks, following on from a draw of similar 
magnitude in the previous quarter. Forward demand cover provided by total 
oil inventories remains around the five-year average, but gasoline stocks 
are low in all regions. 
---Global oil product demand has been revised down to 84.3 mbd in 2006 and 
85.8 mbd in 2007. For 2006, this is mainly related to improved data in nou- 
Ov"D countries. Demand in the OECD remained largely unchanged, as a cold 
si.. in North America was offset by milder temperatures in Europe and the 
Pacific. 
---April world oil output rose by 55 kbd to 85.5 mbd, with OPEC supply 
leveling off near 30.3 mbd. Non-OPEC growth in 2007 is trimmed to 1 .O mbd, 

:ets Report issued today, lowered its 2007 oil product demand forecast 

In the closely watched gasoline market, the agency said OECD gasoline 

'ies year-on-year oil demand growth of 1.8 percent. 
1 iighlights of the report include: 



plus 0.2 mbd of OPEC NGLs, which leaves the 2.3 mbd rise in the 'call on 
OPEC' by 4 4  running well ahead of expected OPEC capacity additions. This 
implies lower spare capacity later in the year. 
---Global oil product demand is revised down marginally to 84.2 mbd in 
2006 and 85.7 mbd in 2007 following adjustments to baseline historical 
d 
been revised down, despite strong 1Q growth. 

Changes are centered in the Middle East, but Chinese demand has also 

Jodi Shafto, Jshafto@emimail.org, www.energyinstitution.org 

For more extensive coverage of the broader petroleum complex, including a 
detailed look at inventories data as well as in-depth market analysis and 
trading strategies, request a free trial of the Daily Hedger by contacting 
the Energy Management Institute at 888-871-1207 or 
http:Nwww.energyinstitution.org/Dailyhedge~~2Ofree~~2Orequest.h~ 
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prtce Term tather 

Long Term Weather Forewst f Long 

Mid Term Weather (30-60 days) t Long 

1 Shorl 

Pressure 

8-10 day forewst 

Gas Commercial Operations 
Hedging Program 

Market lndicatom Summary 
June 12,2007 

Comments 

N O M  Warmer than normal August-October m most of the US 

Mostly above normal for June & July 

Above Noimal Imps and most people have IhePJC an, so there 
ss potential for Electric Generation ioad 

,orage Inventory 

EIA Weekiy Storage Reporl 4 

dustry Publications 

Cambiidge Energy Research Associates 
Winfer 2007/08: $7.272 
Summer2008: $7.181 

Paribas 4 

4 

Gas Daiiy +---+ 

4 Conoco Morning Briefing 

,overnrnent Agencies 

Energy information AdminiStiation 
Winrer 2007/08: $8.26 ++ 
Summer 2008: $7.07 

~~ 

Tropical Storm ActnlV 1 - I Shorl \No tropicai Storms in the Atlantic or Gulf at this time 

Storage injections for the week ending June 1 were 110 BCF. 
Both Storage levels are 6% lower than last year at 2.2 TCF. (Sill 20% 

higher than 5 year average) 

"...with many weather prognosticators calling for an active 
Long hbrricane season and a warmer-lhan-normal summer. the 

perception of fisk continues lo be reflected in Ihe futures market." 
(Unchaged from last meeting). 
"The seltie was extremely bearish considering we couldn't even 

Shorl gather enough momentum for a shorl covering bounce into the 
weekend.'' 

Long May 31st: NEB Summer supply, prices should hoid steady: 
i'...overali pricesarenot likelytochange much...'' 

Shart :I.. .there3 no reai demand-inducing weather an the horizon, whict 
inciudes the factthal the tmpics are quiet ..." 

"Despite the recent surge. prices are expected to dip in May 
Long before rising over the next several months." (Unchanged from las 

meeting.) 

Demand 1 

SUPPiY + 
Oil Market t 

Gas Daily 5130: Although the article states that demand is rising, 
Long they anribute it mostiy to the Residential and Commercial sectore 

Industrial is expected to deciine 1.1% 

Gas Daily 5116: "'We believe bearish trends in the natural gas 
Long markets will overshadow builish ones: which should keep prices 

contained in the shod- to medium term ..." 

EIA: "World oil markets are projected to tighten this summer due 

member of,..(OPEC)." 
Long to wolinued growth in oil demand and production restraint by 

Meeting Minutes: loth Floor North Conference Room - 3:OO pm 
Anendees:h . .- .. --. 
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Delivery - 
Month 

NOV-07 
Dec-07 
Jan-08 \ 
Feb-08 
Mar-08 

Winter 07/08 

Apr-08 
May-08 
Jun-08 
Jul-08 

Sep-08 

Summer 2008 

Aug-08 

Oct-08 

Nov-08 
Dee-08 
Jan-09 
Feb-09 
Mar-09 

Winter 08\09 

Apr-09 
May-09 
Jun-09 
Jul-09 

Aug-09 
Sep-09 
Oct-09 

Summer 2009 
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611 1l2007 

Duke Energy Kentucky 
Hedging Program 
Current Position 

Hedged to Date Next Target (10/31/07) 
Base Supply Total Required Allowed 

Dthlday Dthlmo Dthlday Dth/mo dth/day dthlday 

Nov-09 
Dec-09 
Jan-IO 
Feb-IO 
Mar-IO 

Winter 09/10 
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Cost Averaging wit- 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

Historic Prices: 
NYMEX C 

$5.51 

$6.39 

. . . . . . . . . 
$6.92 

. . . . . . . . . 

. . . . . . . . . 

.ing Price 
Last Year CERA EIA NYMEX 
(20052006) 18-May-07 8-May-07 11-Jun-07 

$5.89 $7.530 $7.274 $7.608 
$7.04 $7.590 $7.393 $7.755 
$6.82 $6.750 $7.473 $7.870 
$4.20 $6.800 $7.565 $8.025 
$7.15 $7.280 $8.229 $8.750 
$8.32 $7.370 $8.627 $9.485 
$5.84 $7.280 $8.925 $9.870 
$6.92 $7.230 $8.809 $9.830 
$7.55 $7.200 $7.926 $9.600 
$7.56 $7.370 $7.374 $8.330 
$7.51 $7.340 $7.262 $8.240 . . . . . . . . . 

.."_..__l Juie I $6.45 $7.59 11 I $7.290 I $6.996 I $8.370 
2 Month Avg $6.55 $6.86 $7.253 $7.821 $8.644 

Summer Average $7.239 $7.334 $8.028 
Winter Average $7.272 $8.503 $9.507 

$11.00 

$10.00 

$9.00 

$8.00 

$7.00 

$6.00 

$5.00 

$4.00 

$3.00 
Jul Aug Sep Oct Nov Dee Jan Feb Mar Apr May June 

- 
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he Midwest and Platns continue to be the most favored warm to 
ot areas for JJne This is well supported by the dynamic models 
ow which extend oullhrough the third week of the montn The 
lain adjustment to the forecast was due to the inputs of the 
ledium range models uhich still siippon cool lrougnlng on the West 
:east but focus it more notably In the Paclfic Northwest l h i s  leads 
3 the shift north of the one area of stgnif,cantly below normal 
eadmgs past ferv cases 

The July outlook is being maintaineo wlth wanner than normal 
coiiditlons in a large portion of the country but not as hot as July 
7006 Warm to hot rldgtng should be most frequent in the Southwes 
but will extend across the mid-continent and into the East Showers 
are still expected to limit the hotter cond lions seen last year and in 
'05 as well 1 he I mited warmth In the northwest pattern IS due to thc 
maintaining of Western cool troughing this summer compared to the 

lune PWCDD* Forecasts Julv PWCDD" Forecasts 
1OY Normal: 342.0 

July 2006: 392.5 Change: 0 

1 OY Normal: 226.6 

June 2006: 239.9 
June 2007 Fcst: 30Y Normal: 213.7 2007 Fcst: SOY Normal: 327.4 

Change: 0 

'National Population-Weighted C 'National Population-Weighted CDD 

The heat exceeded expectations over the month of May across 
much of the country, w th  the Midwes! and Mid-Atlantic seeing 
temperatures c lmb the fanhest above last months forecast 
Significant storm activity kept West Texas and New Mexico 
mbch cooler than originally anlicipated. 

I Maps above depict deviations of average temperatures from normal in Fahrenheit. I 
MDA EarthSat  Energy Weather 601 1 Executive Blvd.,Suite 400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 

www mdafederal com/wx/ener,w (copyright 2007) 
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FORECAST VALID Tuesday, 6/19 

'odav's Forecast 
iast Takes On Warmth: Some NW, SW Concerns 
,s a ridge forces warm weather into the Midwest and East 
irough the majority of the forecast, temperatures along 
te South will remain seasonable, albeit still warm in the 
rocess. A trough impacting the Northwest early in the 
eriod will begin to shift towards the Northern Plains as a 
dge begins to build across the Northwest by the middle 
nd later periods. The potential exists for warmer readings 
I occur from the current forecast. Another troublesome 
rea could be New Mexico (and w.Texas), where pending 
recipitation could allow cooler weather to coincide. 

DAY 8 

FORECAST VALID Monday, 6/18 

MDA EarthSat Energy Weather 601 1 Executive Blvd.,Suite 400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 
www.mdafederal.coiddenergywx/ (copyright 2007) 

I 4- 
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Fundamentals of Storage for Week Ending June 8 
Wough the momentum might be slowing, the natural gas storage picture 

ins clearly bearish after the most recent report released Thursday rt 
(6/7) showed the fifth straight historically large build and the third 
straight triple-digit injection for the week ending June 1. 

storage near 88-103 Bcf, which could be the sixth larger-than-normal and 
fourth triple-digit build in a row. On the other hand, if actual data 
comes in at the low side of current estimates, the industry could be 
looking at its first sub-par injection since late April. 

In either case, the whopping year-on-five-year-average surplus is 
hardly under any serious threat. Coming off the largest build of the year 
to date (1 10 Bcf) reported last week, total storage at 2,163 Bcf is still 
366 Bcf above the five-year average of 1,797 Bcf -- quite comfortable any 
way you cut it. 

Meanwhile, even low-end estimates for this week would continue to cut 
down the year-on-year deficit, with a hypothetical middle-of-the-road 
build of 95 Bcf, the year on year deficit cut be cut to less than 130 Bcf 
when the most recent data is released this Thursday (6/14). Again, though 
still in a y-0-y shortfall, this bearish trend looks uninterrupted this 
week. 

Though there remains a good chance that this week's data could offer 
tl- 'rst double-digit build in almost a mo~nth as current estimates trend 
closer to the five-year average, bears have little concern in the near- 
term. Assuming the five-year average -- at times a dangerous assumption to 
be discussed momentarily -- the year-on-year deficit will be totally 
erased by mid July, the industry would reach the 3.1 trillion cubic foot 
comfort zone by early September and final storage ahead of the winter will 
be a close to 3.6 Tcf by early November. 

That said, the only thread of hope being maintained by the bulls is 
what the summer might offer -- more specifically, heat and hurricanes. We 
need only remember last summer -- the second hottest on record for the 
lower 48 -- brought two unprecedented storage withdrawals because of the 
heat and subsequent record-breaking cooling demand, much of which runs on 
natural gas. We also note the recent humcane activity. Last ycar (2006) 
was a bust for the most part but Hurricane Ivan in 2004 shut-in 172 Bcf in 
the Gulf of Mexico when all was said and done. The combination of 
Hurricanes Katrina and Rita in 2005 erased a whopping 720 Bcf of GOM 
production over the five-month restoration period. 

With a record two named storms under our belt at this point and with 
forecasts abound for another hyperactive season in 2007, the market bulls 
also find some ammunition in widespread forecasts for another hot summer 
in +'-e low 48 this year. The combination of these two factors could be key 
tc 
storage season. 

intraday high of $8.21 on June 4 to an intraday low of $7.58 today -- thus 

Though still early, current forecasts suggest a build to underground 

niting injections over the remaining 23 rebuilding weeks of the 

At the markets, July futures has tumbled hard of late -- from an 

15 



suggesting the bears in control for now. However with the market remaining 
heavily short according to the most recent CFTC Commitment of Traders 
report, the emergence of either heat or Eurricanes moving forward will 
also offer the possibility of igniting a rally. The NYMEX front month has 
not settled outside the $7.50-$8.20 since early April. 

Peter Marrin, Peterm@btu.net, www.energyinstitution.org 

For more in-depth natural gas storage coverage including fimdamental 
analyses, projections, regional breakdowns, and historical trends Request 
a Free Trial of Btu's Daily Gas Wire by emailing info@btu.net or calling 
888-871-1207 
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CERA ADVISORY SERVICE 

North American 
Natural Gas 

DATE 
May 18,2007 

Monthly Briefing 

ASYMMETRICAL RISK FOR SUMMER GAS MARKET 

KEY IMPLICATIONS 

CERA's expectation for the summer gas market remains essentially unchanged from the 
April Monthly Briefing. Storage inventories remain strong compared to the five-year average 
despite a cold April. This month's report includes summer 2007 weather sensitivities that 
examine the effects of a mild summer, hot summer, and a hot summer with an Ivan-size 
hurricane. 

CERA's expectation for U S  liquefied natural gas imports for the remainder of 
2007 is up 0.3 billion cubic feet (Be9 per day based on reports that year-to- 
date worldwide liquefaction capacity utilization was 96 percent, compared to 
utilization levels just below 90 percent in 2006. 

Cold weather in April slowed down the pace of injections but North American 
storage inventories finished the month at 1,968 Bcf-301 Bcf above the five- 
year average, but 255 Bcf below April 2005. 

Assuming normal weather, G E W  expects spot prices to average $7.37 per 
millionBritish thermal units(MMBtu)at HenryHubinJuneand$7.21 perMMBtu 
for June through October. CERA expects spot prices to average C$5.80 per 
gigajoule ($6.76 per MMBtu) at AECO in June. 

* 

NORTH AMERICAN GAS MARKET 
The North American gas market continued its pattern of alternating weather 
extremes in April with 15 percent more heating degree-days (HDDs) than 
normal. The reverse was'true in March, which was much warmer than normal 
by comparison. However, holders of storage were still able to inject nearly 5.3 
billion cubic feet (Bcf) per day of gas into storage during ApriI-2.3 Bcf per day 
less than the live-year average-despite increased demand from colder weather. 

Nevertheless, CERA's outlook for the gas market this summer remains essentially 
unchanged. We have increased our projected liquefied natural gas (LNG) imports 
for the remainder of 2007 by 0.3 Bcf per day. Year-to-date utilization rates for 
global liquefaction facilities reached 96 percent of capacity, up from just below 
90 percent in 2006. This supply increase is offset by an increase in gas demand 

Note: All prices are in  US dollars unless otherwise indicated. 

TERMS OF USE. This reporl ww prepared by Cambtidge Energy Research AssaCialer. IOC. [CEMI. and is 001 to be redislribuled or reused in any rnaooei without Prior wtilien 
conrenf.wifhlhe exceptionof dienfinternaidi~f,jbulian s s f o l l o ~ :  CERA6ver  fobe 6upponive Ofclient infernal diElribUtionof CEMContenlbYtr~4~ireS IhaiCEMconteniand 
inlomation. including but not limited to grwhL. cha-. lablsr, llgures. and data. em not lo be dlrrerninated outiide of a client organization lo any third Pew, including a clienf's 
~ ~ s l o m e r r ,  financial insfitutions, Consuitem. or Lhe publlc. Conlent disltibbuled wimin the client organization mu51 display CERA'S legal noticcs and atabution8 of auihonhip. Some 
inl~mation supplied by CERA may be obmned horn 5Lv- that CERA Mieves lo be relable but are in no way warranted by CERA 8s to Bccuracy or Comdetenerr. Absent a 
rpeuSc agreement 10 the contrav, CERA has 00 obligation to lipdate any Conlent or infmafion Provided to a clienf. 

The CERA Mo"nrV &!e#ng is puc 01 CERAb Reteinu Advisory Scnilce. For mare infomation. p1,lease call +1 617 666 5000 (US4 Or +33 l01l 62 44 10 10 [France]. or 8-mBil 
inlo#%wa.com. In the Us/* 55 Cambridge Pahway, Cambtidge. MA 02142. USA In EYro~e: 21 baiilevard de la Madeleine. 75036 Pads. Ccdex 01, France. 0 2007, Nl righll 
resewed. Cambddge Energy Rsrearch As%iafeJ, 1°C No p O W n  01 this repon may be reproduce<. reused. Or othewire di5iribufed in any form without pdor WiSen con6enf. CERA 

M IHS COmDany 
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for power of 0.3 Bcf per day. This stems from the expectation that gas wiII remain at a discount 
to residual fuel oil in the New York market, assuming normal weather. Hence, CERA's price 
outlook remains unchanged apart from a small increase for the month of May. The projected 
May price is up $0.10 per million British thermal units (MMBtu) to average $7.47 per MMBtu 
for the month (see Table 1).* 

North American gas storage inventories ended April 2007 at 1,968 Bcf, 255 Bcf below last 
April's record, but 301 Bcf above the 2002-06 five-year average (see Figure 1 ) .  CERA expects 
North American gas storage inventories at the end of May and June to increase to 2,402 and 
2,77 1 Bcf, respectively, based on the assumption of normal weather. Although CERA's projection 
for North American gas storage inventories at the end of June is 223 Bcf above the five-year 
average, it is a significant 261 Bcf below the June 2006 record of 3,032 Bcf. Despite the current 
year-over-year deficit, CERA expects North American gas storage inventories to finish October 
at 4,059 Bcf, 56 Bcf above last year's record. With the NYMEX forward market still showing 
a strong contango-a June-October average of $8.02 versus a November-March average of 
$9.59 per MMBtu as of May 7, 2007-there remains a strong financial incentive to inject gas 
into storage. 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Year average 

2002 
2.29 
2.27 
3.00 
3.37 
3.51 
3.20 
2.99 
3.08 
3.50 
4.08 
4.06 
4.74 

3.34 

2003 
5.39 
7.00 
6.37 
5.27 
5.77 
5.80 
5.04 
4.96 
4.61 
4.65 
4.45 
6.12 

5.45 

Table 1 

Henty Hub Prices 
(nominal US dollars per MMBW 

2004 
6.03 
5.41 
5.38 
5.70 
6.28 
6.26 
5.92 
5.43 
4.99 
6.24 
5.88 
6.63 

2005 
6.17 
6.09 
6.91 
7.19 
6.47 
7.17 
7.57 
9.29 
12.11 
13.36 
10.29 
12.98 

2006 
8.76 
7.62 
6.88 
7.09 
6.23 
6.26 
6.05 
7.24 
4.95 
5.67 
7.32 
6.83 

2007 
6.33 
8.06 
7.1 0 
7.57 
7.47 
7.37 
7.53 
7.59 
6.75 
6.80 
7.28 
7.37 

5.85 8.80 6.74 7.27 

20082009 
7.28 7.31 
7.23 7.33 
7.20 7.22 
7.37 6.60 
7.34 6.49 
7.29 6.57 
7.30 6.60 
7.05 6.42 
6.66 6.15 
7.26 6.43 
7.43 6.66 
7.46 6.65 

7.24 6.70 

*IJnless otherwise indicated. all CERA price and basis outlooks predict the average daily spot price. 

2010 
6.63 
6.29 
6.1 8 
6.20 
6.11 
6.1 7 
6.21 
6.26 
6.00 
6.83 
7.13 
7.01 

6.42 

a&!. 
7.05 
6.92 
6.59 
6.37 
6.75 
6.25 
6.28 
6.32 
6.06 
6.14 
6.40 
6.38 

6.41 

"i 2007. Cambridge Energy Research ill10ciBleS. 1%. NO portion of this repon may be reproduced. reused. or othekse disliibvicd b any lorn without pdor wrinen consent 

l g  



DE-Kentucky 
Attach. 1 Hedging Plan Applic. 

Page 77 of 307 

BNP Paribas Natural Gas Market Watch 1 08 June 2007 

Commentary 

The Energy Complex aggressively sold off on Friday. Petroleum products gave back all 
the previous days rally and then sum. Natural gas resumed its down trend. We settled 
on the lows of the day 7663 down 16.2 cents. The settle was extremely bearish 
considering we couldn’t even gather enough momentum for a short covering bounce into 
the weekend. Weak cash prices on moderate temperatures in key consuming regions 
drove cash prices lower for the weekend. Cash posted 7885 and went out trading 7525 
this morning. Once again, the 7500 level is the next objective. Have a good weekend!!! 

Although the inlormation in lhis report has been obtained from SOurCeS which BNP Paribas believes to 
be reliable, we do not represent or warrant ils awracy,  and such information lnay be inmmplele or 
condensed. All esljmates and opinions induded in this report constitute our judgement as of the date of 
the report and may be subjcct lo change vdhoul notice. BNP Paribas or its affiliates may, from time to 
lime, have a position or make a market in the financial products menlioned in this report. or in denvative 
instruments based thereon. BNP Paribas shall not be responsiMc for the WnseqUenceS of relianCe 
upon any opinion or stalement contained herein or for any omission.or error of fact. Thls report is 
mnRdenlai and is being SubmiRed to selected recipients only. This repon may not be repmduced (in 
whole or in part) to any other perron wthouI the prior wrillen permission of BNP Panbas. Copflghl8 
BNP Paribs (2006j. All rights reserved 

. .  

I 

2 I Commodity Futures 



16 yeals as forest supervisor at ths Clearwater and 
Targhee national forests. 

He would succeed Kathleen Clarke, who resigned 
earlier this year. ELM Deputy Director Jim Hughes has 
been running the bureau on an acting basis. EL 

. .. 'nanSee?-,i, . .  . .-. . .  

NEB: Summer supply, prices should hold steady z;zy:x-- " 

Board said in a report Wednesday. 

change m u c h  from the $6/MMntu to $8/MMBtu ranse Seen over the 

North American gas supplies should be relatively stable this summer, .3nk!in!..EL? 7.7 

which should help stabilize gas prices as well, Canada's National Energy oktsbrna 

2?L!!E%\:.%l 
ANR. OWa. 6.630 6.606.67 6.616.65 67 27 

N G 4  Mi*OE!?!!L 6.650 I 6.586.72 6.626.69 5 0 2 8 4  
could trigger gas price increases, but overall prices "are not likely to Oneoh. UWa. 6.570 6.576.59 6.576.58 29 6 

Panhandle, Tx.OKIa. 6.595 6.206.71 6.476.71 815 117 
past year, the NEB predicted in its summer energy outlook. SoUUiern SE6 Tx.Okia.-Kan 6.520 6.626.62 6.626.62 4 1 

_ _ _ - - - ~ -  
6.850 6.607.20 6.7071~) 392 54 Excqtiona\ly hot weather or hurricane-induced supply disruptions 

~~ 

Canadian production is expected to drop by 500,000 Mcf/d this year 
compared with 2006, while Gulf Coast output should ded)ne.b,Y.#baut 

600,000 M d d ,  the board said. At the same time, however, Rockies production 
should rise more than GOO,O00 Mcf/d and Midcontinent volumes are expected to 
dimb at least 500.000 MWd. 

So far in 2007, Canadian producers have continued to restrain their gas 
drilling activity despite strengthening commodity prices, and that "may have 
already had some impact on drilling costs" in terms of greater rig availability, the 
NEB noted. "Should naNral gas prices continue to rise and drilling costs stabilize, 
there is the potential for drilling activity to strengthen later in the year." 

Moreover, should imports of liquefied natural gas to the US reach the "unusu- 
ally heavy" levels that some are forecasting, US gas storage faalities should fill 
quickly and "could even result in a price decline, but this likely wouldn't happen 
before fall," the report said. 

LNG imports were about 50% higher during the first four months of this year 
due to mild European weather, which depressed LNG demand abroad and divert- 
ed cargoes to North America. 

"LNG imports are not likely to be as strong after the summer if European 
weather returns to normal, but should still benefit from more I.NG supply becom- 
ing available as exports Start from Equatorial Guinea" as early as next month, the 
NEB explained. 

Although an unusually cold winter ate into the gas storage surplus, "North 
America still had ample gas in storage at the end of the heating season," the 
board said, noting that inventories were about 2G% above the five-year average as 
of March 31. 

Assuming normal weather, "the pace of 2007 storage injections has the 
potential to be almost as strong as last year," though the NEB cautioned that 
the potential for supply-curtailing hurricanes "is certainly a wild card" that 
could temporarily lift prices. However, "while a more active hurricane season is 
expected by the weather forecasters, this is by no means certain," the report 
stressed. 

plies increase ... this will cause some downward pressure, probably around 
in fact, "if gas consumption is more muted due to cool weather, or if gas sup- 

M-f September-October as storage facilities become full." 

Marketer rankings notice 
Gas Daily is cornpiiing data for a firstquarter 2007 

ranking of North American gas marketers by daily physi- 
cal whoiesale volumes sold. Gas Daily staff intends to 
compile the rankings from information appearing in 
reports filed with the Securities and Exchange 
Commission. 

provide such data to the SEC. staff requests quarterlygas 
sales data be reported in writing, and verificd by executive 
personnel. by the end of business today, May 31. Please 
c o n w  Stephanie Sew by phone at 865s904319. Fax 
865690933, email stephanie_seayepiads.com; or Mark 
Oavidson at 20217832148, mark~&vidso~plads.com. 
with any questions. 

For companies @at are not pubiiciy traded or do not 

4 I Copyright 0 2007The McGmw-Hill Campanis 
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Natural Gas, Gas Liquids and 
Power Market Update 

Daily Market 

Jim Duncan, Market Analy.. 

Email: James.W.Duncan@conccophillips.com 
(281) 293-1649 

Monday, .lune 11,2007 
July Continues To Slide As Crude Weakens, Again 

~~~~~~ ~ ~~ 

30-Day. Bc,o!id, 
3 o t t ~ i n  line - It', not really a bullirli scenario ...we' re just fallinq bach tnto a range. If we don't breoh below 87.64, we'll 
Today. Beoriili July &turaiiis Closed Down ___ 0.162~ 

bounce due to early week technical buying. If we follow fumlarnentoli we'll see a breab of thot support. 
fe$terdovk Market 
8 July natvml 9 ~ 1 5  continued the decline Friday back into range that besan wRh Thusday's 25S lost. A weah storage repat ond 

failing crude oil plicer spuned ,et another fal ldf in JJy'r price to end the web. The front month *led at $7.663, d w n  16.2% 
ruccerrfullv teding and brwbing $7.70 wpwrt, though the current terribly i s  not n ~ v  as the front month contract spent much of the 
I& werol months range-bund between $750 and @20. The July crude oil contract, meanwhile, &led at $64.76. davn a 
whopping 02n slightly a h e  the low of $64.65. M e ' s  major rmmWe war likely in rympathy to RBOB gasline future, w h i i  lort 
3%. as wll m the New Vork St& Exchange, which ~clw d i d  I011c.i dl week Mtil Friday. Another catalvrt for cnddr decline w a  
likely the ever-weakening three from Tropical Storm Gonu in the Perrim CUH ar weml produdion facilities in the region come 
back online after the * o m  made landfall without any direct thrwt to production. 

Todov% Mad?ec 
B It's ar gmd a time m ow to go dwn, isn't it? I've been bearirh fm Y) low I'm growing furl Since therelr no real demand-inducing 

weather on the horizon, which include the fad that the trwln are quiet, I think we'll turn this thiw around and probe l w t  for a 
week or IO. If you're CI fundomentali*, like I am, L'r been quite whi le  coming. If wu're a tehnicion, h i  I am you're likely to 
welcome another d i d i o n  bed& rid- If you're c o n f d ,  you're likely in a bmt with D lot of people in it The only hitch in the 
giddy-up will be the fact that we're sitting on top of technicd suppott and we're moving into Monday. There al- -m to be a 
lot of bwing on Monday morning ... erwioliy after a l a t e a k  relioff. So. derpite wanting to ree lower price. we'll likely ree m e  
rignificont bwkg today. After all thore gyrr wont to see a hurricone, and they went to be long that happens. 

$7.650 

A c c e ~ s  Trading 6/11/2007 -55 AM INatud  Gas $7.626 (3.3C) 
WTI CNdC $65.150 ,&I 9 IIPE Brent _- --- 
I 

The EIA reported a 109 Bcf storage build this week, increasing 
the nationwide stocks to 2.162 Tcf. The build was within the 
industry's expectation. In the same week last year the stock 
level was 2.32 Tcf, which sends the year on year deficit to 158 
Bcf. Early Indication for this week is a 96 Bcf build compared 
to a 77 Bcf build last year and a 88 Bcf build for the 5yr. 

ConoeoPhitlips Co. Page 1 6/11/2007 

I 

mailto:James.W.Duncan@conccophillips.com
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www. platts.com 

Wednesday, May 30,2007 
. . . . . . . . . . . . . . .  .- ~. ........................ . .  

Analyst expects gas demand to hit 5-year high .- Calumbia ..... Gulf,la. . 
C O ' " N m  G%?x!!!!E 

Florida Gas, zooe 

2.440 .... 7:38?.58-.2!??::?2 253 a3 
7.500 7.42-7.60 7.46.7.55 531 97 

US gas demand in 2007 should reach its highest level in five years, 'Onda Gas.z0ne 7.395 7.347.40 7.347.40 22 4 
Rorida Gas,mne 2 7.5x) 7.52-7.52 7.52-7.52 5 1 

7.5% 7.507.61 7.52-7.50 50 14 
fueled by a cold Winter and expectations for another hot summer, inde- . ____.-__-_______- 
pendent analyst Stephen Smith said Tuesday. 7.457.62 7.47-7.55 1022 146 .. 

The president of Natchez, Mississippi-based Stephen Smith Energy 7.207.30 7.237.28 22 4 
7.545 7.457.63 7.507.59 583 62 

1.,swLeg 7.515 7.467.63 7.47-7.56 626 99 
!&FA%., 7.470 7.407.54 7.444.51 203 39 . 
.wu\ 7.445 7.41.7.57 7.4 . ELA 7.503 7.467.53 7.487.52 368 71 

7,510 7437.60 7.47.7.55 149 31 

5L!- . ~ _ _ _ _ _ _ _ _  

.... . 

E L  _,_.--.___l___.-__l_________ 
3so*a ( I"II1 u Ir bEN,,, 16-63 ZhF v*1 E L 1 5 3 5  w,'a*,&."o., IWS" 

.. 
Associates estimated that 22.6 Tcf will be consumed this year, a 3.4% 

"Total US gas consumption, other than weather effects, has been 

southern h 
Te""eSS= 
%"MS*W, 

m a *  East 
Texas Ea*, 

?=; 

~ increase over 2006 levels and the highest level since 2002, when 
demand hit 23 Tcf. 

largely unchanged since 1995," Smith said. But the cold weather that 
blanketed much of the country during the first four months vi- this year will 
prompt "a substantial increase" in heating degree-days for 2007 as a whole and 
"is the main driving force for the total gas demand increase for the year." 

Gas use by the residential sector should soar 9S0h this year, while the com- 
mercial sector's consumption should rise 7%, Smith said. The power-generation 
sector should use 3.4% more gas than in 2006 based on an assumption that cool- 
ing degree-days will be 5% above average this summer. However, the downward 
trend in the industrial sector should continue, with demand dropping about 
l.l%, he said. 

week average price of $7.8O/M&4Btu, up 5% from his most recent estimate of 
$7.40/MMBtu. Smith also raised his forecast for 2008 to $7.50/MMBtu from 
$7.10/MMBtu, and predicted an average $7.20/MMBtu price in 2009 and 2010, up 
from $6.95/MMBtu and $6.85/MMBtu, respectively. 

But the higher prices should not dissuade storage operators from refilling their 
supplies this year. Though storage levels at the beginning ofJune should hold 
about 145 to 150 Bcf below year-ago levels, Smith said that by the end of August, 
inventories should hit 3.08 Tcf, surpassing year-earlier levels by about 114 Bcf. 

Though several forecasts have called for a warmer-than-normal summer, Smith 

-__ 

Due to the overall demand surge, Smith estimated a full-year Henry Hub bid- 

in the marketplace disagree and believe the premium in 
the south zone will not last and the posting should 
remain unchanged. 

Platts would like to know your thoughts. Please com- 
ment on the following: 

1) Should deals in the south zone be eliminated from 
the CenterPoint postings? 

2) If the south zone deals were eliminated from the 
CenterPoint Posting. should no& zone deals. which can 
trade at a discount to flex/neutral zone deals. be elimi- 
nated as well? 

3) Is there and will thefe be in the future enough 
liquidity in the south zone to establish a separate post- 
ing there? 

Piease send emaii responses by June 1 to gas..sur- 
vey_comments~platts.c0m. If you have questions about 
this notice, please contact Kelley Doolan at 202.383- 
2145 (Kelley_Doolan@platts.com) or Tom Castleman at 
7136583263 (TomCastleman~platts.com). 

noted that Surd@ ,tack last fall were "high enougl, tu raise storage ~:apxitv con- 
cerns and add downward pre55uCC t o  price," drspite an extraordinarily hot wiliiner. 

US gas production rose 1.5% in the first two months of this year compared 
with the same period of 2006, Smith estimated, though that increase "may have 
included some benefit from deferred start-ups of production that had been lost" 
to I-lurricanes Katrina and Rita in 2005. Overall, domestic production should grow 
by a modest 500.000 Mcf/d this year, he said. 

Although Smith said his forecasts assume no  loss of gas production to hurri- 
canes through the end of A u p t ,  "hurricane expectations could have a large 
influence on the late-summer gas price if an extremely hot summer should erode 
the storage surplus by late August.'' 

Liquefied natural gas imports have been running about 1 Bcf/d higher than 
last year since about March 10 and should continue that trend for much of this 
year, Smith said. Meanwhile, a 200.000 Mcf/d drop in gas imports from Canada 
will likely "provide only a partial offset to comparative LNG strength." MT 

Pogo to sell Canadian E&P division ...  ampa axe 
Barker-Homek said. "We see the acquisition of Nnrthrock as a solid base for fur- 
ther investments and growth in Canada." 

TAQA, which has been producing gas and oil since 1958, has been moving 
more of its operations out of Abu Dhabi as production from fields there slows. This Section Of the Domlnion Eneigy lndcx re~re~enls a national foif 
According to its web site, TAQA plans to spend $1.64 billion this war on new q ,'I "_a"."?~h.-e."a'?-d c?'i"?q".'"m"n??b?e.o~ b?o'"nai- 

" 
28May 24hlay 30May 3 iMay i-Jun 2 . b  3Jun 4-Jun 
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Prices at El Paso Natural Gas in the San Juan Basin continued to slide in the 
face of numerous maintenance projects, ending the day nearly 20 cents lower. 
Prices at the PG&E South point fell around 30 cents, while the PG&E city-gate 
dropped around 15 cents. 

slid about a quarter. 
Elsewhere, El Paso in the Permian Basin dropped nearly 30 cents, while Waha 

-Market Staff Reports 

Analyst: LNG to keep 'lid' on near-term gas prices 
A n  increase in liquefied natural gas imports to the US should help "keep a 

near-term lid on gas prices despite lower Canadian imports," Lehnian Brothers 
analyst Thomas Driscoll said in a recent report. 

"We believe bearish trends in the natural gas markets will overshadow bullish 
ones," which should keep prices contained in the short- to medium term, Vriscoll 
said. "Longer-term drilling economics may argue for prices well over $9/MMBtu; 
however, the desire to grow volumes and fast-growing LNG imports may prevent 
price increases." 

Canadian imports, which contributed 15% of the gas consumed in the US 
during 2005, will likely drop lo 7.8 Rcf/d this year and to 7 Bcf/d by 2010, 
Driscoll said, citing cutbach in Canadian gas drilling and increased use of gas for 
oil sands extraction. 

At the same time, the analyst anticipates a 1.3% increase in US gas production 
this year due to active drilling programs, hut "high service costs and deteriorating 
geology" have pushed production costs higher. 

As a result, "we believe marginal economics will limit the ability of producers 
to continue to increase capital spending," most likely triggering a drop in US pro- 
duction to 50.2 Bcfid by 2010, he said. 

But global liquefaction capacity should nearly double between 2006 and 2020, 
with the US market likely becoming "a primary beneficialy" of that growth. US 
LNG imports should rise to 7.6 Bcf/d by 2010 -a 375% increase from last year - 
as domestic regasification capacity hits 16 Bcf in 2010, a 357% increase. 

In the Atlantic Basin in particular, the US share of the LNG market should 
grow from 21% in 2007 to 41% in 2010, Driscoll said. Trinidad and Tobago 
should remain the primary supplier to the US, followed hy Nigeria, Qatar, Algeria, 
Equatorial Guinea, Egypt, Norway and Yemen. 

As Atlantic Basin regasification facilities are completed, an LNG spot market in 
the Atlantic basin is likely to expand, Driscoll predicted. Over time, "this could result 
in a trend toward linked natural gas prices between Europe and the US," he said. 

On the demand side, rising LNG imports should help SVdbilize the drop-off in 
US industrial gas use, although consumption should still trend lower. "As a percent 
of consumption, we expect the industrial sector to fall from 3SYo of the market in 
2006 to 32% in 2010." At the same time, the use of gas for pokrer generation 
should climb between 1.5% and 2Oh each year through 2010, Driscoll said. MT 

Security zone established at Georgia LNG terminal 
The Coast Guard on 'ruesdav established a nermanent securitv zone around El 

Columbia Gulf solicits interest 
in Louisiana expansion project 

Columbia Gulf Transmission is conducting an open 
season through May 25 to gauge interest in a proposed 
expansion of its Henry Hub interconnection with Sabine 
Pipe Line in Louisiana. 

subsidiary said it wouid build additional compression to 
expand deliveries to Henry Hub by up to 200.000 Dt/d. 

The project wouid provide additional market access 
for gas production in Texas, Louisiana and Arkansas that 
flows into Columbia Gulf at or near Perryviiie, Louisiana. 
the company said. 

Meanwhile, Columbia Gulf is seeking binding propos. 
ais from existing customers to turn back firm capacity to 
reduce the scope of the facilities required if the pipeiine 
proceeds with the Henry Hub/Sabine expansion. 

To turn back capacity, an interested shipper must 
have firm rights to transportation capacily on Columbia 
Gulf's East Lateral system, with a primary delivery of 
Henry Hub, for a fuil.year term. 

Columbia Gulf said the turnback of capacity would 
become effective as necessary to accommodate any 
requested in-service dates for expansion service. The 
"reverse open season" bids are subject to Columbia 
Gulf's evaluation and approvai. 

ing arrangement with Columbia Gulf will be permanent 
and non-recallable. the pipeiine stressed. 

more information on both the open scason and the 
reverse Open season, contact John McNamara at 713- 
267-4737 or Pete Brastrom at 713-267-4735. 

if enough shippers express interest, the NiSource 

Any turnback of capacity established through a bind. 

Bids can be submitted via fax at 713267-4730. For 

Northeast Gateway LNG terminal 
gets license from federal agency 

Excelerate Energy has received a deepwater port 
license from the US Maritime Administration to construct 
its Northeast Gateway liquefied natural gas import termi- 
nal off the Massachuseits coast. the company 
announced late Monday. 

MARAD initially signed off on the 500.000 Mcf/d 
faciiity in February (GO 2/9). Construction of the facility 
shouid begin iater this month. with LNG deliveries start- 
ing by the end of the year, The Woodlands. Texas-bas@ 
Exceierate said. 

'mis facility and others we are developing. along 
with our expanding fleet, provide us with unparalleled 
flexibility to Serve multiple markets at any given time and 
make the company a major force in the worldwide LNG 
market." said Kathleen Eisbrenner. president and CEO of 
Exceierate. 

Excelerate ais0 owns and operates the Gulf Gateway 
LNG faciiity off Cameron Parish, Louisiana. M i  

Paso's Elba fsiand, Georgia, liquefied natural gas terminal in hopes of averting 
"sabotage or other adverse action that could result in significant damage to prop- 
erty and a loss or life." 

The final mle, essentially unchanged from an interim version in place for the 
past four months, takes effect June 14. 

After determining that the addition of two berths for LNNC tankers had 
increased security risks associated with the Elba island facility, the Coast Guard in 
January put the enhanced security zone into effect immediately, explaining that a 
delay for pubiic comment would have an adverse effect on the safety of naviga- 
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Energy Information 
Ad min istfiltion 

May 2007 

Short-Term Energy Outlook 
May 8,2007 Release 

Highlights 

. Continuing problems for refineries in the United States and abroad, combined 
with strong global gasoline demand, have raised our projected average summer 
gasoline price by 14 cents per gallon from our last Outlook. Retail regular grade 
motor gasoline prices are now projected to average $2.95 per gallon this summer 
compared with the $2.84 per gallon average of last summer. During the summer 
season, the average monthly gasoline pump price is projected to peak at $3.01 
per gallon in May and again in August, compared with $2.98 per gallon last July. 

. The price of West Texas Intermediate (WTI) crude oil is expected to average over 
$66 per barrel this summer, compared with over $70 per barrel last summer, and 
to average about $64 per barrel annually in both 2007 and 2008. However, the 
price of WTI is not, at this time, a reliable marker for other crude oil prices. The 
average cost of all crude oils to U.S. refiners is projected to be only about $2 per 
barrel less this summer than last summer. 

. The Henry Hub natural gas spot price is expected to average $7.84 per thousand 
cubic feet (mcf) in 2007, a 90-cent increase from the 2006 average, and $8.16 per 
mcf in 2008. 

- Residential electricity prices are expected to continue to grow at about 3 percent 
annually during 2007 and 2008 as higher fuel costs, particularly for natural gas, 
are passed through to retail customers. 

Global Petroleum Markets 

Demand. World oil markets are projected to tighten this summer due to continued 
growth in oil demand and production restraint by members of the Organization of 
Petroleum Exporting Countries (OPEC). Despite the recent increases in world oil 
prices, global oil consumption is projected to grow by 1.4 million barrels per day 
(bbl/d) in 2007 and by 1.6 million bbl/d in 2008. About one-haif of the projected 
growth will come from China and the United States (World Oil Consumption 

Energy Information AdministrationlShorTerm Energy Outlook - May 2007 1 
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Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2007-08 

DthlDay 
November December January Februaw March Total % 

27 
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Weather 

Long Term Weather Forecast 

Mid Tern Weather (30.60 days) 

6-10 day forecast 

Tropical Storm Activity 

storage I""C"t(lry 

EIA Weekly Storage Report 

Industry Publications 

Cambridge Energy Research Associates 
Winler2007/08: 17.272 
Svmmw2008: $7.181 

C0mme"tS Price Term 
P*eSS"re 

4 Long NOAA predicing a warmer than normal start to winter. 

+ 
WSi and Earthsat both predicting warmerthan normal August end 
September. - Shon Most of the counoy Is normal with Some above normal to the 
nolitwest 

1--, Short No tropical storms in the AIJanSc orGuifal Vlis time. 

4 Both Storage injections forthe week ending July 13 were 65 BCF. 
Storage lev& are 2% lower than last year at 2.7 TCF. 

Long The baiance of risk for @e Nolit American gas market has 
begun to Changs Loward the dvwside." 

Paribas 

Gas Daily 

Conoco Morning BrMng 

Gelber 8 A S S O C ~ ~ ~ S :  With amountof gas we have in storage. the 

$ Short "Thatmeanswe'vegota lotofdownsidetogo.' 

Energy Information AdminisValion 
Winter 2007/08: $8.41 
Summer2008: $7.31 

ff 

Long ... temperatures likely will continue m play a key mie in determining 
natural gas consumption thmughout Vle third quarter.' 

Energy Information AdminisValion 
Winter 2007/08: $8.41 
Summer2008: $7.31 I f f  

Technical Analysis 

Long 

Demand 

... temperatures likely will continue m play a key mie in determining 
natural gas consumption thmughout Vle third quarter.' 

EiA '...constumption is. expected lo rise by 4.3 percent in 2007 I and 1.1 percentin 2008." I t 1  II SUPPlY 

Oil Market 

EiA: "Expectations of continued production g m m  of 1.1 percent 

U.S. dry natural gas pmduction of 2.2 percent: 

comments may signal a less bullish position ..." 
. . __ - . .- - . . .... _. 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

Hedged to Date Next Target (10/31/07) 
Delivery Base Supply Total Required Allowed 
Month Dthlday Dthlmo Dthlday Dthlmo dthlday dth/day 

NOV-07 
Dec-07 
Jan-08 
Feb-08 
Mar-08 

Winter 07/08 
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Hedging Program for Winter 2007108 
Cost Averaging with- .. 
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GAS DAILY TUESDAY, JUNE 26.2007 

He said his group would like to sit down with the lessees and make sure their 
drilling projects do not inlerfere with wildlife migration. 

Liz Howell of the Wyoming Wildlife Association said her group is worried 
ahout the disappearance of leks, which are flat, open areas where sage grouse do 
their mating dances. 

still need to he protected for those who live here and love it," Howell said. 
Wyoming has "given plenty, and we'll continue to give pleny2 but special areas 

JC 

Rosetta calls Calpine's claims about deal 'misleading' 
Rosetta Resources on Monday said assertions that merchant generator Calpine 

made last week about Rosetta's $1.05 billion purchase of its gas and oil reserves in 
2005 "are misleading, incorree and wholly unsupportable." 

Rosetta "is confident that Calpine received full and fair value for the pur- 
chased assets and that Rosetta will prevail in any related litigation," the Houston- 
based independent said. 

In a disclosure statement filed June 20 with a reorganization pian Calpine sub- 
mitted to the US Hankruptq Court for the Southern District of New York (GD 
6/22), the Sail Jose, California-based company claimed Rosetta underpaid for the 
reserves. As a result, Calpine said it would either pursue the retnrn of all of the 
383 Rcf equivalent of proved reserves in California and the Gulf of Mexico or seek 
an additional payment of about $400 million. 

Calpine said a probe that occurred after it filed for bankruptcy in December 
2005 concluded that the sale of the properties was carried out at fire-sale prices 
and not at arm's length. 

"Rosetta believes that there is no basis in law or fact for Calpine's assertion 
that it can recover additional amounts from Rosetta with respect to its 2005 pur- 
chase of Calpine's remaining oil and gas assets," Rosetta said in its response 
Monday. "Moreover, Rosetta believes that Calpine's recent assertions regarding its 
'in-depth' analysis following its bankruptcy and conclusions regarding value are 
seriously flawed and are inconsistent with economic reality in the oil-and-gas 
industry." 

respect to these oil and gas assets before electing to proceed with the 2005 Rosetta 
According to Rosetta, "Calpine weighed and considered alternatives with 

WSI expects steamy weather in most 
markets from July through September 

Most of the US will experience warmer-than-nor- 
mal weather during the three months beginning July 
1. Private forecaster WSI said Monday in its latest 
seasonal outlook. But WSI said much of the East 
Coast can expect below-average temperatures during 
the period. which should offset high cooling demand 
in other regions, 

Andover. Massachusetts-based WSI called for 
higher-than.noimal July temperatures everywhere 
except New England. Texas and coastal California. 
"The cooler outlook for these key demand areas is 
slightly bearish for gas demand in these areas and 
could moderate any summer demand-related price 
increases," Energy Security Analysis Inc. said in an 
accompanying market outlook. "The slightly warmer- 
than-normal outlook for ... the  rest of the country pro. 
vides a higher probability of heat events - and an 
increased likelihood of weather-related price spikes in 
t h e  power markets." 

regions except the Northeast and Northern Plains. 
"Abovenormal temperatures in the Southeast and 
Southwest regions will increase natural gas demand for 
cooling in these areas," ESAI said. 'This demand 
increase will be offset by lower demand from the 
Northeast and North Central regions." 

weather across the Eastern and Central US but cooler- 
than-average conditions across much of the West. 
'Cooler weather in the Southwest and California will have 
a bearish impact on natural gas demand from the wwer 
sector, while warrper weather in the Northeast will resuit 
in slightly higher-than-normal gas demand.' according to 
ESAI. "Overall. natural gas demand in September should 
be neutral to bearish for gas prices." 

For August, WSI expects unusually hot weather in all 

In September, WSI predicted warmer-than-normal 

M D  

sale to Rosetta." 

defenses to ensure that its rights and those of its shareholders are protected." 
The company said it "will take all necessary action and vigorously assert its 

VJ 

Petrohawk to sell off Gulf assets . . . R ~ , ~ , ~ , , ~ ~ ~  
Petrohawk," said Floyd Wilson, the company's chairman, president and CEO. "We 
have built a highly successful drilling program there, bolstered by an extensive 
library of 3-D surveys, joint ventures with quality partners, and we have a large 
inventory of 3-D-based drilling prospects in the Wilcox, Vicksburg and Drio 
trends. In Late 2006, we announced three major discoveries - the Nabors, Colson 
and Winchester fields - and additional exploration prospects are being evaluated 
with the 2007 drilling program." 

Wilson said during a conference cali with analysts tiiat he hopes the Gulf 
assets will sell as one package to a single buyer. i'roceeds will go toward strength- 
ening Petrohawk's balance sheet and growing its position in tight-gas develop- 
ment areas. miS smion of :he Dominion Energy Index reoiesenls a national fore- 

Cas1 for home healin8 and cooling ceerjuiremenir above o i  below nor. 
mal wllh the baseline of 0 lepresenling normal for that day besod on To that end, Petrohawk said it will quadruple its holdings in Arkansas' 

Fayettevllle Shale with a new agreement to acquire 32,500 net acres for an undis- 
closed sum. Additional acquisitions in the shale are possible, the company added. 

hiStoriCa'dat*~ 

4 I Copyright Q 2007The McGraw-Hill Companies 
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No Changes 

WiidXantinant Ridsing 
Pattern Still Favored 

-oday's outlook remalns unchanged with above normals expected 
o canvas much of the nation. The focus of the strongest warming is 
n the middle of the Midwest. This continues to be in line with years 
n which the NlNO 3.4 region is negative in AugJst and also In line 
vith the latest dynamic model trends for late July here. As a result 0 
his convergence, there does not appear to be any need for blg 
orecast changes There is some concern that the West could be 
:ooler, but long-term trends may offset that ~ssue to the warni side. 

kugust PWCDD* Forecasts - 
1OY Normal: 307.0 
30Y Normal: 286.8 
Aug 2006: 330.4 

Aug 2007 Fcst: 
Change: +5 

'National PopulatiowWeighted CDDs 

September 
Stili Leans Warm 

Snslogs Suggest Opposite 
Pattern f rom September 2006 

n 7005, the strong persistent sJmmer heat pattern dug deep mto 
September as well H,ghs in the 90s were stili being reponed in key 
iastern cities as late as mid-month Last year, the summer heat 
,attern broke by mid-August and a cool September verhed Right 
?ow the latest analog thinking suggests that September should be 
n between those two cases, but on the hotter sloe of the 30Y 
7ormal Llke '05, the best chance for demand-driving heat 
mng-wise would be in the first half of the month 

Seotember PWCDD* Forecasts 
1OY Normal: 175.8 
30Y Normal: 160.6 
Sep 2006: 138.7 

Sep 2007 Fcst: 
Change: 0 

'National Population-Weighted CDDs 

1 Maps above depid deviations of average temperatures from normal in Fahrenheit. I 
MDA EarthSat Eaergy Weather 601 I Executive Blvd.,Suite 400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 

w w w . m d a f e d e r a l . c o m / ~ e n e r ~  (copyright 2007) 
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IMDA Earthsat's Energv Weather I 

Y "  

'oday's Forecast 
:idge In Plains Still Hesitates Slightly Eastward 
;ome of the more notable changes to this forecast can be 
)und along the Mid-Atlantic and Northeast as a cold front 
assing through eastern Ontario may slide some below 
ormal temperatures across these regions early in the 
eriod. The warmth in the Plains is still reluctant to 
dvance into most of the Midwest, and into the entire East 
ir that matter, around Tuesday. The ridge providing the 
iuch aboves in the Plains could lose some of its punch as 
progresses eastward for the end of the period. Less 

itense warmth heading towards the East may result late. 

.. 

MDA EarthSat Energy Weather 601 I Executive Blvd.,Suite400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 
www.mdafederal.comidenergyd (copyright 2007) 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

. Aug . . . . ~ ~. 
~. SeP . . . . . . 
Oct 
Nov 
Dec 
Jan 
Feb 
Mar 

. . . . . . -.  

..~I. ~. . 

. . . . . . . . 

. . . . . . . . 

. . . . . . . . 

. . -. . . . 

. APr . . . . -. 

. May . . . . . . 

Historic Prices: 
NYMEXC 

5-yr. avg. 
[01/02-05/06] 

$5.68 
$6.19 
$6.39 
$7.44 
$7.29 
$6.92 
$6.61 
$7.05 
$6.53 
$6.49 
$6.45 

ing Price 

Last Year 
12005-2006) 

$7.04 
$6.82 
$4.20 
$7.15 
$8.32 
$5.84 
$6.92 
$7.55 
$7.56 
$7.51 
$7.59 

20-JuI-07 z 10-JuI-07 

$6.490 $7.354 
$5.600 $7.700 

$6.190 $7.926 
$7.280 $8.250 
$7.370 $8.940 
$7.280 $9.231 
$7.230 $8.835 
$7.200 $8.031 
$7.370 $7.445 
$7.340 $7.462 
$7.290 $7.312 

NYMEX 
!4-J~l-O7 

$5.860 
$5.965 
$6.145 
$7.085 
$8.035 
$8.480 
$8.510 
$8.350 
$7.755 
$7.680 
$7.780 Jun . . -. . . . 

___._.. Jui $6.24 $6.93 $7.300 I $7.369 $7.900 
2 Month Avg $6.61 $6.95 $6.995 $7.988 $7.462 

Summer Average $6.797 $7.510 $7.012 
Winter Average $7.272 $8.657 $8.092 

$10.00 

$3.00 

$8.00 

$7.00 

$6.00 

$5.00 

$4.00 

$3.00 
Aug Sep Oci Nov Dec Jan Feb Mar Apr May Jun Jul 
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CERA ADVISORY SERVICE 

North American Natural Gas 

DATE 
July 20, 2007 

Monthly Briefing3 

A CHANGING BALANCE OF RISK 

KEY IMPLICATIONS 

The balance of risk for the North American gas market has begun to change toward the 
downside. Key pillars of gas price support are beginning to crack under the weight of 
an increasing storage surplus relative to the five-year average. Relatively mild weather. 
particularly compared to the summer of 2006, has kept gas demand flat year over year. 
while imports of liquefied natural gas (LNGj through June have increased by nearly 1 billion 
cubic feet (Bcf) per day over 2006 levels. 

CERA expects gas prices at Henry Hub to average $6.87 per million British 
thermal units (MMBtuj in Julyand $6.49 per MMBtu in August. For AECO CERA 
expects gas prices to average CS5.61 per gigajoule (GJ) in July and CS5.19 
per GJ in August ($5.62 per MMBtu and $5.20 per MMBtu, respectively). 

CERA3 estimate for end-October North American storage inventories has 
decreased by 52 Bcf to 4,123 Bcf. However, CERA has also reduced the 
estimate of additions to North American working storage capacity that will be 
in service for September 1, 2007, to 62 Bcf. Net, this increases the possibility 
of a short price collapse this fall. 

Nevertheless, upside price excursions owing to extreme heat or hurricane 
disruptions remain possible. In addition, LNG imports may fall following the 
earthquake-related shutdown of a nuclear power plant in Japan. Conversely, mild 
weather could exacerbate the predominantly bearish trend in the market. 

* 

* 

NORTH AMERICAN GAS MARKET COULD SEE LOWER PRICES YET 
Reality set in for the North American gas markct as prices at Henry Hub began 
a downward journey starting in mid-June at $7.60 per million British thermal 
units (MMBtu) and dropping nearly $1.50 per MMBtu through early July to a 
low of $6.15 per MMBtu-settling in the $6.30~ per M M B t u  range in  the second 
week of July. In CERA’S view key “pillars of gas price support” are beginning to 
crack under the weight of a strong storage surplus relative to the five-year average 

Note: All prices are in US dollars unless othenuise indicated. 

TERMS OF USE. mir mport wa9 prepared by Cambridge Enwgy Research AFs~ciale9. Inc. (CERAI. and is not 10 be redktribvled or reused in any manner without prior witifen 
consent.wtln theexcepfionolClteniinlernaldisiribUlion asfo1lows:CERA~livesla berupponive of Clientinternal diaUibUfionOlCERAcOntent bUIwUires VIaf CERAconfenf and 
infarmstion, including but not limited 10 graphs, cbElrl6 tables, liguie5. and datu. am not (0 bo disseminalcd Outside of a client organization 10 m y  third party includ!ng a ciienl‘s 
customers. (inancia1 in~fii~tions. ~onB~IlGn6. or the public. Content dirsributed wilhin the client Oryanira(ion musf diSplay CERiVs legal notice8 and ettnbutions Dt wthomhtp. Same 
infomation supplied by CERn may be oblalned horn sources Ihal CERA believer 10 be reliable bul are in no way warranted by CERA a5 lo BCCUrboi or Completeness. Absent a 
speMk ayreemenl to the contrary CERA has no obligation $0 update any content or informalion provided 10 a client. 

me CERA Monlhiy Bmting is pa* of CERA% Relainn Aduisav Service. For more information, plans call r l  817 866 5000 (US4 or +33 (Oli 42 44 10 10 (France). or amvl 
inio@cera.com. In tho USA- 55 Cmbridge Prmway, Cambridge. MA 02142. USA. In Evropc: 21 bodeuard de la Madeleine. 75038 Paris, Cedex 01. France. @ 2007. iut rights 
reserved. Cambridge Energy Reseivch AFsociafes. 1°C NO Donion of this Rpo“ may be reproduced. reused. or otheWse dlrVibuted in m y  form wilhouf prior Mnen conrent. CERA 

X” IHS Cnnplih 

mailto:inio@cera.com
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(see Figure 1). Hence, the balance of risk is changing to the downside as market fundamentals 
reassert themselves. CERA expects gas prices to average $6.87 per MMBtu at Henry Hub in 
July and $6.49 per MMBtu in August (see Table l).* 

One pillar of price support that has not weakened is oil prices. West Texas Intermediate 
(WTI) prices averaged $65 per barrel in second quarter 2007. The recent increase in 
oil prices-in excess of $74 for WTI and $77 for Dated Brent-has occurred despite 
US crude oil inventories' reaching a nine-year high and European crude oil inventories' 
standing about 3 percent above normal. For both the Gulf Coast and New York markets 
CERA'S outlook for natural gas prices is below that for residual fuel oil prices (see 
Figui-es 2 and 3). Gas delivered into Florida is expected to average $1.68 per MMBtu 
below Gulf Coast residual fuel oil prices from July through October. In New York gas 
prices are expected to average $2.22 per MMBtu below residual fuel oil prices for the 
same period. Therefore, dual-fuel plants in both markets should run on gas rather than 
residual fuel oil. Hence, in the event of a price spike, the market will be able to shed 
some demand-CERA estimates roughly 769 million cubic feet (MMcf) per day for the 
combined New York and Florida markets.** However, with gas trading below residual 
fuel oil in both these makets, there will likely be some resistance to gas prices' moving 
above residual fuel oil. 

Figure 1 
Pillars of Gas Price Support 

.1 .. x. 

Diversions 

Soume: Cambridge Energy Research Associates. 
70704-1 

*Unless otherwise indicated, all CERA pricc and basis outlooks predict the average daily spot 
**See the CERA Decision Brief Dual-fuel Siearn Gowarion: Alive and Well. 

b 2001, Cambridge Energy Rescaich rislo~iates. I_. No ~ n i o n  of this repod may be reproduced. reus&. Or otherwise disliibuCed in m y  lam Mthoul pdor wriltan ~onfeO1. 



BNP Paribas Natural Gas Market Watch I 
23 July 2007 

f3NP PARIBAS 
--*I-MsumlTr 

Although the information in this report has been oblained from sourccs whkh BNP Paribas.believes. lo 
be reliable, we do no1 represent or warrant ils accuracy. and such inlwmalirm may in? incomplete or 
condensed. All estimates and opinions included in lhis report Wnslitule our judgement as of the dale of 
the report and may be subjccl lo change wilhoul nolice BNP Paribas or ils afiliates may, from lime lo 
Bme, have a pOsibon M make a market in the financial products mentioned in lhis report. or in denvallve 
inslruments based thereon. BNP Paribas shall no1 be responsible for the wnsoqdemes of reliance . 
upon any opinion or stalement conlalned herein or lw any omission or error of lacl. This report is 
mnfidenbal and is being submined to selected recipients only. This report may not be +produced (in 
Mole or in part) lo any other perron wilhoul the prior wrinen pemlission of BNP Panbas. Copyright 0 

Commentary 

Natural Gas gapped lower on Monday morning indication the bearish fundamentals are 
weighing heavily on traders minds. The gap is from 6378 to 6295. The lack of heat 
demand is ctushing the cash and the futures are following. Cash traded 597ish today 
afler posting 6460 on Friday. Futures settled 6039 down 40.7 cents. The market sold off 
right to the next major support level of 6000 and held the first test. The market may 
consolidate in this area as we get closer to August expiration. However, the 
fundamentals remain extremely bearish unless we see some Hurricane hype which will 
create fear in the minds of all. The short term and long term weather forecasts are all 
calling form normal temps in the key Electricity /AC demand regions. The lack of 
weather is also calling for larger EIA Storage Builds. The larger builds will diminish the yr 
on yr deficit and add to the 5 yr surplus. I think the market searches for sell stops below 
6000 on Tuesday. Support: 6000,5740, and 5500. Resistance: 6300 and 6500. 

, 

2 I Commodity Futures 
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I NYMEX spirals toward $6, settles at 7-mOnth low 
The August N W E X  gas futures contract plunged 40.7 cents on 
Monday to close at $6.039/MMBtu, the lowest prompt-month 

Ha settlement since December 27. Cash prices followed suit in 
every region but (he Rockies, where pipeline constraints provided support. 

The August contract opened a t  $6.16 and inched to a high of $6.18 
early in the day before plummeting to a low of $6.01. Over the past two 
days, i t  has tanked nearly lo%, or 66.7 cents. 

"It. feii.to the most important pricing support . . . . . . .  level that I have been 

talking to my customers about for the'hetter part of s i  months." sald 
Charlie Sanchez, analyst for Gelber & Associates. "The $6.10 level is an 
important target level. Today was huge." 

Sanchez said he believes the contract has enough downward 
momentum to break through heavy resistance at $6 and slide to $5.75 
or so. "With the amount of gas we have in storage, the fair market 
value is closer to $5.50." 

He added t h a t J 6  "has an . ~ ~ ~ ~ a ~ ~ ~ ~ ~ _ o r ~ . ~ ~ a ~ . . ~ ~ ~ k ~ ~ - ~ ? ~  
.. [a contract] .......... gets throngh 56. it moves quickly - down or ug:.ThTcs 
usually a place where there is a somewhat noticeable battle between ................. ,I_ ..................... .. l.̂_....-.--.-- . 
lows ana  shorts." ...... Q."." -__- 

In the spot market, Southwest and West Coast prices spiraled lower 
due to a variety of factors, including moderating weather, the falling 
NYMEX contract and a softening crude oil market. 

The Pacific Gas and Electric dty-gate dropped around 35 cents as "the 
market got totally squashed," a trader remarked. Malin, Oregon, also sank 
around 35 cents and Southern California Gas shed 30 cents or so. 

Even triple-digit temperatures in parts of the desert Southwest failed 
to support prices on  El Paso Natural Gas in the San Juan Basin, which 
lost about 30 cents, or El Paso in the Permian Rasin, which gave back 
about as much. 

Rockies prices buck national trend, move higher 
Prices tumbled in the Pacific Northwest and western Canada, with 

persistent rain showers and the NYMEX contract's weakness deflating 
Westcoast Energy's station 2 in British Columbia by around 45 cents. 
"There were actually pretty decent volumes, but not a lot of value on 
the T-south line," one trader said, referring to the transportation route 
between station 2 and Sumas, Washington. 

Sumas prices fell nearly 45 cents, while AECO-NIT in Alberta 
dropped about 40 cents. 

Rut in the Rockies, where Northwest Pipeline alerted shippers of 
another maintenance project, cash prices rallied. The pipeline said it 
will conduct pig runs between its lava Hot Springs compressor station 
and its Pocatello cornpressor station, which will take as much as 18,000 
Dt/d offline. The work is expected to be completed by Friday. 

Northwest's south of Green River station shot up more than 35 
cents, while Northwest's Wyoming pool increased more than 15 cents 
and Kern River Gas Transmission at the Opal, Wyoming, plant gained 
nearly a dime. But Colorado Interstate Gas moved a few cents in the 
other direction. 

lo the Midcontinent, prices retreated due to light weather-related 

. .  

.- 
.... 

. 

A--- -A - - A  &t.- - i . , l . : - - h i Y \ ~ C V  ',TATn ..mh--inn<,v _1 r n i n n n c  in rho 

Tuesday, July 24,2007 

NATIONAL AVERAGE PRICE: 5.760 

T ~ N .  date 7/23 
m w  dateis): 7/24 

Mldwlnt Absolute Common volume ha i r  

PermIan Bash Area 
........................ El Paso. Permian " Basin ?L?., ...... 2:22s:?!? ......... 553558 ...... 726. 99.. 
.- Wdha ~ _ _ _ _ _ _ _ _ _ _ _  5.660 5.405.74 5.6a5.73 ~ 270 54 

??!a".@?!? ""S ...... ? 3 S 2  .......... 5:5::5:.?9. ...... ..6L. .. a .. 
lLL .TeraRu~. toUWana *ea 

Tram. date: 7/23 
mx date@): 7/24 

. . . . . .  

Midpoint Absolute Common Volume Desk 
ROCkiW 

CIG. Rocky Mountain* 3.655 3.503.95 3.54.3.77 58 16 
Heio River. Opal oiam . 3.735 3.454.50 3.474.00 279 56 

Questx Ro&y?tountains 3.190 2.753.46 3.013.37 33 -..A_ 

NOlthwest..Wyoz?!EL . 3.755 3.574.30 3.573.94 I ........................ 19 4 

. .._....._......._._......-,._x.......-...._.......__-.... . ., 

.... -, 
Stanlield, O m  5 . w  5 . ~ 5 . 4 2  5.395.41 174 36 

Cheyenne Hub 4.355 3.985.30 4.0~4.69 i o 8  --22. 

NoN1wst. 5. Of Green River 3.920 3.92-3.92 ~ ..... .... ., 

_ ^-  ....... 
- 

70 1 

Ircwois. remips 6.250 6.196.30 6.226.28 391 59 
Niagara 6.205 6.176.26 6.186.23 252 34 
Northwest, Can. . Wr. (Sumas) 5.245 5.22-5.26 5.245.26 238 44 

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

....... 
........ _c4.905..2:L54&?2%9L. 222% .... IF- .. 

er~on. Viking GL 5.605 5.465.57 5.485.53 260 
Dam. 00ta"o 2&?-6".19?2?5.16 

"pspa'e 5.335 5.316.36 5.32-5.35 
westcoas1. station 2- C4.775 C4.754.81 C4.764.79 202 27 

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

Apprlachla 
Wminion. North Point 6.390 6.396.39 ...... 4 1  ......... 

-%..E!?L ~ ........ 
" 

519 106 6.285 6.226.34 
6.320 6.326.32 2 1  

_ 
.................................. .................... ~ 

.. .. 
MlssWpp+AIabma 

rmnsm. zone 4 5.960 5.926.00 5.94-5.98 37 16 
..... ....... ?:?*:5:95 ............. 88 ...... ,.A .... 

" ....................................... 

others 

Aleonquin, receipts ... - - - - -  
^^ . ................. ... 5..0.. ............ 37 ... 

5.635 5.61.5.67 -. 5 
5.810 5.705.85 5.79-5.83 139 24 

5.500 5S35.50 5.505.50 1 1 NGPL. Rmariilo reoeipl 
Northern. Venlura 5.685 5.6a5.71 5.665.71 371 58 
Northern. demarc 5.685 5.64-5.74 5.66-5.71 190 40- 
Dracui. Mass. 6.245 6.216.27 6.236.26 108 

~ ANR. ML 7 6.080 6.046.18 L.?AL-.L 2 .... 
.. 

,....,........._.._,._.._...._._.,.,._......-....-..-.---.....I _. 
.... 

Chicago city.ates 5.825 5.7a5.89 5.805235 . 633 126 . 
C o n ~ u r n e i ~  Energvciryeale , 5916.14 6.045 6.W6.09 .g223,~-<6_. 
Mich Con cirigate 6.010 5.956.16 5.556.06 2 8 7 4 1  
PG&E citygale 6.070 6.036.13 6.056.10 846 

6.700 6.706.70 6.706.70 20 1 
Aigonquin. ciciRatcs 6.465 6.396.51 6.446.50 210 38 

I~oquois. zone 2 6.435 6.366.45 6.416.45 2 2 2 2 -  
Texas Fsstam. M-3 6.360 6.196.44 fi.326.40 542 112 

I . 

_ ~ ............... 
.... 
...... ' e n n e ? r e ~ ~ 1 ~ " . 6 d ? ~ ~ ~ ~ d  .... - ~ ~ ~ ? _ - ~ ~ ~ ~ ~ 2 . _ - ~ 3 ~ ~ ~ 0  A!??. 22. .- 
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$6.16 

$6.039 

$6.010 

Weather Briefs - Interior Norlheast Continues Wet - Heat Remains 
In The Plains, But The Upper Midwest Is Cool Due To Extreme 
Moisture - Southwest Monsoon Continues ... L.A. Is Cool, Dude! 

I 

The EIA reported a 65 Bcf storage build last week, increasing 
the nationwide stocks to 2.692 Tcf. The build was within the 
industry's expectation of 58 - 80 Bcf. In the same week last 
year the stock level was 2.763 Tcf, which sends the year on 
year deficit to 71 Bcf. Indication for this week is a 70 Bcf build 
compared to a 7 Bcf draw last year and a 46 Bcf build for the 
5yr. Average. 

n(rge oo, wes, 
hot, but e Ceak 

Winds lo some pl~aces reached 50 mph and rain droplet size wes 
measured equal to topical storm size. If this system was over the GOM it 
would have beeo ClasMd. So much for the heat that was fwecast in Ihe 
hlgh,?ophtion areas. ~ Y S .  It wilt return. however ... "ex1 week. 

ConocoPhillips Co. Page 1 1/24/2007 

Today Bearish Auaust /IBturalGas Ched Down 0.407d 30-Day: Buiiish (Hurricune) 
Bottom Line - There are stili no storms...or anything close to being classified. vet, i t ' s  sti l l  cooi in the Northeast Quad and 

dong the Gulf Coast CONUS, which means low heat-related demand. High inventory lwels and the prospect of euen 
more supplies ar the injection reoron continues is aiso pressuring prices. Finally. there's nothing like a tropical storm 
anywhere in the Atlantic It'J the bearirhnerr I told you war going to happen last month. ..and didn't. 

. ~ e ~ t e ~ d ~ ~ . ' I , . ~ ~ ~ ~ @ t  
It's the old "kick the supports out from under the statue and IO(? it fall and crumble" m a k t  move Without weather 
and facing a glut of supplies, August blew past technical support lwels overnight and into the outcry trading session 
Monday, finally coming to rest at i t s  lowest finish of the year IO far -- $6.039. Early last week August gas found 
support near $6.24, which sent futures on a technical rebound up to a 16.74 ceiling on July 19th. Unable to moue any 
higher due to a lack of any clear upside drive, August promptly resumed the downside assault, tahing out the 
PrwiOUJ $6.25 f lwr  of support in the overnight session then tahing out 16.10 once outcry trading resumed. Hauing 
found i t s  daily high of S6.18 in some of the fint minutes of trading, August natural gas (like the entire energy complex 
Monday) spent the entire session in the red, finding a low of $6.01, a new low for all of 2007. In i t s  front month debut, 
the September crude oil contract fell 90( to settle at $74.89 as profit taking and liquidation followed Friday's August 
expiration at $75.57. 

Todorir Market 
What can I say? This is  the crash that should hare happened last month, but didn't. That said, it's my experience that 
delayed reactions to wenuhelming fundamentals usually result in an aggressive werreaction that's almost elastic in 
i t s  momentum along the axis of mean revenion. That means we've got a lot of downside to go. 
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barrels for the Gulf of Mexico between now and October (see 2007 Outlook for 
Hurricane Imoacts). Domestic production is also projected to increase by 3.5 percent 
in 2008, averaging 5.3 million bbVd. Contributing to the increases in output are the 
Atlantis deepwater platform, which is expected to come on-stream later this year, 
and the Thunderhorse platform, expected to come on-stream late in 2008. 

Inventories. Motor gasoline inventories during the first half of the summer (April- 
June) were tight and are expected to remain so during the rest of the season 
(Gasoline and Distillate Inventories). At the end of June total gasoline inventories 
were 205 million barrels, 8 million barrels below the average of the previous 5 years. 
The low-inventory situation is expected to persist, with end-of-season (September 
30) stocks at 198 million barrels, 7 million barrels below the previous 5-year average 
and 17 million barrels below last year. The inventory situation, combined with 
continued demand growth, is expected to contribute to refinery margins higher than 
those of the previous summer season. 

Prices. Crude oil prices, which have been rising over the last 2 months, are 
expected to reach a peak monthly average price in August before starting to ease 
slightly. In 2007, the average refiner acquisition cost (RAC) of crude oil is projected 
to be $62.35 per barrel, higher than the $60.23 per barrel average in 2006. The main 
reason for this increase, the tight world oil supply and demand balance, is expected 
to continue next year, with a projected average 2008 RAC price of $63.92 per barrel. 
WTI prices are projected to average $65.56 per barrel in 2007, and increase to an 
average of $66.92 in 2008 (West Texas Intermediate Crude Oil Prices). 

The average summer-season retail regular motor gasoline price is projected to 
average $3.02 per gallon, up 18 cents per gallon from last summer (Gasoline and 
Crude Oil Prices). 

Natural Gas Markets 

Consumption. Colder-than-normal weather (4 percent more heating degree-days 
than normal) and increased utilization of natural gas-fired facilities in the electric 
power sector raised total natural gas consumption by 2.9 percent in the second 
quarter 2007 over the corresponding period of 2006. With natural gas as a primary 
fuel source for meeting peak demand for summer cooling, temperatures likely will 
continue to play a key role in determining natural gas consumption throughout the 
third quarter. The assumed return of near-normal weather in third quarter 2007 
from the warmer-than-normal third quarter of 2006 (10 percent more cooling 
degree-days than normal) is expected to result in a decline in year-over-year 
consumption for the quarter. On an annual basis, however, total natural gas 

Energy Information AdministrationlShort-Term Energy Outlook - July 2007 
4 



consumption is expected to rise by 4.3 percent in 2007 and 1.1 percent in 2008 (w 
US. Natural Gas Consumption Growth). 

Production and Imports. In 2007, total dry natural gas production is expected to 
increase by 0.3 percent. EIA's projection of 2007 U.S. dry natural gas production 
reflects an allowance for hurricane-induced outages of about 85 billion cubic feet 
@cf) in the Gulf. On an annual basis, production from the Federal Gulf of Mexico is 
expected to decline by 4.9 percent this year, but recover with 8.1 percent growth in 
2008. Expectations of continued production growth of 1.1 percent from onshore 
wells in 2008 likely will result in an increase of total U.S. dry natural gas production 
of 2.2 percent. 

Imports of LNG averaged 3 bcf per day during the second quarter and are now 
expected to total 840 bcf in 2007, roughly 44 percent above last year. In 2008, LNG 
imports are projected to increase by 22 percent above 2007 levels to 1,020 bcf. 

Inventories. On June 29,2007, working natural gas in storage was 2,521 bcf (U.S. 
WorkinF: - Natural Gas in Storage). - After a string of above-average injections in May 
and June, current inventories are now 364 bcf above the 5-year average (2002-2006) 
and just 84 bcf below the level of a year ago. 

Prices. Absent weather scenarios that diverge from EIAs hurricane and 
temperature assumptions, the Henry Hub spot price is expected to average $7.66 per 
thousand cubic feet (mcf) in the third quarter and $8.79 per mcf in the fourth 
quarter. Currently, EIA projects that the winter price peak will occur in the first 
quarter of 2008, and the average monthly price is expected to remain under $10 per 
mcf. On an annual basis, the Henry Hub spot price is expected to average $7.91 per 
mcf in 2007 and $8.39 per mcf in 2008. 

Electricity Markets 

Consumption. Total retail sales of electricity during the first two quarters of 2007 are 
estimated to be 2.4 percent higher than during the same period in 2006. Although 
cooliig degree-days for the third quarter of 2007 are expected to be about 9 percent 
lower than last year, continued economic growth will likely push third-quarter 
residential and commercial electricity sales slightly higher than last summer. Total 
electricity demand is expected to increase by 1.8 percent in 2007 and by an 
additional 1.4 percent in 2008 (Total U.S. ElectriciW Consumotion Growth). 

Prices. With the exception of the East North Central region, residential electricity 
prices have been growing at a relatively modest rate so far this year compared with 

Energy Information AdrninistrationlShort-Term Energy Outlook - July 2007 

5 



LOOZ/E/L 

LOOZIEI9 

LOOZIEIG 

LOOZIEIP 

LOOZIEIE 

LOOZIEIZ 

LOOZIEI 1 

9OOZIEIZ 1 

900ZIE/O 1 

m 
900ZIE16 

900ZIE18 

900ZIEIL 

900ZIEI9  

900ZIEIG 

900ZIEIP 

900ZIEIE 

900ZIElZ 

900Z/E/1 



~ 

-- 

- -  

-- 

0 0 0 0 0 0 0 0 0 

69 
K 2 9 

69 
d 
(A 

2 
69 

2 z 69 69 69 
z 9 

r- 2 
(A 

9 

69 

WPl$ 

- LOOZ/E/L 

LOOZ/&/9 

LOOZ/E/Z; 

LOOZ/E/tJ 

-- LOOZ/&/& 

-- LOOZ/ElZ 

- -  LOOZ/&/l 

-- 90OZ/&/zL 

-- 900Z/&/Ll 

-- 900Z/&/Ol 

-- 900Z/&/6 

-- 9002/&/8 

-- 90021EIL 

-- 900Z/&/9 

-- 900Z/&/L; 

- -  9OOZ/&/P 

-- 9OOZ/E/& 

- -  9002/&/Z 

-9OOZ/&/L 



07/24 8:56a CDT Oil Prices Fall Below $74 a Barrel 
Oil Prices Fall Below $74 a Barrel 

By PABLO GORONDI= 
Associated Press Writer= 
t. 0pic:MarketUpdates 

ud prices kept falling Tuesday amid worries that crude prices 
have risen too high lately and on speculation that recent OPEC 
comments may signal a less bullish position on production and 
supplies. 

Light, sweet crude for September deliveIy on the New York 
Mercantile Exchange lost $1.07 to $73.82 a barrel in electronic 
trading by afternoon in Europe. On Monday, the contract had fallen 
90 cents to $74.89 a barrel. 

September Brent crude dropped $1.04 to $75.82 a barrel on the 
ICE Futures exchange in London. 

A fair price for crude oil is between $60 and $65 a barrel, 
Hasan Qabazard, head of research for the Organization of Petroleum 
Exporting Countries, told Dow Jones Newswires on Monday - leading 
some to conclude the cartel may be open to reversing its long-held 
position that oil supplies are adequate. 

saying the group is concerned about the impact of higher oil 
prices. 

r 
a.-,yst with Tokyo brokerage Daiichi Shohin. 

boost output, analysts said. The group has maintained for months 
that high oil prices are not its fault, and analysts have 
criticized OPEC for cutting production this year. 

Qabazard, however, stopped short of announcing the cartel will 
increase output, saying that while prices are hovering above his 
target range, he sees no reason for OPEC to increase output at its 
September meeting. 

production will be raised by the end of the year. 

impact. 

run,” said Paul J. Harris, head of natural resources risk 
management at Bank of Ireland Global Markets. “Whilst traders have 
cut the extent of their long positions, technicals still suggest 
further upward moves to test the highs of last August.” 

w--Uy U S .  government data on the country’s fuel inventories. 
,alysts surveyed by Dow Jones expect the U S .  Energy 

hformation Administration’s report to show crude oil stocks 
Falling 1.1 million barrels and gasoline stockpiles growing by 
510,000 barrels last week. Distillates, which include heating oil 

Reports Sunday had quoted OPEC President Mohammed al-Hamli as 

“The OPEC comments gave traders a good opportunity to take 
‘it as it was really too high,” said Koichi Murakami, an 

Energy traders were most focused on the prospect that OPEC could 

Al-Hamli said as well that it is not yet clear whether 

Others, however, said OPEC’s comments would not have a deep 

“The rhetoric alone is insufficient to divert the current bull 

Market participants were also awaiting the Wednesday release of 



and diesel, are forecast to have gained 730,000 barrels. 

to 91.8 percent of operable capacity. If the forecasts for refinery 
usage ring true, it will be the highest use level since September 
2006. The average for this time of year is 94 percent. 

‘LA data will test the resolve of the bulls in the market,” 
Harris said, adding that it would take only a slight change from 
expectations on the upside to push Brent prices back to near US78  
a barrel. 

Gasoline prices lost 3.06 cent to $2.0735 a gallon. Natural gas 
futures dropped 16.2 cents to $5.877 per 1,000 cubic feet. 

prices to high inventory levels due to the warm summer. 

US. refinery use is expected to have grown 0.8 percentage point 

Nymex heating oil futures lost 1.26 cents to $2.0435 a gallon. 

Austria’s PVM Oil Associates attributed the fall in natural gas 

- 
Associated Press Writer Gillian Wong in Singapore contributed to 

this report. 
(PROFILE 
(C0UNTRY:Austria; ISOCOUNTRY3:AUT; UNTOP: 150; UN2ND: 155; APGR0UP:Europe;) 
(C0UNTRY:Ireland; ISOCOUNTRY3:IRL; UNTOP: 150; UN2ND: 154; APGR0UP:Europe;) 
(COUNTRY: Japan; ISOCOUNTRY 3 : JPN; UNTOP: 142; UN2ND: 03 0; APGR0UP:Asia;) 
(C0UNTRY:Singapore; ISOCOUNTRY3:SGP; UNTOP: 142; UN2ND:035; APGR0UP:Asia;) 
(C0UNTRY:United States; ISOCOUNTRY3:USA; UNTOP:02 1; APGR0UP:NorthAmerica;) 
(C0:United States Oil Fund LP; TS:USO; IG:8700;) 
) 
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Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2007-08 

DthlDay 
November December January February March Total % 
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Mid Term Weather (30-60 days) 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
August 28,2007 

Above normal temps lor September and October will most likely 
Long not create a lot of load for electric generation, but wiil po~tpone 

the start of the heating season. 
$ 

Long Term Weather Fowcast I 4 I Long I N O M  predicing a wanner than normal start to winter I 

$ EiA Weekh/ Storage Report 
Both StDrage injections for the week ending August 17 were 23 BCF. 

Storage levels are 3% higher than last yeat at 2.9 TCF. 

I 6-10 day forecast 1 t I Short IHeat waves continue. 

Energy Information Administration 
Wnfw 2007/08: $7.81 
Summer 2008: $7.05 

c+ Long 

~~~~~~~~ 

CSU B N O M  revised forecast down. but still predicting more 
Short activily than normal. WeatherRisk piedictiog repeat of last year. I Cumnth/ there is no tropical storm activily in We Atlantic or Gulf, I i I  Tropimi Storm Activily 

" 

induced supply disruptions ...' 
current price projections remain vulnerable to patentlei storm 

Industry Pubiications 

Wnler 2007l08: $7.272 

Psribas Short '...the Bte Sell off sets UP to test 5250 an Monday.' 

Long AUQUS~ 14th - 'Pace: Gas market in 'penanent shortage' mode' 

Short August 22nd - 'Denhardt: Sub-$5 gas not out of the question" 

Short support level I've got. which builds oversoid momentum as we 
We're in the P ~ O C ~ S S  of breaking every Sholl and long term 

"O . 

Economy 

Demand 

SUPPiY 

Long EIA "...lndustirai $actor consumption is expected to decline by 
1.5 percent: I 

L ~ n g  EIA: 'Growth in Onshore production continues to offset declines ii 
production from the Guifof Mexico." 

"Benchmark oil prices edged upward Monday as tradets focused 
Long on signs that the U.S. economy is in belle, shape than previously 

 thought.^ 
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Delivery 
Month 

Nov-07 
Dec-07 
Jan-08 
Feb-08 
Mar-08 

Winter 07/08 

Apr-08 
May-08 
Jun-08 
Jul-08 

Aug-08 
Sep-08 
Oct-08 

Summer 2008 

Nov-08 
Dec-08 
Jan-09 
Feb-09 
Mar-09 

Winter 08/09 

Apr-09 
May-09 
Jun-09 
Jul-09 

Aug-09 
Sep-09 
Oct-09 

Summer 2009 
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8/27/2007 

Duke Energy Kentucky 
Hedging Program 
Current Position 

Hedged to Date Next Target (10/31/07) 
Base Supply Total Required Allowed 

Dth/day Dthlmo Dthlday Dth/mo dth/day dth/day 

Nov-09 
Dec-09 
Jan-I 0 
Feb-I 0 
Mar-I 0 

Winter 09/10 



Duke Energy Kentucky 
Hedging Program for tar 2007108 
Cos1 Averaging w i l h h  

1 4 a y  
2-May 
3-May 
&May 
7-May 
&May 
%May 

10-May 
11-May 
14-May 
15May 
7BMay 
17-May 
16-May 
21-May 
22-May 
23-May 
24-May 
25May 
29-May 
30-May 
31-May 

l J u n  
4Jun 
N u n  
6Jun 
7-Jun 
6-J"" 

11jun 
12-Jun 
13jun 
14jun 
15jun 
16-Jun 
19-Jon 
20-Jun 
21-Jun 
224"" 
25-Jun 
26-Jun 
2 7 4 ~ 0  
26-Jun 
294"" 

2ju1 
3Jut 
5ju1 
6-ju1 
9-ju1 

10-Jut 
l l J u l  
12ju1 
73j"1 
16Jut 
77Jut 
16-Jul 
19-Jul 
20-Jut 
23ju1 
24ju1 
25Jut 
ZS-Jut 
27Jut 
30ju1 
31-Jul 
1-Aug 
2-Aug 
3-Aug 
6-Aug 
7-ay1 
8.AW 
SAUQ 

10-AUQ 
Total 



Page 1 of 1 
DE-Kentuck! 

dging Plan Applic 
Page 115 of 30; 

.... ,. 



Northern Tier Cooled No Big Changes 
to October 

Tough Call on Shoulder Month 

of July too, there is considerable 

1OY Normal: 281.6 
30Y Normal: 304.5 

1OY Normal: 175.8 

Sep 2006: 138.7 Oct 2006: 326.0 
Oct 2007 Fcst: 
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FORECAST VALID Sunday, 9/2 

DAY 9 

FORECAST VALID Tuesday, 9/4 

'odav's Forecast 

lodels are consistant with a broad area of warm weather 
ettling into the Interior West for much of the period. 
:ompared to last week's analysis, this warmth is holding 
s ground longer than expected. The Northwest, 
ieanwhile, could stuggle to see persistent warm weather 
tretch towards the region for the majority of the period. If 
lny warm weather reaches this region, it would appear to 
le brief in nature, particularly later in the period. The 
iouth could also be a trouble spot as the potential for drier 
onditions may yield warmer weather during the period. 

eather Aims To ~~~~~~~~ Int. 

FORECAST VALID Monday, 9/3 

MUCH BELOW........ -8FT0 -14F 

MDA EarthSat Energy Weather 601 1 Executive Blvd.,Suite 400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 
www.rndafederal.comlwx/eiiergywx/ (copyright 2007) 
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as early as January 2010 and the second by December 2012. 
The new pipeline also would be built in two phases, with the so-called 

Southern Segment expected to be in service by July 2011. That leg, comprising 
about 105 miles of 42-inch-diameter pipe, would run from an interconnection 
with Southern Natural's line near Port Wentu'orth, Georgia, to Southern'S Wrens 
compressor station in Jefferson County, Georgia. 

The Northern Segment, comprising 83.1 miles of 36-inch-diameter pipe, 
would run from Wrens to interconnections with Transcontinental Gas Pipe Line 
in Hart County, Georgia, and Anderson County, South Carolina. KG 

Bush likely to veto energy bills . . . /iompaxi! I 

The House Democratic leadership had planned to begin debate on the rneas- 
ures Priday morning, but an acrimonious dispute over an agriculture spending bill 
delayed action on the energy legislation until Saturday. 

The twin bills are designed to promote renewable energy and repeal several 
provisions in the Energy Policy Act of ZOOS, including up to $15.3 billion tax 
breaks for the oil and gas industry (CD W2). The White House said it was particu- 
larly concerned about the latter proposal, saying it would lead to higher enerby 
costs for US consumers aqd businesses. 

targeted tax increase that puts US industries at a disadvantage to their foreign 
competitors," the OMR statement said. "Changes to the foreign tax credit rules 
related to foreign oil and gas extraction income and foreign oil-related income 
will also disadvantage US-based companies by reducing their ability to compete 
for investments in foreign energy-related projects." 

cient" tax credit bonds for conservation and renewable energy production. 
"Current law already provides sufficient federal assistance to encourage these 
efforts," OMB said. 

The White House also "strongly opposes" lanwage that would bar companies 
that hold controversial 1998 and 1999 Gulf of Mexico leases from acquiring new 
leases, or require them to pay a conservation fee, unless they agree to accept price 
thresholds that were omitted from the original contracts (GD 9/14). 

The fees would be $9/barrel on newly produced oil and $1.25/MMBtu on gas. 
They would become effective when the prices of oil and gas exceed $34.73/bartel 
and/or $4.34/MMBtu. 

"This provision is likely to result in significant delays in lease sales in the 

"Repealing the manufacturing deduction for only the oil and gas industry is a 

The statement said the bills include $8 billion in "expensive and highly ineffi- 

went that the provision is litigated." OMB said. CI. 

CSU team expects second half 
of hurricane season to be active 

The Colorado State University hurricane forecast 
team on Friday slightly reduced the number of storms it 
expects in the Atlantic Basin this season, citing lower 
Sea surface temperatures over the tropical Atlantic. 

But CSU researchers Philip Klotzbach and William 
Gray said they still anticipate above-normal activity for 
the season that began June 1 and ends Novemoer 30. 
They are calling for a total of 15 named storms, with 
eight becoming hurricanes and four becoming intense 
hurricanes of Category 3 strength or greater. 

In late May, Klotzbach and Gray predicted 17 named 
storms, nine hurricanes and five intense hurricaPes. 

The forecasters notod Frlday that only lwo named 
storms have emerged so far this season. mey did not 
count subtropical Storm Andrea, which formed off the 
southeastern US coastline on May 9 and never was dassi. 
fled as a tropical Storm by the National Hurricane Center. 

The team put the probability of a hurricane making 
landfall along the  Gulf Coast from the Florlda Panhandle 
westward to Brownsville. Texas, at 44%. compared with a 
loneterm average of 30%. J B  

Northwest launches open season 
for Colorado Hub Lateral project 

Northwest Pipeline on Friday launched an open sea- 
son through 3 prn Mountain time August 31 to solicit 
binding commitments from shippers for its proposed 
Colorado Hub Connection. 

Colorado Hub Lateral, that would allow the Greasewood 
and Meeker hubs to access Northwest's mainline near 
Sand Springs. Colorado. parent company Williams said. 

Shippers can subscribe for existing Northwest capac. 
ity paired with Colorado Hub Lateral capacity to move gas 
from points north of sand Springs on the pipeline's main- 
line system to the GrCasewood and Meeker hubs: or 
from the Greasewood and Meeker hubs to delivery points 
near Ignacio, Colorado. where Northwest interconnects 
with El Pas0 Natural Gas and Transwestern Pipeline. 

Subject to regulatory aPProvals. the company expects 
to bring the Colorado Nub Lateral online in November 
2010. Additional information can be obtained from Hank 
Henrie at 801-5846625 or Larry Laisen at 801.5845645. 

The project would involve a new 34mile pipeline. the 

6 i Copyright 0 2007 The McGraw-Hill Companies 
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, ,  EIA reports 42-Bcf storage build . . . pompage I 
was helow consensus expectations of 49 and 54 Bcf, suggested either that gas 
demand has become more sensitive to modest changes in cooling degree-days. some 
domestic production has been shut in or liquefied natural gas imports have dropped. 

"Either way, this Suggests lower injections going forward as w1l and is a clear 
bullish surprise," he said. 

In addition, "this week has been hotter than last week and next week may he 
a little bit warmer overall than this week," Evans said. "So we could have another 

Copyright 0 2007 me McGraw-Hill Companies 

(week ending Avg 3) 
This Week Last Week Change 

couple of supportive storage 
numbers still in this series." 

But Wachovia economist 
Jason Schenker said Thursday's 
EIA report instead reinforces the 
bearish pressures on the market 
- specifically, a fast-growing 
year-over-year surplus and inven. 
tories that are 16.4% above the 
five-year average. 

Schenker reaffirmed his pro- 
jection that inventories will end 
the cooling season near or above 
record levels. "As such, while 
recent warmer weather and hur- 

ricane concerns may have boosted the price of natural gas recently, contract 
prices could see significant downside risk from a well-supplied market," he said. 

Inventories now are 159 Bcf above the five-year average of 1.385 Tcf in the 
Fast, 58 Bcf above the average of 348 Bcf in the West and 190 Bcf above the 742 
Bcf average in the producing region. SGS/CB 
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NOAA maintains its forecast 
for active hurricane season 

Government forecasters on Thursday slightly reduced 
the level of tropical activity they expect in the Atlantic 
Basin this year but maintained their prediction of a 
busier-than-average hurricane season. 

Administration forecast 13 to 16 named storms, of which 
seven to nine will become hurricanes. Of those, NOM 
said three to five could develop into severe storms Of 
Category 3'strenpth or better. 

would bring 13 to 17 named storms and seven to 10 
hurricanes, three to five of them intense. 

"Most of the atmospheric and oceanic conditions 
have developed as expected and are consistent with 
those predicted in May," Gerry Bell, lead seasonal hurri. 
cane forecaster at NOMS Climate Prediction Center, said 
in a statement. "The biggest wild card in the May outlook 
was whether or not La NiAa would form, and if so, how 
strong it would be." 

"Today's El NiWLa Nifia forecast from the Climate 
Prediciion Center indicates a slightly greater than 50% 
probability that La Nina will tom during the peak of the 
hurricane season. But more importantly. we are already 
observing wind patterns similar to those created by La 
Nina across the tropical Pacific Ocean and Caribbean 
Sea that encourage tropical cyclone development. The 
conditions are ripe for an above-normal season." 

The agency said that to date this season. there have 
been three named storms in the Atlantic. which is slightly 
above average. The Atlantic hurricane season runs from 
June 1 through November 30. JB 

The National Oceanic and Atmospheric 

In its May outlook. the agency predicted the season 
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Court rejects Devon's appeal . . . pompage I 

MONDAY, AUGUST 27.2007 

ier, Oklahoma Cify-based Vevon deducted the costs of compressing and dehydrat- 
ing gathered gas for transport to its Buckshot plant 126 miles away for further sale. 

In 2003, at Devon's request, Interior examined royalty calculations on the 
Powder River gas and disallowed the deduction, saying it didn't involve the cost 
of transporting gas to a sales point. Interior ordered Vevon to recalculate how 
much money it owed the government. 

the reversal constituted a new rule and that Interior hadn't gone through the 
proper rulemaking process. 

Act by "reinterpreting Interior regulations in a manner fundamentally different 
from the agency's prior interpretation of the same regulations," without issuing a 
notice and allowing for comment. 

But District judge Louis Oberdorfer ruled late Thursday that the guidelines 
"constitute a policy statement of enforcement, not an interpretation of the mar- 
ketable condition rule," which requires lessees to pay the costs of bringing gas 
into marketable condition at no cost to the government. 

Even if the guidelines were considered an interpretation, the judge said the 
"interpretation is ambiguous and _ _ _  Interior's 2003 decision rejecting Devon's 
deductions is not inconsistent with the marketable condition rule." 

The American Petroleum Institute filed an amicus brief with the conrt sup- 
porting Devon and noting that companies need to be able to rely on  government 
agencies to give rulings consistent with their previous rulings under the same law. 
Otherwise, producers could be in a never-ending cycle of calculating and recalcu- 
lating royalty payments, API maintained. 

"Interior's attempt to retroactively change the value of gas produced from fed- 
'ral leases has significant impkations for all oil and gas produced from the thou- 
sands of extant onshore and offshore federal leases." APl attorney Martha Cox 
told the court. 

"Given the legal consequences, regulatory reporting burden and financial impact 
of Interior's regulatory royalty evaluation system, the reliability and predictability of 
that rebwlatory regime are critical for all federal lessees," Cox argued. RH 

Devon appealed to the US District Court for the Vistrict of Columbia, saying 

Vevon argued the department's action violated the Administrative Procedure 

GTI moves beyond gas R&D . . , pompaxe I 

tapping into the rising global demand for clean energy technology. 

last week. Developed with the help of manufacturer Cleaver-Brookes, the first genera- 
tion boiler bas been retrofitted onto an industrial generator in Alabama. The Super 
Boiler is also ready to be demonshated at a food prucasor in Califomia in a projecl co- 
sponsored by the Department of Energy and the California Energy Commission. 

"It's imperative that people start rolling out the commercial versions of next- 
generation technologies," said Lewnard, an engineer with eight patents. 

In its prior life as the Gas Research Institute, GYI survived the late 1980s and 
1990s. during which private-sector research and development slowed because of 
rock-bottom natural gas prices. Toward the end of that period, producers and 
pipelines pressured the government to stop the funding. 

shocking GTI into vastly expanding its customer base and boosting revenues. 

tn bolster GTI's efforts to attract capital and lead projects that further a national 
goal of increasing energy efficiency and reducing greenhouse gas emissions. 

The Super Boiler represents one step in that direbion, Leunard said in an interview 

A gradual phase-nut of the pipeline fees mandated by FERC ended in 2004, 

President and CEO David Carroll has led that transition, bringing on Lewnard 

"The notion of developing a more diverse and secure fuel supply is not going 
way," Lewnard said. "The second real driver is the concern about our CO2 foot- 

print. That puts a tremendous amount of emphasis on  efficiency and conserva- 

5 

Forecaster: Likelihood of active 
hurricane season has diminished 

An independent weather forecaster suggested Friday 
that it's time to consider revising the 2007 Atlantic Basin 
hurricane outlook again, saying a large area of cold water 
in the eastern Atlantic Ocean has  become a major 
inhibiting factor in the development of storms moving off 
the southwestern coast of Africa. 

If WeaUlerRisk's Dave Tolleris' assessment holds 
true. it would be a blessing to Gulf of Mexico gas and oil 
producers. which dodged a bullet earlier this month when 
Hurricane Dean stayed well souih of the Gulf before 
pounding Mexico's Yucatan Peninsula as a dangerous 
Category 5 storm. 

the system ._. came off the African coast at almost 10 
degrees latitude. which is really far south for any sort of 
tropical wave:' Tolleris said. He noted that a large high- 
Pressure system over the &ores has been unusually 
strong and is forcing northeasterly winds along the 
Spanish and North African coasts to drive cold water into 
the far eastern tropical Atlantic. 

The sucalled Azores High also means persistent 
norlheasterly winds have forced the Sahara Desert dust 
layer - another inhibiting factor for the development of 
hurricanes -to stay farther south than usual. he said. 

"The mal result is that we end up with almost the 
Same [situation] as last year." which brought far few trop 
ical storms and hurricanes than expected. 

The two major hurricane forecasters -the National 
Oceanic and Atmospheric Administration and Colorado 
State University - earlier this month revised their forc- 
casts slightly downward, though each stili predicted a 
busier-than-average season. which runs from June 1 
through November 30. 

On August 3. CSU predicted 15 named storms and 
eight hurricanes. four Of which would reach Category 3 
strength or greater. Similarly. NOM said in an August 9 
update that it expects 13 to 16 named storms. seven to 
nine hurricanes and three to five Category 3 hurricanes. 

Despite unanimous predictions that the 2006 sea. 
Son would bring abovenormal activity to the Atlantic - 
and to the Gulf of Mexico - only nine named storms 
developed. five Of which became hurricanes. Of those. 
two reached Category 3 strength and none threatened 
Lhe Gulf or made iandfail in the US. 

closely resemble last year's than the record-setting 2005 
Season that brought Hurricanes Katrina and Rita, among 
others. CB 

"The Sole reason Hurricane Dean dcveloped was that 

Tolleris said he expects the current season to more 

Copyright 0 2007 lhe McGraw-Hili Companies 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 
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. . . . . . . . 
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Jun 
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. . . . . . . , 
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Historic Prices: 
NYMEX C 

5-yr. avg. 
[01/02-05/06] 

$6.19 
$6.39 
$7.44 
$7.29 
$6.92 
$6.61 
$7.05 
$6.53 
$6.49 
$6.45 
$6.24 
$6.31 

ing Price 
Last Year 
12005-2006) 

$6.82 
$4.20 
$7.1 5 
$8.32 
$5.84 
$6.92 
$7.55 
$7.56 
$7.51 
$7.59 
$6.93 
$6.1 1 
$6~87 

CERA 
OAug-Oi 

$5.130 
$5.370 

$7.280 
$7.370 
$7.280 
$7.230 
$7.200 
$7.370 
$7.340 
$7.290 
$7.300 
$7.050 

EIA 
‘Aug-07 

$6.608 
$7.026 

$7.546 
$8.162 
$8.660 
$8.247 
$7.591 
$7.117 
$7.106 
$7.030 
$7.1 04 
$7.293 

NYMEX 
!7-Aug-07 

$5.280 
$5.485 
$6.465 
$7.470 
$7.850 
$7.905 
$7.740 
$7.300 
$7.385 
$7.380 
$7.558 
$7.624 

2 Month Avg $6.66 __._. $6.934 $7.457 $7.120 
Summer Average $6.693 $7.041 $6.859 
Winter Average $7.272 $8.041 $7.486 
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Monthly Briefing 

GAS PRICES FEELING THE WEIGHT OF STORAGE 

KEY IMPLICATIONS 
CERA is now expecting a short falloff in gas prices in September and October, 
given our higher outlook for September and October gas storage inventory 
levels. CERA projects that North American gas storage inventories will finish 
thc injection season at 4,203 billion cubic feet (Bcf), 200 Bcf above the October 
2006 record. 

* Gas prices at Henry Hub will likely average $5.13 per million British 
thermal units (MMBtu) in September and $5.37 per MMBtu for October. 
For AECO, CERA expects gas prices to average C$4.18 per gigajoule (GJ) 
in September and (34.28 per GJ in October ($4.34 per MMBtu and $4.42 
per MMBtu, respectively). 

Regional market basis will be tightening over the next few months with the 
expected decline in Henry Hub prices coupled with seasonal lows in gas 
demand in many markets. Moreover, CERA projects that growing storage 
inventories across the continent will create additional downside price pressure 
throughout the remainder of the injection season. 

CERA has reduced projections for liquefied natural gas imports through the 
end of the year to take into account thc outage at the Kashiwazaki-Kariwa 
nuclear plant in Japan and CERA'S expectation for lower Henry Hub prices 
in September and October. 

NORTH AMERICAN GAS MARKET: PRICES SOFTENED BY 
BURGEONING STORAGE INVENTORY 
North American natural gas storage inventories have surged, surpassing year-ago 
levels in July and moving into record territory. The weight of strong inventory 
levels has already begun to depress the price of natural gas. The North American 
gas market has seen prices at Henry Hub decrease by more than $1 per million 
British thermal units (MMBtu) since June, to average $6.39 per MMBtu through 

Notc: All prices are in US dollars unless otherwise indicated. 
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the first 14 days of August. Warmer-than-normal temperatures in the first half of August 
have lifted cash natural gas prices at Henry Hub once again above the $7 per MMBtu mark. 
Meanwhile, Hurricane Dean has formed in the Atlantic, and Tropical Storm Erin has landed on 
the Texas coast, reminding tlie market that hurricane season has arrived, with its potential to 
disrupt supplies. Hence, forward prices have risen as well. As the August heat wave abates, the 
storage surplus will resume its role as the dominant theme driving the market. Hence, CERA 
expects gas prices at Henry Hub to average $6.06 per MMBtu in August-absent a major 
hurricane event (see Table 1).* 

North American gas storage inventories ended July 2007 at 3,361 billion cubic feet (Bcf), 125 
Bcf above last July's record. Gas storage levels now stand 480 Bcf above the 2002-06 five-year 
average-a bearish signal for gas prices (see Figure 1). CERA expects North American gas 
storage inventories at the end of August and September to increase to 3,620 Bcf and 3,956 Bcf, 
respectively, based on the assumption of normal weather. CERA projects that North American 
gas storage inventories will finish the injection season at 4,203 Bcf, up 200 Bcf from the October 
2006 record, again assuming normal weather. 

CERA is now expecting a short falloff in gas prices in September and October, given 
the higher outlook for September and October gas storage inventory levels. Even if 
hotter-than-normal weather for the balance of the cooling season increased gas demand for 
power generation, it is still unlikely to prevent this gas price falloff. CERA expects gas 
prices at Henry Hub to average $5.13 per MMBtu and $5.37 per MMBtu in September 
and October, respectively. Only a major hurricane event could prevent gas prices from 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

Year average 

2 0 0 2 ~ 2 0 0 4  
2.29 5.39 6.03 
2.27 7.00 5.41 
3.00 6.37 5.38 
3.37 5.27 5.70 
3.51 5.77 6.28 
3.20 5.80 6.26 
2.99 5.04 5.92 
3.08 4.96 5.43 
3.50 4.61 4.99 
4.08 4.65 6.24 
4.06 4.45 5.88 
4.74 6.12 6.63 

3.34 5.45 5.85 

Table 1 

Henry Hub Prices 
(nornlnal US dollars per MMBtu) 

~ ~ ~ 2 0 0 8 2 0 0 9  
6.17 8.76 6.33 7.28 7.31 
6.09 7.62 8.06 7.23 7.33 
6.91 6.88 7.10 7.20 7.22 
7.19 7.09 7.57 7.37 6.60 
6.47 6.23 7.64 7.34 6.49 
7.17 6.26 7.40 7.29 6.57 
7.57 6.05 6.21 7.30 6.60 
9.29 7.24 6.06 7.05 6.42 

12.11 4.95 5.13 6.66 6.15 
13.36 5.67 5.37 7.26 6.43 
10.29 7.32 7.28 7.43 6.66 
12.98 6.83 7.37 7.46 6.65 

8.80 6.74 6.79 7.24 6.70 

20102011 
6.63 7.05 
6.29 6.92 
6.18 6.59 
6.20 6.37 
6.11 6.15 
6.17 6.25 
6.21 6.28 
6.26 6.32 
6.00 6.06 
6.83 6.14 
7.13 6.40 
7.01 6.38 

6.42 6.41 

2012 
6.41 
6.21 
6.30 
6.31 
6.18 
6.25 
6.29 
6.32 
6.21 
6.65 
6.90 
6.75 

6.40 

*Unless otherwise indicated, all CERA price and hasis outlooks predict the averase daily spot. 
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Commentary 

Friday's trading range was identical to Thursdays before the late day sell off. I was very 
surprised by the weak settle. Natural settled 5523 and proceeded to penetrate 5500 
major support after hours on GLOBEX. I think the late sell off sets up to test 5250 on 
Monday. Support: 5250, and 5000. Resistance: 5750,5900, and 6000. 
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NATIONAL AVERAGE PRiC 

Trans. date: 
nowdnte(s,: 

31wI Cash prices shot higher Monday, propelled hy an  early 

a possible tropical storm in the Gulf of Mexico. But the 
NYMEX rally, another wave of record heat and jitters about 8/14 

Midpoint Absolute Common volume Deals 

September NYMEX gas futures contract ended the day 2.6 cents lower at 
$6.794/MMBtu after topping $7 early in the day. 

Spot prices soared in Florida, where 'we saw Some pretty stout 
demand," a trader said, noting that temperatures should peak around 
100 degrees through Thursday in many parts of the state. Florida Gas 

PermIan Ba9L Area 
FI Paso P,?Irn,R" Basin 

(continued on pgc 2) 

Pace: Gas market in 'permanent shortage' mode 
After of rbinY production costs and an increasingly tight sup- " _  

ply/demand balance, the North American gas market has heen scared 
into a "permanent shortage" mentality that only a shift to frontier and 
global gas supplies may change, according to a new report hy Pace 
Global Energy Services. Southcorpus Christ1 

ani t ime by hurricanes, incremental use of less than fully utilized 
ral gas-fired power generation assets, greenhouse gas compliance 
requirementsand dwindling available conventional supplies," Pace said 

EaslHOU*t(lRKaty 
HOUston Ship Channel 
KatY 

6.975 6.887.15 6.91-7.04- 468 56- 
........................................ .6.9??... ... G:%T.Os ...... ?:QX&? l.. ... 

6.960 6.857.00 6.92-7.00 224 17 
6.945 6.847.00 6.92.6.97 89 --L 

"Enough is not enough anymore because it could he taken away at &"a Duke HUB 

natu- NGPL.STx 

"".*,~~,-- 

in its quarterly gas market outlook. 
'The first half of this year piovided a brief glimpse into the future, Pace . .  . .  

Rockies prices plunged to 15 cents/MMBtu on June 4 when one Of the pipelines ........ 

moving supply out of the region was shut down (GD 6/57, New pipelines such as 
Rockies Express will boost export capacity from the Rockies and ease the impact 
of such events, but not for another year or more. 

"Call the early-June crash a leading indicator of the long-term shift in North 
American gas production patterns," Pace said. "The Gulf of Mexico and Western 
Canadian Sedimentary Basin, which together anchored the recovery of the 
domestic gas market in the 1980s and 1990% can n o  longer be relied upon to fill 
any delivery gap." 

Meanwhile, imports of liquefied natural gas set new records this summer due 
to a glut of European supplies, the Fairfax, Virginia-based consultancy noted. 'The 
US, with its vast underground gas storage capacity, is better-positioned to take 
advantage of rising LNG imports during the shoulder and summer seasons than 
other countries, and that trend will likely continue, Pace said. 

The consultancy said it expects Henry Hub gas prices to average in the high- 
$7/MMBtu range, supported in part by lofty global oil prices. In 2008. when 
prices will be capped by a gas storage surplus, they will average $7.70/MMBtu, 
Pace predicted, adding that increased LNG imports should reduce that to around 
$6.20/MMBtu by 2016. 

Price volatility will remain high in the near term, however, as the effort to 
bring new production online brings mixed results and LNG imports remain sus- 
ceptible to weather and political developments, Pace said. 

power sector remains steady while residential and commercial consumption 
slows, according to the report. As for supply, with Canadian gns iniports declin- 
ing, Pace predicts that LNG will reach 11% of domestic gas consumed in 2010 
and 22% in 201.5. 

Meanwhile, the outlook is "much brighter" for Rocky Mountain production, 
where higher prices, better infrastructure and advanced technology are overcom- 
ing previous obstacles in getting that gas to market, Pace said. 

. . . . . . .  

US demand is expected to be moderate through 2015 as gas use by the electric 

SGS 
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Report. cites gas supply crunch 
in Trinidad, a major LNG exporter 

A new report by Ryder Scon says Trinidad and Tobago's 
gas reserves are declining at a rapid rate. raising serious 
questions about the island republic's ability lo continue 
delivering large volumes of liquefied natural gas to the US. 

While T&T Prime Minister Patrick Manning sought to 
portray the declines as temporary. noting that the country 
contains significant areas that have yet to be explored, 
Some energy analysts expressed pessimism that the gov. 
ernment can turn things around. 

* I  don't see any quick fixes to this problem." said 
independent consuitant Fazal Hosein. "The government 
takes a lot of time to get things done." He noted that few 
gas discoveries have been made in T&T in recent year,s 
and that it would take six months just to draw up fiscal 
terms and incentives for future exploration. 

T&T is by far the largest supplier of LNG to the US. 
accounting for twsthirds Of the 584 Bcf received in 2006. 
according to tile Energy Information Administration. 

The Ryder Scott audit found that T&T's total gas 
reserves in 2006 were 31.04 Tcf, down 11% from 2004 
levels. Proved reserves dropped 9% to 17.05 Tcf. proba- 
ble reserves fell 14% to 7.76 Tcf and possible reserves 
declined 12% to 6.23 Tcf. it said. 

T&T's gas supply is assured for only 12 more years 
assuming current production and consumption rates. 

T&T'S Energy Ministry reiterated Friday that it is 
reviewing fiscal terms for exploration blocks that are 
believed to contain substantial undiscovered gas 
reserves. But T&T energy consultant Anthony Paul said 
the Ryder Scott report points UP the need for a "re-tliink- 
ing and energizing of efforts" regarding exploration. 
including incentives to develop marginal gas fields. LO 

The Houston-based consulting firm cautioned that 
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NYMEX settles at IO-month low; cash prices Fall 
1 he September NYMEX gas futures contract fell another 
22 3 cents Tuesday to settle at $5 Rl71MMBtu - the lowest 
prompt-month settlement since October Cash price? . .  

I dropped another 35 to GO cents in most regions as the threat of 
Hurricane Dean abated and cooler weather sapped demand. 

and $5.90. Since Monday, it has shed more than $1.20, or 17% of its 
value. 

The contract started the session at $5.875 and traded between $5.77 

(continued on y q e  2) 

Denhardt: Sub-$5 gas not out of the question 

send prices soaring "well ahove $IO/MMBtu," Ron l)enhardt, SEEK'S vice 
president of natural gas services, said in a report. 

Assuming normal weather and about SO Hcf of production lost due 
to hurricanes, working gas storage in the US nevertheless should end 
the traditional inlection season at about 3.5 'kf - above the record vi 
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3.452 'l'cf set in 2006 and the five-year average of 3.27 'l'cf. "Last year, because of 
high working gas storage, Heriry Huh prices averaged $S.3OIMMBtu in Septernber 
and October," Denhardt noted. 

Beyorid October, however, the overall US ecorlomic outlook and the path of 
oil prices will play a significant roie in determiiiiiig gas prices, the analyst said 

A iecessioii could cause oil prices to fall to around $55/harrel, although 
Deiihardt said a more likely scenario would invoive an economic siowdown 
rather than a full-on recession -which would likely keep oil prices above 
$GO/barrel. "Even without a decline in oil prices, natural gas supplies look abnn- 
dant with normal weather for the next year," he said. 

Domestic gas production "will receive a boost: from the Independence Hub in 
the Gulf, which is projected to produce as rnucti as 1 Bcf/d by the end of the year 
(GO 7/23). I n  addition, Barnett Shale gas production in 'Sexas "has already 
reached 1.7 Rcf/d and is continuing to grow," the analyst said. 

However, a drop in gas prices would probably trigger an associated loss of pro- 
ductioii, which could prove "substantial" if prices hold below $G.50/MMBtu. 

Gross liquefied naturai gas imports should reach 2.6 BcNd this year, down 
slightly from earlier projections due to higher gas demand from Japan. Next year, 
gross LNG imports could reach 3.9 Bcfld as Norway's Snohvit project is expected 
to reach full production in three to six months and a sixth train from Nigeria 
should be completed by the end of this year, Denhardt said. 

Other 1.NG supplies should come oilline irk 2008, including shipments from 
Qatar, Yemen and Russia, some of which could make it to US markets either 
through Atlantic Basin trade or through the Energia Costa Azul import terminal 
in Baja California, Mexico, according to the report. 

Sempra Enexby, the owner of Energia Costa Azui, has "targeted US markets as a 
final destination for some of the LNG throughput" via cross-border pipeline ship- 
ment of the terminal's regasified LNC, Deiihardt noted. MT 

far fewer bidders than last year's 
Far fewer bids were placed in this year's Western Gulf 

of Mexico lease sale than in last year's, probably due to 
a smaller amount of availabie acreage. the Minerals 
Management Service said Tuesday. 

tracts for today's Lease Sale 204, compared with 62 
companies, 541 bids and 381 tracts in 2006's Lease 
Sale 200. 

Lars Herbst, MMS's acting Gulf regional director. 
noted that the Western Planning Area in federal waters 
off the coast of Texas is about 20% smailer than a year 
ago because the boundaries between the Western and 
Central Gulf have been redrawn. A chunk of former 
Western acreage is now part of the Central Planning 
Area, for which a separate iease sale is planned 
October 3. 

are just a few less companies," Herbst said. And the 
actual number of sale panicipants is likeiy to be higher 
given tnat many single bids are submitted by multi-com- 
pany consoitia. he explained. 

Although M M S  did not release the precise distribu- 
tion of bids in deep vs. shallow waters. exploration-and- 
production companies are expected to be chasing deep 
water blocks this time around, Herbst said. 

"It appears thal deepwater. as expected, is going to 
be the major player in this lease sale. although there are 
a number af bids in the shallow-water shelf area." he 
said. ss 

Forty companies placed a total of 358 bids on 282 

Despite the sharp drop in the number of bids, "there 

http://www.platts.com
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Natural Gas, Gas Liquids and Daily Market 
rtips Power Market Update Indicator 

Jim Duncan, Market Analyst 

Email: James.W.Duncan@conocophillips.com 
(281) 293-1649 

Monday, Aiy~st  27,2007 (l~DayyUldlc~o0 
Weakness Prevails As Weather And Storage Pressures NatGas 

30-DOy; Bdli~h Today; Flat Out Beurish Seutember MturalGbs Cbsed Down 0.099~ 
Bottom Line - There’s nothing between us and Africa, except cooler water and clear skies. No storms are 

expected the first half of this week. Short-term weather forecasts are cooler than expeded, so expect 
more weakness in prices. 

Yesterduv? Market 
September settled at 1SS7.3 Friday, down 9.9P after trading between $5515 and 15.61. The front-month contract 
traded in positive tenitoy early in the day, but fell toward the end of the session giving nothing for the bulls to hold 
onto. Conversely, crude oil finished Friday well in positive territory. The October crude oil contract settled at Vl.09, up 
n.26 after struggling earlier in the day. Refiney problems along with a powerful rise in RBOB gasoline helped 
support crude, which had been struggling as of late in the wake of Hurricane Dean’s non-threat. 

___ 

The EIA reported a 23 Bcf storage build last week, increasing 
the nationwide stocks to 2.926 Tcf. The build was a little lower 
then the industry’s expectation of a mid 20 to a low 30 Bcf 
injection. In the same week last year the stock level was 2.857 
Tcf, which sends the year on year surplus to 69 Bcf. Indication 

year and a 64 Bcf build for the 5yr. Average. 
for this week is a 42 Bcf build compared to a 48 Bcf build last h the mid and upper 90s far at leasf a 3-4 day period acres inlwiw 

Page 1 8/27/2007 ConocoPhillips Co. 
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output are the Atlantis deepwater platform, which is expected to come on-stream 
later this year, and the Thunderhorse platform, expected to come on-stream late in 
2008. 

Inventories. Motor gasoline inventories during the first half of the summer (April- 
June) were tight and are expected to remain so during the rest of the season 
(Gasoline and Distillate Inventories). At the end of July, total gasoline inventories 
were about 204 million barrels, 5 million barrels below the average of the previous 5 
years. The low gasoline inventory situation is expected to persist, with end-of- 
season (September 30) stocks at 198 million barrels, 6 million barrels below the 
previous 5-year average and 17 million barrels below last year. Distillate 
inventories, which had held at relatively high levels since late 2005, quickly fell to 
the middle of the normal band in June. Distillate stocks are projected to remain near 
the previous 5-year average through this winter. 

Prices. Crude oil prices, which have been rising over the last 2 months, are 
expected to reach a peak monthly average price in August before starting to ease 
slightly. In 2007, the RAC of crude oil is projected to be $64.86 per barrel compared 
to the $60.23 per barrel average in 2006. The main reason for this increase, the tight 
world oil supply and demand balance, is expected to continue next year, with a 
projected average 2008 RAC price of $68.75 per barrel. WTI prices, having averaged 
$66.02 per barrel in 2006, are projected to average $67.61 per barrel in 2007 and 
$71.25 in 2008 (West Texas Intermediate Crude Oil Prices). 

This summer's average retail regular motor gasoline price is projected to be $2.95 
per gallon, up 11 cents per gallon from last summer (Gasoline and Crude Oil Prices). 
Despite the continuing low gasoline inventories, gasoline prices began to fall in the 
second half of July and are expected to continue to decline through the end of this 
year. Regular-grade gasoline prices are expected to average about $2.64 per gallon in 
December 2007, compared with an average monthly high of $3.15 in May 2007. 

Retail heating oil prices are projected to average $2.85 per gallon during the coming 
heating season (October through March), compared to $2.48 last heating season. 
Rising crude oil prices and projections of lower distillate inventories going into the 
heating season, combined with the assumption of a colder winter than last year, are 
the reasons for the projected increase. 

Natural Gas Markets 

Consumption. On an annual basis, total natural gas consumption is expected to rise 
by 4 percent in 2007 and 1.3 percent in 2008 (Total U.S. Natural Gas Consumption 

Energy Information AdminlstrationlShort-Term Energy Outlook - August 2007 
4 
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Growth). In annual terms, EIA projects increased consumption of natural-gas-fired 
in the electric power sector in 2007, rising 4.8 percent over 2006. In 2007, the 
residential and commercial sectors are expected to show annual growth of 10.5 and 
7.5 percent, respectively, because of the projected return to normal winter weather, 
while industrial sector consumption is expected to decline by 1.5 percent. 

Production and Imports. Growth in onshore production continues to offset declines 
in production from the Gulf of Mexico. Through the first half of 2007, year-over- 
year Federal Gulf production has declined about 2.3 percent. Conversely, 
production over this same period in the Lower-48 onshore region has increased by 
3.1 percent. On an annual basis, Gulf production is expected to decline by 4.2 
percent in 2007 while Lower48 onshore production is expected to rise by 1.6 
percent. EIA projects a total hurricane-induced outage of 81 billion cubic feet (bcf) 
for the Gulf of Mexico (down from 85 bcf projected in the last Outlook). Total U.S. 
dry natural gas production is expected to rise 0.8 percent in 2007 and 1.5 percent in 
2008. 

Imports of liquefied natural gas (LNG) for the first half of 2007 totaled 460 Bcf, about 
53 percent more than the comparable period in 2006. For the remainder of the year 
EIA is forecasting a decline in LNG imports as more cargoes-are expected to be 
directed to European and Asian markets. In Europe, market prices in recent weeks 
have risen from relatively lower levels earlier this year and are now more 
competitive with US. market prices. Total LNG imports in 2007 are still expwted to 
reach 850 bcf, which would be a record high. 

Inventories. On July 27,2007, workmg natural gas in storage was 2,840 bcf (U.S. 
Working Natural Gas in Storase). Strong injections in July pushed current stocks 
over year-ago levels for the first time since EIA's storage report for January 27,2007. 
Current inventories are now 410 bcf above the 5-year average from 2002 to 2006, and 
68 bcf above the level from the corresponding week last year. 

Prices. Current spot prices at the Henry Hub reflect an inactive hurricane season 
thus far in the Gulf, storage inventories that recently surpassed the corresponding 
level of a year ago, and mild summer weather in the West South Central region 
(which represents about one-third of the electric power sector's total natural gas 
demand). As a result, the average monthly spot price has declined for 3 consecutive 
months (May, June, and July). However, the hurricane season runs though 
November 30, and current price projections remain vulnerable to potential storm- 
induced supply disruptions during that period. Taking into account EIA's current 
assumption about hurricanes, the Henry Hub spot price is expected to average $6.66 
per mcf in the third quarter and $7.96 per mcf in the fourth quarter. For the year, the 

5 
Energy Information AdministrationlShort-Term Energy Outlook - August 2007 
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Henry Hub spot price is expected to average about $7.45 per mcf in 2007 and $8.06 
per mcf in 2008. 

Electricity Markets 

Consumption. Despite high heating-related demand earlier in the year, the 
assumption of lower temperatures during the third quarter compared to last year 
should keep electricity consumption growing at a relatively normal rate of 1.9 
percent in 2007 (Total US. Electridhi Consumption Growth). Consumption is 
expected to grow at a lower rate of 1.4 percent in 2008 due to slightly slower 
economic growth and a return to normal temperatures. 

Prices. US. residential electricity prices are projected to increase by 2.6 percent in 
2007 and 2.9 percent in 2008 (U.S. Residential Electricity Prices and Consumption). 
Recent industry and regulatory efforts in Illinois may help temporarily restrict the 
price increases that resulted from the expiration of rate caps earlier this year. 
Electricity prices in the Mid-Atlantic region are also expected to increase at a faster- 
than-normal rate, especially for the industrial sector. 

Coal Markets 

Consumption. Projected growth in electricity consumption will raise electric-power- 
sector coal consumption this year. Electric-power-sector coal consumption is 
expected to grow by 1 percent in 2007 and remain relatively flat in 2008 (US. Coal 
Consumption Growth). 

Supply. US.  coal production (US. Coal Production), which increased by 2.6 percent 
in 2006, is expected to fall by about the same percentage in 2007 and fall again by 0.5 
percent in 2008. Western coal production, which represents just over half of total 
domestic coal production, is expected to decline by 2.3 percent in 2007 and by an 
additional 0.1 percent in 2008. 

Inventories. Coal stocks held by producers/distributors are expected to decline over 
12 percent in 2007, ending at 30.8 million short tons. Producer/distributor stocks are 
projected to shrink by an additional 11.2 percent in 2008. Total stocks held by the 
consuming sectors are expected to fall by 1.4 percent in 2007 to 147 million short 
tons and remain at that level in 2008. 

Energy information AdministrationlShort-Term Energy Outlook - August 2007 
6 
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08/27 10:20a CDT Oil Prices Edge Up on Economic Outlook 
Oil Prices Edge Up on Economic Outlook 

By GEORGE JAHN= 
Associated Press Writer= 
biz-t0pic:MarketUpdates 

VIENNA, Austria (AP) - Benchmark oil prices edged upward Monday as traders focused on signs that 
the U.S. economy is in better shape than previously thought. 

While gasoline prices were down marginally, concerns of possible supply shortfalls also acted to shore up 
the crude market. 

Light, sweet crude for October delivery rose 8 cents to $71.17 a barrel on the New York Mercantile 
Exchange by afternoon in Europe in electronic trading. 

The contract rose $1.26 to settle at $71.09 a barrel Friday on positive US.  economic data and problem at 
a U.S. refinery. 

The U.S. Commerce Department said Friday sales of durable goods and new homes rose in July, 
suggesting the economy may not be slowing as much as investors feared. Also, weport that Chevron 
Corp.’s Pascagoula, Mississippi refinery was canceling crude 
purchases supported prices at the end of last week on renewed worries about gasoline inventories. 

factor keeping crude oil prices high. And now, when traders normally expect to see gasoline use dropping 
off gasoline stockpiles are dropping off in the midst of a refinery outage and high demand. 

The U.S. Energy Department said in its weekly report last Wednesday that over the four weeks to Aug. 
17 the country’s gasoline demand averaged over 9.6 million barrels a day, 0.6 percent above the same 
period last year. Analysts at Barclays Capital noted that implied gasoline demand of 9.726 million barrels a 
day for the fourth week - a weekly record. 

The Mississippi refinery, Chevron’s largest in the United States, has been operating at half-capacity after 
being damaged by a mid-August fue. Energy News Today, a trade publication, reported last week that 
Chevron canceled a 550,000-barrel Venezuelan crude shipment. Chevron would not c o n f m  that 
specifically, but said the company‘s refinery is running less crude and that “we are working closely with 
our crude suppliers and expect some crude shipments may be canceled or rerouted to other refmeries in our 
global network.” 

The news raised some speculation that gasoline prices may again become a key driver of crude oil prices. 
After the large decline in U.S. gasoline inventories reported last week amid record demand, the gasoline 

market is “going to remain highly sensitive to any refinery problems,” said Linda Rafield, senior oil analyst 
at energy information provider Plans. 

barrels, and are now 3 percent below the five-year average. 

Earlier in the year, concern over low gasoline stocks during the US. summer driving season were a major 

Vienna’s PVM Oil Associates noted that “inventories of ... motor fuel fell by a massive 5.7 million 

“This was attributed to weakening imports, which were down 30 percent, year-on-year,” it said. 
Earlier last week, before the inventory report, crude oil and gasoline prices made steep declines as 

Humcane Dean missed key oil facilities in the Gulf of Mexico. 
Uncertainty in the credit markets also weighed on energy futures, with many investors worrying that a 

severe credit tightening could crimp growth and dampen energy demand. But with stock markets showing 
more stability and with the positive economic data released Friday, crude oil prices have more support than 
in the past couple of weeks. 

October Brent crude fell by 7 cents to $70.55 a barrel on the ICE fulures exchange in London. 
Nymex heating oil futures and gasoline both dropped by less then a penny to fetch $1.9914 and $1.9731 a 

Natural gas prices declined nearly 27 cents to $5.253 per 1,000 cubic feet. 
gallon (3.8 liters.) 
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Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2007-08 

DthlDay 
November December January February March Total % 
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Industry Publications 

Cambridge Energy Research Associates 
Wnfer 2007/08: 17.272 
Summer 2008: $7.181 

"CERA projects that North Ameiican gas storage inventorieS will 
Long finish the injection season at 4,203 billion Cubic feet ...' (Not 

Updated since last meeting) 
+ 

Short "I want to say Natural Should mtmce to 5600-5700. However. the 
6000 ievei is so cbse and the bears are gening newOUS: 

'While Natexis Bleichroeder expects p"ces to $11 due to mbust 
inventor/ levels. Stephen Smith Energy ASSmiateS tweaked his 

wave had on the pace of Storage injections: 

Short Increased TrDpiCal activih,. Strong Crude and Sabotage in M w i m  

5 Paribas 

- 

Long price forecast higher given the Slowing effect the August heat Gas Daily 

Conoco Morning Briefing t 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
September 13.2007 

f 
Energy Infomation Administration 
Winter 2007/08: $7.72 
Summer 2008: $7.06 

I I Long Term Weather Forecast I 4 I Long INOAA predicing a wanner than normal Dec-Feb. 

'Spot prices at the Henry Hub are pmjeeted to begin rising to a 
wnterpeakof $9.01 perrncfin January2008.' 

I Mid Tern Weather (30-60 days) I + I Long [ W a n  Omberand "marginally below nomall November. I 

Demand 

SUPPlY 

Oil Market 

6-10 day forecast 1 - I Short IAbove Nonal, but not hot enough for a lot of electric generation. I 

Long EIA: "...industiirll sector consumption is expected to decline by 
1.5 percent." 

EIA: "Growth in onshore pmduction continues to Offset declines i i  
pmduction from the Gulf Of Mexico." 4 

t Long 'Crude SurgedLposting a fresh record high of $79.20 ..." 

Tmpical Storm Activih, 
Tmpical Stom Humbeno in the Gut and Tmpical Depression #8 
~n the South Atlantic 

Storago lnventory 
I i i I 

Storage injections far the week ending August 31 were 36 BCF. 
Storage levels ate 1 % higher than last year at 3.0 TCF. EIA Weekly Storage Report 

I I I 

I I I 
Government Agencies 

IMaotinn Minutas tMh Floor North Conference Room. 1000 am 1 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

Hedged to Date Next Target (10/31/07) 
Delivery Base Supply Total Required Allowed 
Month Dthlday Dthlmo Dthlday Dthlmo dthlday dth/day 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

Historic Prices: 
NYMEX C 

$6.39 

$6.92 ._ ....... 

. . . . . . . . . 

. . . . . . -. . 
Jun $6.45 
Jul $6.24 
Aua $6.31 

. . . . . . . . . 

. . . I.. . . . 

. . . . . . -. . 
Sei I $6.19 

.ing Price 
Last Year 
[2005.2006) 

$4.20 
$7.15 
$8.32 
$5.84 
$6.92 
$7.55 
$7.56 
$7.51 

$6.93 
$6.11 
$5.43 
$6.76 

$7.59 

0-Aug-07 11-Se -07 

~ 

$5.370 $6.636 

$7.370 $7.975 

$7.280 $7.31 I 

$7.280 $8.587 
$7.230 $8.251 
$7.200 $7.614 
$7.370 $7.150 
$7.340 $7.132 
$7.290 $7.041 
$7.300 $7.124 
$7.050 $7.291 

NYMEX 
12-Sep-07 

$6.430 
$7.230 
$7.680 
$8.280 
$8.200 
$8.027 
$7.635 
$7.365 
$7.447 
$7.537 
$7.607 

.... I .... I 
7 Month Avg $6.66 $7.062 $7.459 $7.607 

Summer Average $6.911 $7.110 $7.410 
Winter Average $7.272 $7.947 $7.883 

$9.00 

$8.00 

$7.00 

$6.00 

$5.00 

$4.00 

$3.00 I Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep 
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ariable weather and-some early season cool to cold shots are 
nticipated. it does not appear as though it will dominate the East in 
ktober per the current analog thinking. The forecast right now is 
onsiderably warmer than last year's cool to cold October and close 
verall to the 1OY running average. Cooling in the Northwest could 
oincide with a stronger start to the rainy season there. Southern 
:alifornia could exoerience some Santa Ana events this month. 

1OY Normal: 281.6 
30Y Normal: 304.5 
Oct 2006: 326.0 

OCt 2007 FCSt: 
Change: 0 

'National-Natural Gas-Weighted H 

Narmat to Below East 
for November 

Both the NlNO 3.4 Tropical Pacific analogs and the MDA EarthSat 
internal wnsensus forecast favor the first nationally colder than 
normal November in five years. 'The last below normal November 
was back in 2002 when 590.8 HDDs were reported for the month. 
The MDA EarlhSat consensus is marginally below normal and is 
favored in the forecast above, while the NlNO 3.4 analogs tend to 
be stronger with the Eastern cooling. One key factor will be to see if 
the current weak La Niiia holds through November (to support cold). 

November G 8* Forecasts 
1OY Normal: 528.1 

Nov 2007 Fcst: 1595.01 30Y Normal: 578.1 - Nov 2006: 496.1 Change: 0 

'National Natural Gas-Weighted H 

I Maps above depict deviations of average temperatures from normal in Fahrenheit. I 
I - J 

MDA EarthSat Energy Weather 601 I Executive Blvd.,Suite 400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 
www.rndafederal.codwx/energywd (copyright 2007) 
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Today's Forecast 
Warming Grows In Plains; SoCal Still Cool 
The timing of the cooling along the East continues to 
remain on track in general with the only change coming in 
the form of cooler air staying more towards the Mid-Atlanti 
for Monday and Tuesday. Also in the early period, a 
broader area of much aboves has sprouted in the Plains 
with a gradual weakening of this warmth expected around 
the middle of the period. A trough near central Canada 
could keep warmer temperatures towards the Midwest for 
the mid-period as well. Belows in SoCal have persisted 
and grown a bit stronger for the second half of the forecas 

FORECAST VALID Tuesday, 9/18 

MDA EarthSat Energy Weather 601 I Executive Blvd.,Suite400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 
www.mdafederal.coiddenergywx/ (copyright 2007) 
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BNP Paribas Natural Gas Market Watch I 11 September 

2007 

Commentary 

Natural gas consolidated on the highs between 5815-5994. The market failed to take 
out major resistance of 6000. The energy markets were skittish today because of the 
OPEC meeting. OPEC finally agreed to raise Oil output by 500,000 barrels in November. 
Traders had mixed feelings on this because many feel OPEC already over produces 
between 500-lm barrels. In addition, any increase in production will not affect this 
winters HO supply because the oil still needs to be refined. Crude settled 7623, which 
was an all time high settle by 2 cents. I want to say Natural should retrace to 5600- 
5700. However, the 6000 level is so close and the bears are getting nervous. Traders 
will be focusing on the EIA Petroleum stats on Wednesday. Estimates: CL -2.5, 
MOGAS -1.0, and Distillate +1.5. Support: 5500, 5250, and 5000. Resistance: 6000 and 

UNP PARIBAS 
LIIU.I..M.."..m-C 

Allhough the information an this report has been obtained Irom murces which ENP Panbas believes to 
be reliable. we do not represent or warianl ils'awuracy. and such inlmaticm may be inwmplele or 
wndensed All estimates and opinions included in Uiis report conslilule our judgement as of me dale of 
the report and may be subc l  to change mtlioul notice ENP. Paribas or iis affiliates may, from time to, 
lime, have a position or make a market in the financial prcducls mcnlioned in this report. or in derivative 
inSlwments based thereon. ENP Paribas shall not be rcsponsiblc for the wnsequences of reliance 
upon any opinion or Slatemeill conlainud herein or lor any Omission or enor 01 fact This report is 
wnfidenbal and is being submitted lo selocled recipienls only. This re*, may not be reproduced (m 
whole or in part) lo any olhs penw wilhout lhe prior wrilten perniisson of BNP Panbas. Copyright 0 
ENP Paribas (2006). All rights reserved. I '  

2 I Commodity Futures 
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GAS DAILY I ~ TUESDAY. SEPTEMBER 4,2007 

surged. Although much of the California coast was experiencing seasonal weather, 
interior California cities such as Pasadena, Sacramento and Bakersfield were bak- 
ing under triple-digit temperatures, with little respite expected through early next 
week. 

In Oregon, Malin prices lost more than 15 centS urhile Stanfield prices fell ahout 
a nickel. Farther south, Southern California Gas shed around 20 cents, while El Paso 
Natural Gas in the San Juan Basin fell around 30 cents. -Market Staff Reports 

Analysts differ on how storage level will affect prices 
Analysts took a look at the amount of gas in storage last week and came up 

with strikingly different projections of its impact on the market. 
While Natexis Bleichroeder expects prices to fall due to robust inventory lev- 

els, Stephen Smith Energy Associates tweaked his price lorecast higher given the 
slowing effect the August heat wave had on the pace of storage injections. 

Natexis analysts John White and Roger llead lowered their third-quarter esti- 
mate by a full dollar, to $6/MMBtu, and their fourth-quarter estimate by a quarter 
to $7/MMBtti. They cited "the record level of storage and currently lower prices 
that seem likely to persist into early fall 2007. Thus, u'e believe that for the 
remainder of 2007 and especially in the latter half of September, US natoral gas 
prices wili remain under pressure." 

While "weekly injections to date have been normal, the high level of storage 
at the start of refill season has created another temporary oversupply situation as 
we enter the fall shoulder season," they said in a report Friday. "In the absence of 
tropical activity, we see little near-term support for natural gas prices and would 
not he surprised to see the front-month contract price drop below $S/MMBtu." 

flut analyst Stephen Smith noted in his Monthly Energy Outlook that the 
spate of higher-than-normal temperatures in August actually cooled the injection 
frenzy, placing upward pressure on the market. 

As a result, Smith raised his estimate of fourth-quarter Henry Hub hidweek 
prices to an average of $6.7S/MMBtu from $6.20/MMBtu. For the full year, he 
raised his projection by a nickel to $6.80/MMBtu. 

"What we got was a displaced summer irom last year," Smith told Platts on 
Friday. "The heat showed up in August; it wasn't centered in the middle of sum- 
mer." August had 2Sh more cooling degree-days than normal, noted Smith, prin- 
cipal of Stephen Smith Energy Associates. 

He noted that storage inventories started the summer about 150 Bcf below last 
year's level, but then a series of large injections made it "look as if we would end 
up ahout 150 Rcf higher than last year." The AuUgust heat tamped that projection 
down and Smith now expects the season-ending level to he some 50 flcf above 
last year's by November 1. SGS 

BLM to issue alternative drilling plans for Pinedale 
The flUrFdU of land Management plans to release two new alternatives for 

energy development on western Wyoming's Pinedale Anticline that could yield 
up to 25 Tcf of gas over two decades. 

Fish Vepartment have provided additional insight into this project," BLM 
Wyoming State Director Bob Bennett said last week. "These insights and proposals 
were significant enough to warrant two additional alternatives for public review." 

ELM said the plans wili be incorporated later this year into a revised supple- 
mental environniental impact statement on the Pinedaie Anticline Project Area. 

The first, alternative D, would allou~ firms to conduct year-round drilling in a 
larger area than originaily proposed white suspending leases on the east and west 
flanks of the 198.000-acre project area. 

"Comments received from the public, operators and the Wyoming Game and 
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Natural Gas, Gas Liquids and Daily Market 
If i Power Market Update Indicator 

Jim Duncan, Marketanalyst 

Email: James.W.Duncan@conophtllips.com 
(281) 293-1649 

Tuesday, September 11,2007 u-DaYrn~ca/or) 
Crude, Tropics, Ij: ~ e x ~ c a n  Sabotage Launches October 39g 

series of explosions on the PEMEX natural gas pipeline syrtem in Mexico caused numerous outages, repoltedly the 

Mexico energy complex, the possibility of another hurricane acted as u reminder to the market that this is  st i l l  an 
active season with plenty of time on the clock. The front month ultimately settled at 15.891, up 3 9 ~  on the day after 
trading between $5.455 and $5.92 The contract appeared to be in a key reversal after making a new low in 

only to regain strength later in the session when liquids took off, 

We expect to see 67 Bcf build from storage this week. 

The EIA reported a 36 Bcf storage build last week, increasing 
the nationwide stocks to 3.005 Tcf. The build was on the lower 
end of the industry's expectation of 33 to 50 Bcf injection. In 
the same week last year the stock level was 2.976 Tcf, which 
sends the year on year surplus to 29 Bcf. Indication for this 

wganized and has lhe potenliai lo develop 

ConocoPhillips Co. Page 1 9/11/2007 

mailto:James.W.Duncan@conophtllips.com
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end of this year, with a projected average price of about $2.63 per gallon in December 
2007. 

Retail heating oil prices are projected to average $2.78 per gallon from October 2007 
through March 2008, compared to $2.48 last heating season. Higher crude oil prices 
and projections of lower distillate inventories than last year going into the heating 
season, contribute to the projected increase. 

Natural Gas Markets 

Consumption. Driven by increases in the residential, commercial, and electric power 
sectors, total natural gas consumption is expected to rise by 4.5 percent in 2007 (U.S. 
Total Natural Gas Consumption). For 2008, the assumption of near-normal weather 
will temper consumption in the residential, commercial, and electric power sectors 
considerably, leading to an increase in total natural gas consumption of only 0.3 
percent in 2008. 

Production and Imports. Although marketed natural gas production in the Gulf of 
Mexico is expected to decline by 4.3 percent in 2007, production in the Lower48 
onshore region is expected to increase by 1.7 percent this year, led by strong growth in 
the second quarter. In 2008, the start-up of new deepwater production facilities is 
expected to increase marketed production in the Gulf by 7.1 percent, while marketed 
production in the Lower48 onshore is projected to increase by 0.3 percent. In sum, 
total U.S. marketed natural gas production is expected to increase by 0.8 percent in 
2007 and 1.3 percent in 2008. 

Imports of liquefied natural gas (LNG) are expected to increase by 47 percent in 2007, 
and by 19 percent in 2008. Relatively high US. natural gas prices during the first half 
of 2007, compared to other LNG-consuming countries, were largely responsible for 
the recent surge in U.S. imports. As demand for LNG around the world begins to rise 
in the near term, shipments to the United States are projected to decline during the 
third and fourth quarters before increasing again at the start of 2008. 

Inventories. On August 31,2007, working natural gas in storage was 3,005 bcf (U.S. 
Working Natural Gas in Storage). Current inventories are now 284 bcf above the 5- 
year average (2002-2006) and 39 bcf above the level of the corresponding week last 
year. 

Prices. Spot prices at the Henry Hub averaged $6.37 per mcf in August, about the 
same as the monthly average spot price in July. Spot prices at the Henry Hub are 
projected to begin rising to a winter peak of $9.01 per mcf in January 2008. For the 

Energy Information AdministrationlShort-Term Energy Outlook - September ZOO7 
4 
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year, the Henry Hub spot price is expected to average about $7.31 per mcf in 2007 and 
$8.07 per mcf in 2008. 

Electricity Markets 

Consumption. Summer temperatures have exhibited significant variability this year. 
Coolimg degree-days in July were about 3 percent below normal and 18 percent lower 
than July of last year; yet, preliminary weather information for August indicates 
cooling degree-days were 24 percent higher than normal and warmer than 
temperatures last year (U.S. Summer Cooling Degree Davs). This extreme August 
weather has been particularly severe in the Southeast and Midwest regions. Overall, 
electricity consumption for the third quarter is expected to average about 1.6 percent 
higher than the same period in 2006 and is expected to grow by 2.5 percent for the 
entire year (U.S. Total Electricity Consumption). Growth in 2008 is expected to slow 
to 0.8 percent as temperatures are assumed to return to near-normal levels. 

Prices. After the sharp increases experienced last year, U.S. residential electricity 
prices averaged 11.1 cents per kilowatt hour in June 2007. Residential electricity 
prices are expected to grow by 2.5 percent in 2007 and by 2 percent in 2008, slightly 
lower than the rate of inflation (US.  Residential Electricity Prices and Consumption). 
Industrial electricity prices are expected to grow by 5.0 percent in 2007 and by 1.0 
percent in 2008. 

Coal Markets 

Consumption. Projected growth in electricity consumption will raise electric-power- 
sector coal consumption this year. It is expected to grow by 1.7 percent in 2007 and 
remain relatively flat in 2008 (U.S. Coal Consumption Growth). 

Production. US. coal production (US.  Coal Production), which increased by 2.6 
percent in 2006, is expected to fall by 2.5 percent in 2007 and fall again by 0.6 percent 
in 2008. Western coal production, which represents just over half of total domestic 
coal production, is expected to decliie by 2.3 percent in 2007 and remain relatively flat 
in 2008. 

Inventories. Total coal stocks held by the consuming sectors are expected to fall by 4.7 
percent in 2007 to 142 million short tons and remain relatively flat in 2008. 

Energy information AdministrationlSho~~Term Energy Outlook - September 2007 
5 
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Washington, D.C. (9/13)-Crude surged this morning, posting a fresh 
I :d high of $79.20 after EIA inventory data showed a larger than 
anticipated draw of 7.0 million barrels on the week. Product futures were 
lower as gasoline inventories fell by 666,000 barrels in line with 
estimates while distillate stocks built by a greater-than-anticipated 1.8 
million barrels for the weeklong period to September 7. 

The plunge in crude inventories brings the year-on-year deficit to 5.1 
million barrels spurring on gains after OPEC's decision Tuesday to hike 
output by just 500,000 barrels, an amount thought by many to be too little 
and with the supply not expected to be available to the market until 
Janu ary... too late. 

but holding significant ground last eyed up 54 cents at $78.77. 

1.56 percent, now 2.51 percent below last year at just 90.5 percent of 
capacity. Typically refiners ramp production of heating fuels during this 
time of year ahead of the peak winter heating demand season. The decline 
in refining operations supported some worry of distillate stocks 
improvement ahead of the increasing demand. According to the data, 
distillate production was lower by 187,000 barrels on the week while 
demand dropped 148,000 barrels. 

$ports were lower across the board. Crude imports were lower by 
6 I +,OOO barrels adding to the overall sharp drop in inventories. In 
products, imports of gasoline were lower by 298,000 barrels while data 
showed distillate imports down 37,000 barrels. 

data showed demand for gasoline lower by 184,000 barrels. 

decision Tuesday. Meanwhile, the International Energy Agency today revised 
only slightly lower world oil demand forecasts even amid the recent 
economic uncertainties. 

Crude shot to its all-time record high of $79.20 before falling back 

The data also showed refining runs down sharply on the week, dropping 

Along with a decline in demand for distillates on the week, demand side 

Crude futures were well supported with the inventory data and OPEC's 

Jodi Shafto, Jshafto@emimail.org, www.energyinstitution.org 

For more extensive coverage of the broader petroleum complex, including a 
detailed look at inventories data as well as in-depth market analysis and 
trading strategies, request a free trial of the Daily Hedger by contacting 
the Energy Management Institute at 888-871-1207 or 
http://www.energyinstitution.orglDailyhedger%2Ofree%2Orequest. htm 

[I ... ated Stories] 

mailto:Jshafto@emimail.org
http://www.energyinstitution.org
http://www.energyinstitution.orglDailyhedger%2Ofree%2Orequest
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'bather 

Long Term Weather Forecast 

Mid Term Weather (30-60 days) 

6-lodayforecast 

Tropical Storm Activity 

!orage i""e"t0ry 

EIA Weekly Storage Report 

duslry Publications 

Cambridge Energy Research Asswiales 
Winter 2007/08: t7.272 
Summer 2008: $6.872 

Paribas 

Gas Daily 

Conoco Morning Briefing 

wvernment Agencies 

September 26.2007 

Price 
Pressure 

4 

4 

Term Comment 5 

Long NOAA predicing a warmer than normal Dee-Feb. 

Long Warm October and "marginaiiy below normal" November. - Short Above Normal. but not hot enough for a lot of eiecttic generation. 

<+ Short Tropical Storm Karen in Atlantic but should not impact production 

4 Both Storage injections for the week ending September 14 were 63 
BCF. Storage ieYeiS are 1% lower than last year at 3.1 TCF. 

"Gas Prices at Henery Hub are expected lo average $5.58 per 
MMBtu in October." 

Sh~r t  "As far as Oct. is concerned. it remains very unpredictibie and the 1 now on the floor did not help any." 

Sept18th 4th quarter 2007 estimate revised from $6.50 to 
Long $7.501Mcf. In addition, analyst SlaSheS '08 gas price forecast by 

30% from $IOlMd to $7/Md 

Momentum Continues to the downside and. save a profietaking 
wiiy late in the day. we'll continue lower. 

- 

1 

4 

Demand 

SUPPW 

Oil Mar%@ 

EIA 'For 2008, the assumption of near-term weather wiil temper 
Long consumption in ~ectors leading to an increase in total natural gas 

consumption of only 0.3% in 2008." 
Gas Daiiy 9/14 "Unconventional WSOUrCeS such a5 Shale gas and 
coaibed methane have boosted the amount of natural gas 

Low recoverabie in the US by 16.6% in the last two years to a total of 

$ 

"We expect the price deciine to continue through todaywith the 
Long inventory reports likeiy becoming the main driver for the rest of 1 4 1  I the week. 



DE-Kentucky 
Attach. I Hedging Plan Applic. 

Page 155of307 
-.-_.LO07 

Duke Energy Kentucky 
Hedging Program 
Current Position 

Hedged to Date Next Target (10/31/07) 
Delivery Base Supply Total Required Allowed 
Month Dth/day Dthlmo Dthlday Dthlmo dthlday dth/day 







COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 
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MDA EarthSat Energy Weather - Long Range 

'National Nalural Gas-Weighled H 'National Natural Gas-Weighted H 

, Maps above depict deviations of average temperatures from normal in Fahrenheit. 1 
MDA EarthSat Energy Weather 601 I Executive Blvd.,Suite 400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 

www.mdafederal.corn/wx/energywx/ (copyright 2007) 
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Todav's Forecast 
Considerably Warm MW, East Persists 
The forecast across much of the nation is fairly consistent. 
Temperatures are projected to be warmer in the Hudson 
Bay region for the early part of the period with the rest of 
the forecast taking on a similar look to yesterday. There is 
some risk for the Ohio Valley to be warmer than forecast 
as dry conditions under a strong ridge could permit this 
occurrence. Another potential area where temperatures 
may be warmer is parts of the Tennessee Valley and 
Southeast. The timing of aboves into the East Coast early 
in the period is a concern as well. 

MDA EarthSat Energy Weather 601 1 Executive Blvd.,Suite 400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 
www.mdafederal.codwx/e/wx/energywx/ (copyright 2007) 
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CERA ADVISORY SERVlCl 

North American Natural Ga: 

\ 

DATE 
September 20, 2007 

Monthly Briefing 

SUMMER ROLLER COASTER RIDE FOR PRICES 

KEY IMPLICATIONS 
Through August and into September the North American gas market has seen volatile 
gas prices, with the price at Henry Hub at one point falling by nearly $2 per million British 
thermal units (MMBtu) in just 12 days. CERA attributes this roller coast.er ride to the dual 
demands of gas for power generation and the need to refill storage inventories, set against 
the backdrop of a hurricane season characterized by rapidly strengthening storms. Owing 
to strong cooling loads, August storage injections. at 5.6 billion cubic feet (Bci) per day, 
averaged 4.4 Bcf per day below the 2002-06 five-year average. 

CERA expects North American gas storage inventories at the end of September 
and October to increase to 3,895 Bcf and 4,162 Bcf, respectively. based on 
the assumption of normal weather. The expected October storage inventory 
level of 4,162 Bcf would be 159 Bcf above last year's record level-just over 
1 Bcf per day more incremental supply for the winter period. 

August saw strong growth in gas-related drilling activity, which reached a new 
record of 1 :523 total rigs. in the Rockies prices continue to plunge to new lows 
as oversupply conditions have become acute in the region arid gas at Opal 
has been selling for pennies. Rockies prices should begin to Improve with the 
onset of heating season. CERA is calling for basis to climb to $2.54 per MMBiu 
under Henry Hub in October on flat production at current levels. 

Gas prices at Henry Hub are expected to average $5.58 per MMBtu in October 
and then climb to $7.28 per MMBtu in November as the winter heating season 
begins in earnest. For AECO prices CERA expects October and November 
to average C$4.20 and CS6.03 per gigajoule ($4.34 and $6.23 per MMBtu), 
respectively. 

0 

NORTH AMERICAN GAS MARKET 
North American gas prices have been on a roller coaster ride since midsummer: 
Henry Hub traded at $5.56 per million British thermal units (MMBtu) on July 
26 before ascending to $7.30 per MMBtu on August 16 and then dropping to 
$5.30 per MMBtu on September 5. CERA attributes the August run-up in prices 
to a combination or hot weather and hurricane fears. 

Note: All prices are in US dollars unless otherwise indicated 

TERMS OF USE. mi$ repan wae prepared by Cambridge Enemy Research A%mdates. 100. ICEnn). and is not lo be redistributed or rwssd in any manner wiuiout M o r  written 
MnSent, WHh We exceprion Of client intwnal distribution BE fallows: CERA Jtrives to be wPm*ive 01 CIlBntintwnal dist"bution ofCERAMnfenf buf require9 that CERA content and 
infomation. including but not limited lo graphs. Charts. fables. figures, and dab. ace not lo be diseminated ouPEide of B client organilafion to any third parly, imluding a dienth 
cu~tomem. financial inrltu(ionr. cmsulliln(E. or the p u b k  Content distributed within me dimt orgnniration must display CEWs le@ notices and s~bibutione of authorship. Some 
infomatian supplied by CERA may be oDfliined tom IOWCCBS that CERA believes 10 bo rcliabiB but are in no way warmed by CERA 85 10 accvmoy or complelenolz. msenf a 
specific agreement to the conlmry. CERA has no ~biigafion lo Updale any cor,(ent or information Pcovkded to B client. 

ma CERA Monlhly B&dirop !span of CERfCs Retainer Adviroly Scwice. For more information, #easa call rl 617 866 SWO (USAI or *11 (0)l 42 44 10 10 (France). or +mail 
infoecera.com. In the U S A  55 Cambrilge Parkway. Cambridge. MA 02142. USA In Euram: 21 bedward de la Madeleine. 75038 Peds. W e x  01. France. 0 2W7. All e h t s  
rerewed. CamDriadge Energy Research As~ocillfes. Iw. No pottion of *is repar: may be icproduced. mused. or otherwise dimibuted in any form without prior wnnen consent. CERA 
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Hurricane fears played a significant role in these price movements, with the mid-August price 
surge coinciding with category 5 Hurricane Dean's rampage across the Caribbean to Mexico's 
Yucatan Peninsula. A second category 5 storm, Hurricane Felix, followed a path similar to 
Dean's several days later, evoking memories of the highly destructive 2005 hurricane season. 
Adding to the anxiety, both storms, but particularly Felix, strengthened rapidly after entering 
the Caribbean. Moreover, in September, Hurricane Humberto formed off the Galveston coast in 
the blink of an eye, escalating from tropical disturbance to hurricane in just 14 hours. 

August storage injections of 5.6 billion cubic feet (Bcf) per day averaged 2.7 Bcf per day less 
than CERA'S expectation, resulting in storage inventories 84 Bcf below our August Mon,thly 
Bri&zg estimate. The reduction in storage injections was primarily a function of higher power 
generation gas demand caused by 21 percent more cooling degree-days (CDDs) than noimal in the 
US Lower 48. North American gas storage inventories ended August 2007 at 3,536 Bcf, 69 Bcf 
above last August's record and 344 Bcf above the 200246 live-year average (see Figure I) .  

Prices at Henry Hub have increased again, reaching $6.24 per MMBtu on September 14. Weather 
through the first half of September in many regions of North American was warmer than normal. 
CERA estimates that prices at Henry Hub will average $5.50 per MMBtu for September and 
$5.58 per MMBtu for October, assuming a return to normal weather (see Table l).* 

Elillion 
Cubic 

Feet 

Figure 1 
North America Monthly Gas Storage Inventory 
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BNP Paribas Natural Gas Market Watch 1 L4 septemoer 

2007 BNP PARIBAS 
~ * * , * y T m y " r N l a t l i  

Commentary 

Since the open interest in Oct. has dropped 18,000 lots in the last 2 sessions and it is 
clearly detached from the rest of the matket, it seems as though any technical analysis 
should be viewed from Nov. on out for the next 2 days. With this in mind, the uptrend in 
Nov. should continue toward a high of 7.85 before we see a pull back. As far as Oct. is 
concerned, it remains very unpredictable and the flow on the floor did not help any. The 
highest open interest in the options is at the 6 dollar strike with 4000 calls and 9000 puts 
but that may not matter if the market sees an opportunity to empty someone's pockets or 
even the remote threat of a storm appears in the gulf. We will see what tomorrow holds 

, . .  

2 I Commodity Futures 



rallies; Rockies gas goes for a penny 
The October NYMEX gas futures mntracl shot up 37.4 
cents, or 6%, to settle Monday at $6.653/MMBlu in what 
traders and analysts deemed a technical shortcovering rally. 
ge on  Cheyenne Plains Gas Pipeline caused cash prices to 

plummet once again in the Rocky Mountains, with some points trading 
as low as a penny. 

The October contract started the day at $6.395 and slid to $6.36 
before breaching key resistance at $6.50 and steadily climbing to a peak 

(conhnried 011 page 2) 

Analyst slashes ’08 gas price forecast by 30% 
Analyst Marshall Adkins on Monday raised his fourthquarter gas 

price forecast by $l/Mcf but sliced a full $3/Mcf off his 2008 forecast, 
saying tight supplies this winter will give way to a gas glut next spring 
and summer. 

The normally bullish Raymond James and Asswiates analyst adjust- 
ed his fourth-quarter price estimate from S6.50IMcf to 37.501Mcf while 
slashing his 2008 forecast from $lO/Mcf to %7IMcf. 

“We expect prices to bottom in SeptemberIOctober as the market 
prices in ftill storage,” Adkins said, adding that inventories are on track 

fumtintied an puze 61 
. . . .  
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to the withdrawal of nearly 30% (or about 200 Bcf) more gas than last year 
through the iirst 82 days of winter,” he said. 

That rapid storage inventory decline will cause gas prices to spike, “perhaps 
more sharply than in 2006 when they reached $9/Md.“ 

But the second half of the winter looks considerably more bearish, Adkins 
said. “Coupled with increased domestic supply, we expect a withdrawal of up to 
30% (or over 300 Bcf) less gas than last year over the final 10 weeks of winter. If 
our projections are correct, total gas withdrawals will be about 7Oh less than last 
winter, and the market will be left with a bloated average of 1.7 Tcf of winter-end- 
ing storage.“ 

The resulting oversupply will send prices spiraling downward through next 

spring, Adkins predicted. “Compounding the problem, increased summer 2008 US 
domestic supply and a hefty increase in liquefied natural gas iniports should fur- 
ther saturate the market through the summer,” he said. 

The analyst noted that US LNG regasification capacity should nearly double 
by early summer, with year-over-year imports growing by about 2 Bcfld. Increased 
gas storage capacity should combine with more North Sea gas flowing into 
European markets to drive at least half of the new global liquefaction capacity to 
North Anierica next summer, he explained. 

In addition, Adkins predicts that core domestic gas supplies will increase about 
1.5 Bdid over the winter, due largely to prolific onshore plays such as the Barnett 
Shale of North Texas. Meanw.hile, production from the Independence Hub will add 
another 1 Bcfld or so from the deepwater Gulf of Mexico beginning in January. 

“As if beginning the summer with a record storage level was not enough, plen- 
tiful supplies will likely force much higher-than-normal gas inventory builds 
through the summer of ZOOS,“ Adkins said, predicting that storage injections will 
run about 2 Bcfld higher than last summet 

“We expect to see an early-winter natural gas rally supported by easy year-over- 
year weather comparisons,” Adkins concluded. But the second half of the winter 
and the rest of ZOO8 “look much uglier as increasing US gas supplies coupled with a 
surge in LNG imports should drive US gas prices lower through the summer.” SGS 

Contract dins for Hldw 
VGIUme 4 cMltra+ traded: 154.601 
Fmntmonths open interest: 
OCT: 78.902 : NOV 122,110: DEC: 53.455 
Total open intotest: 801,847 

Venture launches open season 
for Appalachian storage capacity 

Chestnut Ridge Storage. a joint venture of Tenaska 
Power Fund and eCorp. on Monday lautlched a non-bind- 
ing open season for UP to 25 Bcf of new gas storage 
Capacity at the proposed Junction Natural Gas Storage 
Facility being developed in Soulhwcstem Pennsylvania 
and northern West Virginia. 

The Junction facility is being converted from a 
depleted natural gas reservoir into a multi.cycle. high- 
deliverability storage system With 500.000 Dt/d of 
injection and withd:awa capability. The company said it 
expects to bring the facility into service in the first 
quarter of 2009. 

to the Northeast. Mid-Atlantic and UMX)~ Midwest market 
areas and has the potential to be interconnected with 
Columbia Gas Transmission. Dominion Transmission and 
Texas Eastern Transmission. 

The open Season will close at 5 pm CDT on October 
10. Interested parties should contact Mark Stauss at 
713-5200993 or mstauss@ecoipusa.com. JB 

Chestnut Ridge said the project will provide ServiCe 

mailto:mstauss@ecoipusa.com
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*orwe deficit e x w e d  to i n c m %  with the omomcements of shut-ins totaling 27.7% of Gulf of Mexko -de produdion. The 
contrott. upon which mow tmderr were w ~ ~ r i n g  book as expirotion approached. peaked lote at 184.10, 

&&Y.%?Zk& 
The Minerals Management Servicer repotted yaterdoy that 1.89 Bd of natuml 9"s and over 360,000 bpd of crvde oil were shut-in 
0% a precoution iwt in care 93-L wins rtrewth in the emtem Gulf and tumr into a wbtropicai or tropical stom .. endangering the 
liver of oMore wothen. The ownerloperotorr of COM offrhore production rim, of which we are one leaned, as 01-, toward 
safety and evacuated thore penonnel. Without the people there. production necermriiy rlaur. The Notional Hunicone Center i s  aim 
siding with safety and continuer to  say that this %#em hm the potential t o  acquire rubtropicoi chamdcrirticr today m it m e r  wert- 
notthwertward wer the worn &en of the Gulf of Mexico. This  is h textbook core of CI baralinic $Hern..m opposed to CI barotropic 
r e e m  M quasi-bxatropir A barcdinic reem, in c o x  you're wondering, k defined 01 a rtote for which the Mpycnol surfacer are 
inclined with =ped to  the isobaric surfacer, which impiier that it i s  not a fundion of the pmnum alone. In general, the denrity of a 
fluid mixture i s  a functim d temperature and Concentration of solute m well m prersure In the mean the irothermol surfacer ond 
surfacer of conrtant salinity Omhaline surfacer) ore inclined with rerped to the iwel surfacer, and irobaric rurfclcer This impiier that 
the i m o l  rutfacer am alm indined with respect t o  the hobclric surfacer. So, it'riwt going to rain-. 

Natural Gas, Gas Liquids and Daily Market 
-. Canoc$Ihll$ps Power Market Update Indicator 

v.. . 
Jim Duncan, Market Analyst 

(281) 293-1649 
figay, &,pte,nbe,er 21,2007 Email: James.W.Duncan@concxophiiiips.com 

Storm Forces Shut-Ins, But October Loses 97-29 
Today: flearifh October h%tural Gas Closed -___I 50 wn 0.1727Zd 30-Day: Bearish 
Bottom Line -What is k i n g  referred to as 93-L in the eartern Gulf of Mexico i im changed little the pad two days. That  ohe em wiii 

Eontinue. In other words, this swtcm is rub-tcepjsd and will resuit in a lot of roin f o l . t he .Nevv ,_O l !w-n~~~  Momentum continuer to 
the downside and, % w e  0 profit-tabing miiv iate in the day. we'll continue iwer .  

I 

The EIA reported a 63 Bcf storage build last week, increasing 
the nationwide stocks 10 3.132 Tcf. The build was within the 
industry's expectation of 60 to 75 Bcf injection. 111 the same 
week last year the stock level was 3.177 Tcf. which sends the 

" " 
miles sooth Of Apalachicola. Florida. Setellite imagwy. radar data. and 
surface observalions indi-lc lhst System is gradually becoming belter 
organized. bul does no1 vel have Ihe chwectwistics of a soblropical or 
lroolcal cvclone. ICs runninQ out of lime lo develw loto a ~i~nifi-nl threal. 

build for the 5yr. Average. 

ConocoPhillips Co. Page 1 9/21/2007 

mailto:James.W.Duncan@concxophiiiips.com


end of this year, with a projected average price of about $2.63 per gallon in December 
2007. 

Retail heating oil prices are projected to average $2.78 per gallon from October 2007 
through March 2008, compared to $2.48 last heating season. Higher crude oil prices 
and projections of lower distillate inventories than last year going into the heating 
season, contribute to the projected increase. 

Natural Gas Markets 

Consumption. Driven by increases in the residential, commercial, and electric power 
sectors, total natural gas consumption is expected to rise by 4.5 percent in 2007 (U.S. 
Total Natural Gas Consumption). For 2008, the assumption of near-normal weather 
will temper consumption in the residential, commercial, and electric power sectors 
considerably, leading to an increase in total natural gas consumption of only 0.3 
percent in 2008. 

Production and Imports. Although marketed natural gas production in the Gulf of 
Mexico is expected to decline by 4.3 percent in 2007, production in the Lower-48 
onshore region is expected to increase by 1.7 percent this year, led by strong growth in 
the second quarter. In 2008, the start-up of new deepwater production facilities is 
expected to increase marketed production in the Gulf by 7.1 percent, while marketed 
production in the Lower48 onshore is projected to increase by 0.3 percent. In sum, 
total US. marketed natural gas production is expected to increase by 0.8 percent in 
2007 and 1.3 percent in 2008. 

Imports of liquefied natural gas (LNG) are expected to increase by 47 percent in 2007, 
and by 19 percent in 2008. Relatively high US. natural gas prices during the first half 
of 2007, compared to other LNG-consuming countries, were largely responsible for 
the recent surge in US. imports. As demand for LNG around the world begins to rise 
in the near term, shipments to the United States are projected to decline during the 
third and fourth quarters before increasing again at the start of 2008. 

Inventories. On August 31,2007, working natural gas in storage was 3,005 bcf (U.S. 
Working Nahiral Gas in Storage). Current inventories are now 284 bcf above the 5- 
year average (2002-2006) and 39 bcf above the level of the corresponding week last 
year. 

Prices. Spot prices at the Henry Hub averaged $6.37 per mcf in August, about the 
same as the monthly average spot price in July. Spot prices at the Henry Hub are 
projected to begin rising to a winter peak of $9.01 per mcf in January 2008. For the 

Energy Information AdministmtionlShort-Term Energy Outlook - September 2007 
4 
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year, the Henry Hub spot price is expected to average about $7.31 per mcf in 2007 and 
$8.07 per mcf in 2008. 

Electricity Markets 

Consumption. Summer temperatures have exhibited significant variability this year. 
Cooling degree-days in July were about 3 percent below normal and 18 percent lower 
than July of last year; yet, preliminary weather information for August indicates 
cooling degree-days were 24 percent higher than normal and warmer than 
temperatures last year ( U S .  Summer Cooline Degree Days). This extreme August 
weather has been particularly severe in the Southeast and Midwest regions. Overall, 
electricity consumption for the third quarter is expected to average about 1.6 percent 
higher than the same period in 2006 and is expected to grow by 2.5 percent for the 
entire year (US. Total Electricity Consumution). Growth in 2008 is expected to slow 
to 0.8 percent as temperatures are assumed to return to near-normal levels. 

Prices. After the sharp increases experienced last year, U.S. residential electricity 
prices averaged 11.1 cents per kilowatt hour in June 2007. Residential electricity 
prices are expected to grow by 2.5 percent in 2007 and by 2 percent in 2008, slightly 
lower than the rate of inflation (US.  Itesidential Electricitv Prices and Consumution). 
Industrial electricity prices are expected to grow by 5.0 percent in 2007 and by 1.0 
percent in 2008. 

Coal Markets 

Consumption. Projected growth in electricity consumption will raise electric-power- 
sector coal consumption this year. It is expected to grow by 1.7 percent in 2007 and 
remain relatively flat in 2008 (U.S. Coal Consumption Growth). 

Production. US. coal production (US.  Coal Production), which increased by 2.6 
percent in 2006, is expected to fall by 2.5 percent in 2007 and fall again by 0.6 percent 
in 2008. Western coal production, which represents just over half of total domestic 
coal production, is expected to decline by 2.3 percent in 2007 and remain relatively flat 
in 2008. 

Inventories. Total coal stocks held by the consuming sectors are expected to fall by 4.7 
percent in 2007 to 142 million short tons and remain relatively flat in 2008. 

Energy Information AdministrationlSho~.Te~ Energy Outlook - September 2007 

5 
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Unconventional resources such as shale gas and coalhed methane ''ICE: 5.8M 

S / U  
9/14 have boosted the amount of natural gas recoverable in the US by 16.6% zws;:$& 

io the last two years to a total of 1,525 'Rf, the Potential Gas 
Committee said Thursday in a new report. 

onshore shale and coal seam formations, includinp the Arkoma, 
Anadarko, Forth Worth and Permian basins. Growth in the resource 
base also was attributed to new data from production areas along the 
Gulf Coast, Rocky hlountain and Pacific regions. In the PGC's last Feport 

released in 2005. the resource was pegged at a total 1,308 Tcf (GD 9/14/05). 
'The biennial report put estimated gas reserves in the MidContinent a 

Tcf at the end of 2006, 104.5% above the 113.4 Tcf estimated at the end 

estimate of 191.4 Tcf. 
' 

MldFololnt .usOlutC Common V O l V m e  @+ab 

The PGC attributed much of the increase tn higher production from EasinA'ea 

....... El Pare. Permian 8esin 5.600 . .- 5.555.69 5.57.5.6d 1358 181 . 
5 5.E45 5.57-5.69 5.62-5.68 56: 

.?~~~~~~e~?~,Perman.B851?._5j70 .... 2.50559 Z??S. ........ Ip ........ .L., 
E.ltAI.CNOM Lsuislana*~~ 

. .  

&timated re~erYes in the Rockies were raised to 233.6 Tcf 22v, above the p 

John Curtis, director of the PGC, said that in 2006 there was 1,154.8 Tcf of 

Tcf could he found in probable, nr existing, gas fields; 426.4 Tcf in possihle, or 
ne>*, gas fields; and 460.7 Tcf in speculative gas fields. So-called speculative fields 
have not been drilled, but the committee members used seismic data and what 

gas, not including cBM resouIces, in the Us reso,,rce base, Of that 

.-&g-20Lo.. 

contraot data foi  Wodnsadsy 
VOlUrne Of S0"tr.d. traded: 154575 
F'an t~onthEa~nin teres ' :  
OCT. 94.487 ; NW. 101.809: DEC. 50.884 
Total Dpeo interest: 792,452 

they know about the geologic formations to make their estimates. 
Curtis said there is about 15.5 Tcf of CBM in probable fields, 50.9 Tcf in possi- 

hle fields and 98.9 Tcf in speculative fields for a total of 166.1 Tcf. 'Total proved 
reserves of gas were estitnated to be 204.4 Tcf. 

The coininittee consists of 105 individuals from the gas industry, government 
agencies and academic institutions. The group functions independently, but with 
guidance from the Potential Gas Agency at the Colorado School of Mines. 

In a press conference hosted by the American Gas Association, Curtis pointed 
out that in assessing the amount of gas that nright be available in offshore areas 
currently off-limits to drilling, the committee had to rely on methodology devel- 
oped by Canadian geologists in developing their offshore resources. Since there is 
no new data to use, he said they consider those reserves to he speculative. 

Given that caveat, he said the PGC estimates that 19.4 Tcf of the 91.7 Tcf 
thought to he available in the eastern states lies offshore, he said. Likes-ise, 1 J  Tcf 
of the entirnated 55.5 Tcf believed to be in the country's four most western states 
of the contiguous 48 states - Washington. Oregon, California and Nevada - is 
offshore. He also said that in the Gulf Coast region, 18 of the 32.9Tcf can he 
found in the eastern half of the Gulf of Mexico. Finally, the committee estimates 
that 65 Tcf of the 193.8 Tcf of gas in Alaska is offshore. 

worth the money to develop coalhed methane resources. But they have become 
"the most active areas of the country along with shale," lie said. 

The Powder River Basin's CBM is '%ow one of the most active regions in the 
county; he said. "When people initially looked at it, they concluded these wells 
will never he productive." That all changed with new techno lo&^ and science "and 
now you drill one [CUM] well a week. It is dramatically improved and productive." 

Curtis added. While the report notes the prospects for finding more CBM has 
slipped 2% between 2004 and 2006, he said that is likely to change as drillers 
explore resources in the Rocky Mountain States and Alaska. 

Currently, production in the Rarnett Shale in the Fort Worth Gasin "is the 
hottest new play for natural gas at the moment," Curtis noted. 

Committee inember Michael Deckeer said that most of the new drilling is occur- 
ring in the Rockies' gas shale regions. "I think you will see a pretty significant 
jump in the resource potential in the Rockies in our next report in 2008," he said. 

sumers as long as producers are allowed access to those resources," said Chris 
McGill, AGA's managing director for policy analysis. "This liind of growth in 
onshore resources only happens when companies are permitted to explore the 
opportunities for leasing and permitting of multi-use acreage is allowed to proceed." 

While the report paints a positive picture about potential new reserves, McGill 
said it doesn't detract from the fact that most new supplies of gas remain con- 
strained by access issues. He also asserted that proposed legislation would "roll 
back" provisions in the Energy Policy Act of 2005 that improx'ed access to those 
reserves. '"The treatment of the access issue has been veq- uneven. and that has 
been a prohlem," he said. 

He also said that gas production in the western Gulf of Mexico "is clearly 
declining." Production from the eastern Gulf is prohihited, he said. "You cannot 

. . . . . .  . . ,.. 

Curtis pointed out that many people in the industry did not think it would be 

C6M accounts for at least 10% of the nation's annual natural gas production. 

"Abundant natural gas resources help to keep energ)i costs affordable for US con- 

. . . .  . . , .  .I .I 

Williams details offering 
for new pipeline MLP 

Gas and oil pmducer Williams Said late Wednesday 
that it would spin off a 25% interest in its Northwest 
Pipeline unit to a master limited partnership to be called 
Williams Pipeline Partners. 

ment with the Secudies and Exchange Commission that it 
projected selling a 54% stake, 13 million limned partner 
units. at $20/unit. wiih roughly $240 million being returned 
to Williams proper as payment foithe pipeline stake. 

Northwest Pipeline is a 3,900mile bidirectional inter. 
state pipeline system that connects natural gas fields in 
the Roc& Mountains, Canada and the Sa" Juan Basin to 
markets in the Pacific Northwest. me pipeline unit also has 
a working natural gas storag.? capacity of abut 12.4 Bcf. 

Williams will continue to own the remaining 75% inter- 
est in Northwest Pipeline and Williams employees will 
continue to operate it. the registmtion statement said. 
Williams will also awn the 2% general partner interest and 
the remaining 44% of the limited partner units in the ML? 

Williams said in rts registration that rt anticipates txz ini%al 
public offeting Mil take place in Vr foum ~uarter of *is ~ x .  

Northwest gets 91% of its revenue Born long term 
contracts. the SEC filing said, with curie01 rese:vations 
running at 3.4 Ecf/d. Its two biggest customers are 
Washington's Puget Sound Energy and Oiegoo's 
Nonhwest Natuial Gas. two local distribution companies. 

Williams Pipeline Partners plans its initial distribution 
to begin being paid in Febfuary 2008 at a rate of 
$1.15/unit per year. the SEC filing said. A 25% stake in 
Northwas1 would have given the MLP $22.6 million in 
income in tho first half of 2006. pro forma financial 
statements said. of which the MLP would have distrib 
"led $20.3 million to unit holders. Overall. NOMweSt 
had $61.9 million in profits in the first half of 2007, 
nearly double that of the Same period in 2306. due to a 
favocable mesolution of a FERC fate case. 

Creating an MLP will also help parent company 
Williams. Calyon analyst Gordon Howaid Said Thursday. 
by highlighting Williams' exploration and production arm. 

"We suspect the market is discounting the compa- 
ny's E&P business given the current weakness in natural 
gas prices." Howald said. "We continue to believe natural 
gas prices will be strong. particularly as we head into the 
winter. so we expect this discount will disappear,' 
incroasinc the value of earent Williams' stock. BH 

TuIsa+ased Williams indicated in a registration state- 
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As we have been discussing since late last week the market has moved 
i* id  of itself and is now undergoing the predicted retracement we thought 
\hvilld happen. So far overnight prices are continuing where they left off 
on the defensive. 

The majority of the production that was shut last week in the U S .  
Gulf has been restored. Most everything is relatively quiet at the moment. 
Nothing new on the Geopolitical front, the weather is docile right now 
with a few tropical disturbances out in the Atlantic and not a threat to 
the Gulf and the market awaiting this week's snapshot of oil & ng 
inventories. The early indications for tomorrow's oil inventory report are 
calling for another decline in refinery runs as planned maintenance gets 
underway. Crude oil is expected to show a decline of about 2 million 
barrels with gasoline unchanged and distillate increasing by about 1.2 
million barrels. 

We expect the price decline to continue through today with the 
inventory reports likely becoming the main driver for the rest of the 
week. Currently oil prices are lower across the board while NG is steady. 

Current Expected Trading Range 
9/25/2007 Change Upper Lower 
Electronic From Resistance Support 
6135 AM Yesterday 

A .JV WTI $80.26 ($0.69) $84.00 $78.50 
Oct HO $2.2201 ($0.0105) $2.2700 $2.2000 

Oct RBOB $2.0631 ($0.0203) $2.1600 $2.0500 
Oct NG $6.385 $0.015 $6.250 $5.570 

Dominick A. Chirichella, dchirichella@emimail.org 

Interested in more in-depth analysis of the energy markets? Want 
to be the first to get the inside scoop on the market's drivers? Then 
try our latest publication -- The Daily Energy Speculator. 

Energy Speculator offers reliable trading recommendations for all of 
the main traded energy products on the NYMEX and ICE as well as 
selected inter-month and inter-market/commodity spreads. 

For more information on The Daily Energy Speculator or any of 
EMI's numerous energy publications, call toll kee (888) 871-1207 or 
visit: 

Backed by a well-documented track record of accuracy, The Daily 

h'' .//www.energyinstitution.org/Daily - Energy-Speculator.htm 

The Energy Management Institute operates a fleet of daily, weekly 
and biweekly energy publications covering various angles of the energy 
market, including over a decade of natural gas and power price 

mailto:dchirichella@emimail.org
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Duke Energy 
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Remaining Base Not Yet Locked In 
Winter 2007-08 
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Teds urged to boost LIHEAP funds . . . pornpage z 
ve trouble managing utility bills now, it is a more significant burden.” 

The Low Income Home Energy Assistance Program, which is designed to aid 
such customers, “is not adequately funded to meet the energy needs of the South 
right now,” Wolfe said. “Basically we have a program that is not dcsigned for 
either changing climate or the changing regulatory structure.” 

As a result, “many families are falling behind on their bills and are at risk of 
shut-off of basic electric and gas services,“ he said. 

In the Energy Policy Act of 2005, Congress increased LIHEAP’s funding 
authorization to $5.5 billion. But only if the government actually provides that 
much -an unlikely scenario - would states “have the flexibility to work out 
partnerships with utilities and fuel oil dealers. It would be quite significant.” 

Association, agreed, saying “it does seem clear that under any of the climate 
change bills, demand for natural gas will increase and that will put upward pres- 
sure on natural gas prices as we go forward.” 

Vivian Lausevic, AGA’s director of public affairs, said federal energy assistance 
for low-income people has not kept up with demand. 

“Since LIHEAPs inception 26 years ago, the funding levels for the program 
have grown 17%, but the consumer price index has risen 133%.” she said, “Had 
LIHEAP kept up with inflation. the annual appropriation would be $4.2 billion 
and not the $2.2 billion appropriated last year“ (CD 2/12). 

are spending 33% more of their income on home energy than in 1998. “These 
households typically spend about one-fifth of their annual income on home ener- 
gy bills, which is about six times as much as other income groups,” she said. 

Wolfe said the Bush administration has the authority to release $151.5 million 
I contingency funds to help those people pay outstanding debts stemming from 

.igh gas and electric hills. “If these funds are not released by September 30, $131 
million of the balance will expire,” he noted. 

Wolfe cited a recent survey of state energy assistance directors showing that at 
least 1.2 million households were disconnected during the three-month period 
following the end of state shut-off moratoria, with the average family owing 
around $850. RAW 

Daphne Magnuson, senior director of communications with the American Gas 

Magnuson said AGA will release a study today showing that poor households 

Copyright 0 2007 The McGraw-Hili Companies 

WSI predicts warm start to fail, 
except in northern tier of US 

The next two months will be warmer than normal 
across most of the US. although December will bring 
below.normal temperatures to several regions. private 
forecaster WSi Corporation said Tuesday. 

“The La Niiia event continues to slowly strengthen and 
play a dominant role in temperature patterns. primariv via mod- 
ulation of tropical convection patterns and their subsequent 
downstream impacts in the US,” said WSl‘s Todd Crawford. 

“Typically. in the eastern US. La Niiia means a warm 
October and a cold December, with the transition w r r l n g  in 
November: Crawford said. ”While we feel mat Decemberwiil 
indeed be cold in me East, the current m a n  temperature pat- 
terns in the nolthem pacific suggest that me ea* fail warmth 
may not be as certain as the La NiRa signal suggests.’ 

in October, the Andover. Massachusetts-based flrm 
expects warmer-thamaverage weather everywhere except 
the Northeast and North Central regions. which will be 
colder than normal. 

For the natural gas sector, isolated heating demand 
won’t be enough to offset ‘continued gas injections to 
storage.” Energy Security Analysis Inc. in accompanying 
market commentary. “With moderate temperatures and 
low nuclear outages. gas demand from the power Sector 
in the Northeast will be moderate.’ 

Central, South Central and Northwest sections. while all 
Other areas will be Warmer than normal. WSI predids. 

The early cold spell “could ease pressure on growing 
natural gas inventories.” ESAl said. although it “should be 
offset by warmer temperatures elsewhere in the country.’ 

In December, only the South Central and Southwest 
regions are expected to experience above-average tern. 
peratures. according to WSl‘s forecast. 

‘Colder weather across all of the key heating 
demand areas in December should be bullish for gas 
prices. However. supply concerns are likely to be moder- 
ated by high natural gas inventories at the start of the 
healing Season in mi&November,’ ESAi said. SGS 

In November. colder weather will dominate in the Nom 

Advertisement 
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'The entice energy wmpiex Should follow lhe Bx@imng cNde 
Shon wntnd Iodsy, which will show soms ~enous weakness 8s it roll 

Inlo eXpintion, Weather relaled demand wiil Weahen and pdces 
Should follow suit. 
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1 EIA: "lndurlr(a1 ssdor consumption is pmiecled lo dedina by 0.9 
wic~ni in 2007. but increase by 0.4 percent in 2008:' 

... memated pioduclion i i  expected to incma% by 1.9 percent in 
LOW 2007, OHSening pmduction declnes in u1e Gulf end by 0.2 permi 

in ZWB." 
& 

BDlh SlOragS injoclions lor Iheweek ending OCIober (2 W B m  39 BCF. 
Sloiage ievels ere 2% bwr  man last year a2 3.4 TCF. 1 + 1  I EIA Weekiy Storage Rspoit 

Oii Mamel 

Cambridge Enemy Research Assodale5 
Wloler 2007108: $7.272 
Sumrner2008: 16.872 

"Oil le11 Shemly toward $87 a baRBi on Monday as pari of a bmed- 
Long based mmmodities seildfon concerns DYBr lhe heallh ollhD U.5 

ewnomy and a mcavery in the U.S. dollar." 

Patibbar 

Gas oaily 

AGA Wntei Oullook 

Conow Morning Btiofing 

~emrncnt Agcncoes .... . . 

Energy Information Adminihlmtion 
Wnler2007108: 67.141 
Summer 2008: $6.811 

'Gas PticeusS ai Henery Hub are expected lo everage $5.58 per 
MMBtu in OClOber." 

The undadying feeiing for lhe pas1 lew days is (hat IhB 

Lhouldn'l bB loo dmcull Io bleak thmugh $7.00 and continue lowe 
mino into the Die Wlnler monlhs but IimO wiil lei1 " 

fundamentals may Goa$ be lahi05 over. ll that is Ihe case, I 

Ocl 19th-FERC Stonge, mild Weather lo loii winlei spikes. 
Od 1Blh.-FitCh: Expecl $8 gas on high rtwaga l~vels. 

"RObUsI pmduclion activity. abundant natural gas ~Dmge, the 

pipeiines e m  liheiy to benenl nalurel gar cu~ lomer~  avo< lhe 2007 
"R "infer', 

expected BxpanSion of LGN lerminals and conSINClion of new 

lo average about $7.21 per md in 2607 ani17  i6 per mciin 
2008." 
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Hedged to Date Next Target (10/31/07) 
Delivery Base Supply Total Required Allowed 
Month Dthlday Dthlmo Dthlday Dthlmo dthlday dthlday 

3 



DE-Kentucky 
Attach. 1 Hedeine. Plan Auulic. 

I 

f 
- 

'age 1 78 if307 



m 
0 
2. 
8 

DE-Kentucky 
Attach. 1 Hedging Plan Applic. 

Page 179 of 307 



DE-Kentucky 
Attach. I Hedging Plan Apylic. 

Page 180 of 307 



DE-Kentucky 
Aaach. i Hedging Plan Applic. 

Page 181 of307 
COMPARISON OF HISTORIC SPOT & PROJECTED PRICtu 

TO CURRENT FUTURES PRICES 

Nov 
Dec 
Jan 
Feb 
Mar 

. . -. . . . 

.._..”_ 

._..... 

.___... 
_._._._ 
. APr . . . . . . 
-. May . . . . . 

. Aug . . . . . . 

._..__. SeP 

Jun 
Jul 
. . . . . . . 
. . . . . . . 

Oct ._._._. 

Historic Prices: 
NYMEX ( 

5-yr. avg. 
(01/02-05/06 

$7.44 
$7.29 
$6.92 
$6.61 
$7.05 
$6.53 
$6.49 
$6.45 
$6.24 
$6.31 
$6.62 
$6.94 

;ing Price 

Last Year 
(2005-2006) 

$7.15 
$8.32 
$5.84 
$6.92 
$7.55 
$7.56 
$7.51 
$7.59 
$6.93 
$6.11 
$5.43 
$6.42 

CERA 
!O-Sep-07 

$7.280 
$7.370 
$7.280 
$7.230 
$7.200 
$7.370 
$7.340 
$7.230 
$7.130 
$6.710 
$5.950 

$6.586 $6.891 
$6.935 $7.529 
$7.491 $7.906 
$7.635 $7.946 
$7.059 $7.771 
$6.483 $7.476 
$6.524 $7.518 
$6.503 $7.607 
$6.833 $7.702 
$6.946 $7.775 
$7.080 $7.796 

$6.380 $7.378 I $7.861 
2 Month Avg $6.74 $6.94 $7.039 $6.954 $7.648 

ISummer Average $6.873 $6.821 $7.676 I 
!Winter Average $7.272 $7.141 $7.609 I 

$9.00 

$8.00 

$7.00 

$6.00 

$5.00 

$4.00 

$3.00 

I Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct 



I \  

http://www.cpc.ncep.noaa.gov/products/predictions/long~range/~eadO2/o~~2~te~p.gi~ 1012212007 
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Northwest Cooled 

Texas Warmed 

Vo major changes are noted this morning, although as noted in the 
ieadline, the Northwest and Texas were adjusted slightly. There is 
generally lower November forecast confidence currently. On one 
ride, the models are indicating potential pattern changes by late 
3ctober leading into early November. On the other side, the La Nih; 
s getting quite strong. The latest ENS0 analogs have been 
e-adjusted based on the new data and show better support for this 
nore modest November outlook (they had been colder in the East. 

1OY Normal: 528.1 
NOV 2007 FcSt 590.0 30Y Normal: 578.1 U Change: 0 Nov 2006: 496.1 

November ~ ~ ~ ~ ~ ~ ~ ~ : ~ *  Forecasts 

'National Natyral Gas-Weighted HDDs 

Change: 0 Dee 2006: 732.9 

"National Natural Gas-Weighted H 
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roday's Forecast 
Normals To Settle Into Midwest; Warmth In East 
\side from a cold front advancing across the East 
3n Monday, the majority of the region will aim to see 
ivarm weather early and late in the period. 
rernperatures could remain fairly stagnant in the 
Midwest and parts of the Plains through the 
iveekend before an anticipated ridge brings back a 
'ound of above normal weather for the second half 
3f the period. In the West, the American and 
European models are at ends with each other, as 
the the American model rtortravs a cooler scenario. 

DAY 8 

FORECAST VALID: Monday, 10/2! 

MDA EarthSat Energy Weather 601 I Executive Blvd.,Suite 400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 
www.mdafederal.codvdenergywx/ (copyright 2007) 
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Commentary 

The bears took over in natural gas today even as it looked like crude would continue 
higher and set another record. Crude eventually ran out of steam and settled 87 cents 
lower on the day as Natural gas drifted lower throughout the day and almost tested 
$7.00. The volume was light and volatility dropped as many of the usual players were 
out of the game while attending the PlRA conferences. The underlying f 
past few days is that the fundamentals may 
shouldn’t be too difficult to break through $ e lower going into the pre 
winte‘r months but time will tell. 

7 600 

I I I 7550 

1 

16.500 

Ib.300 

. .  ~ 6.250 
I 

. .  , i 
L _ ~ ~ - . ~ ~ . ~  . .. ” . -. . 
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Thursday, October 18,2007 

Rockies Express timing key to basis shifts: analyst 
'The Rockies Express gas pipeline is often touted as a means 01 bring- 

ing much-needed natural gas from the Rockies production areas to mar- 
kets, thereby easing the enormous basis differentials between Rockies 
prices and those in other areas. 

But according to a new report lrom Barclays Capital Research, the 

NAnoNAL 

Mwdae(r,: 

PR'CE 6.860 

rms. 4&. 10/17 
10/18 

Midpoint A h l u t e  Cornwn Volume Deal5 

PenianBasinArea 

timing of the project could have a huge impact on whether the El Fwo. Permian Basin 
6.565 6.496.73 6.516.63 982 136 

Ubha 6.720 6.676.85 6.686.77 685 97 
will indeed help to readjust basis levels. Tmnsw@stern. Pennian . Bast" 6.605 6.586.62 6.606.62 17 2 

been made obvious by the bottlenecking of gas in the Rockies this 

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

"The market appetite for additional Rockies pipeline capacity has 
E& Texa5limh Lo"i4ans All)* 

(contintred on page $) Camage Hub .. 6.765 6.756.81 6.756.78 161 24 
NGPL Texok zone 6.745 6.71-7.W 6.716.82 809 125 
Tear Eastern, ETX 6.840 6.796.95 6.806.88 17 2 _~ .. 
Texas Gar, ZDOe 1 .. 7.010 6.9a7.08 6 . 9 w . w  96 22 

High levels of gas in stora eep East.itovrtonxaty 
Houston Ship Channel 7.110 7.057.20 7.07-7.15 874 98 

.w 7.%5 7.007.12 7.ob7.10 657 99 
natural gas prices below their peak levels of the past two years, with 
2008 prices averaging $8/MMBtu, analysts at Pitch Ratings said in a 

"Nevertheless, the longer-term outlook for natural gas is for tight 

-______ 
...__._I_ ____ _..___._._I-..--.__..- 

report published Wednesday. SouthComur ChrisU 

Qua DUlCC Hub 7.045 6307.13 6.997.10 155 13 
supply, with higher demand for gas for power generation, dwindling NGPL STX 6.915 6.906.95 6.906.93 1 5 0 2  

-___ Tennessee. zone 0 ~ 100 la_, 
Texas Ea*<", STX 6.900 6.866.92 6.896.92 233 38 

from unconventional sources at higher costs," Fitch power analyst 7.055 7.02-7.10 7.04-7.08 85 15 

________ 
6.935 6.867.00- 6.996.97 deliverability of conventional gas sources and new supplies coming 

1usti.n Boyerstock said. 

. 

** _ _ _ _ ~  . . . . . . . . .  
Gas demand for power will itch sees the next round ... i u n  2009 ... .07s%L .... g:~? 8.W ..... +10.5 ............... 4 

of power plant construction dominated by new gas plants, as new coal and 
nuclear plants face increasingly high costs and local enmmmental  opposition. 

"Declining reserve margins and rising market clearing heat rates indicate that 
new [power] capacity is needed, particularly in the Texas, Maryland and New York 

reb 2010 5 additions in the next few years will likely be gas-fired. While coal and nuclear 200 Mar 2010 
baseload may make more economic sense, growing construction costs, combined 7.897 7.897 7.897 t7.2 200 

1"" 2010 7.867 7.867 7.867 t7.7 0 with environmental opposition on  the local and national levels, increase the 
ld 2010 7.927 7.927 7.927 r7.7 4 obstacles to new construction." 

Fitch said it has revised the gas prices it uses in its models that evaluate the AU9.2010 - 7.967 7.967 7.967 +7.7-_-6 

0 

9.142 9.142 9.142 +lo. .-. regions," the Pitch report said. "Pitch believes that the majority of new capacity Jan 2010 
.--.------~~9142-~.9.142-.~o.7,- 8.887 8.887 6.887 r10.7 

..E%- 7.817 7.817 7.817 +7.7 0 

___ 

business performance of plants. In its base case, Pitch =id it will assume _C~-e"o.-.-...- ob 2010 I ~ ~ ~ ~ ~ - - . . ~ - - ~ ? - . . - ~ - .  8.047 8.047 8 . 0 4 7  +8.2 
- 

gas prices of $S/MMBtu in 2008, declining to $G/MMBtu by 2010. 

$lO/MhlBtu going forward. Its low price case, which "Fitdi does not consider 
realistic," is for gas to average $S.SO/MMBtu in 200s. dropping off to 
$.l.jO/MMBtu. Pitch uses the low price estimate to see how competing coal, 
nuclear, and hydro power plants would stack up against gas power plants running 
on  cheaper fuel. 

Conttact data for  Tuaday 
Volume of cwtracts traded: 139.475 
ironlcnonths open interest: 
NOV, 66.732 ; DEC. 78,304 ; JAN, 81.940 

Fitcb's high price assumption is for $S.SO/hMBtu in 2008, increasing to 

REX timing, impact uncertain ... pompage I 

iioct i2oct 1-1 1-t 17-1 NW Dec winter summer Winter S-M 

2007 2007 200708 2008 200849 2009 

Tansm Zone 6NY 63.250 134.250 197.500 69.000 242.000 7 1 . W  
1" 2 .**.,E* .*0llE,. cnlinn ..--En =n-L.n 

___- 
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FERC Storage, mild weather to foil winter spikes 
Us natural gas Ularkets will enter this winter significant flefibil. M.TIWUAVER/IOE PRICE 6.900 

lO/lS 
l0/19 ity to survive cold spells and avoid disruptions as robust storage inven- 

Lories and mild weather forecasts continue to  shield consumers from 
price spikes, FERC officials said Thursday. Midpalnt Absolute Common volume Deals 

pointed out that spot gas prices have not taken the same steep nort~,ern ?:%5 _65!&?! .%???? ...,. %?65_. 189 
climb as oil, which is pushing $90/barrel in its NYMEX November 
futures contract. Fuel switching has increased gas consumption but not 
prices. 

"For a second year, the prospects for natural gas markets as we head int 
winter are very good," said Stephen Harvey, director of the division of energy 
market oversight. "Current conditions for natural gas demonstrate significant 
flexibility to deal with most challenges that might arise through the winter." 

?zd:$& 
In its Winter 2007-08 Energy Market Assessment, commission staff Perm'anBaslnA'ea 

El Paso. Pelmian Basin 
Waha 6.735 6.67688 6.686.79 579 79.. 

Still, gas price volatility 
is an issue. And inc 

Fe5 2009 9.283 9.340 9.34O-+&Z &40- .. Moeller: US more dependent on gas capacity from new 
Natural gas 'seems to be the fvel of choice for the pipelines and liquefied nat- ~ a r  2009 9.030 sxo ~ % 1 )  t%?,. .... (?I? ... . 

foreseeable future" for US power generation as plans for ural gas import terminals .&-2B9 8.105_8.203 5x42 t?.Z ...... 4% .. 

tions abofl fhe timing of when new genemion might shift some regional ~ ~ 2 . m  s.oS7~s.087 ....... s5Q?L %A:.?? 
coal-fired capacity additions fall by the wayside and ques- May 2009 8.042 8.042 8.042 *1.2.,-._?% 

35 
0 

8.202 + L 7  
8.217 fi.7 100 

may come online linger, Said Philip Moeller, a member of pricing dynamia in early A?@? .E?.-8.is ...... &152 ??:x ". 0 

"I...._,.... ..,~ 
the Federal Energy Regulatory Commission. on Thursday. 

Speaking after the FERC staffs PreSentation of its 
upcoming winter energy market assessment, Moeller 
said it is clear mat "as a country. we're becoming more 
dependent on natural gas, and particularly for electricity 

2008, H~~~~~ toid commis- 
sioners at their October 
open meeting. 

With oil prices going in 
generation. I think we should make it clear that that's one Feb 2010 91179177,.9.177-3.5 2 
where this country's heading right now." "Mar2010 B 2 ?  82?2z_,_8.@??__+3.5 108 and gas 

A p  2010 7.922 7.922 7.922 +2.5 - 1 "You've certainly heard about mal piants being caw price going in another, 
-led fhroughoa me coun!,y; Moeiler said, adding Staff surmised the fuels are ~?~~o_.~ . .__ . . . .7d4~.7 .84~7.842.~5. - - -~o1" - . - . . - .  1 

7.957 7.957 7.957 +3.0 1 Jul2010 ___ 
Moreover, although .many of us greatly support "The change may reflect a ..&?2?H 7.$97._L!1997 La?--% AX? 

renewables. they are often kxatiowonstrained with a 
new relationship between *2w &!?lLL@?L ,.... ?L%L.-.SL 

oct2010 8.077 8.077 8.077 r3.0 -. -- 
gas and oil prices. in e f f G  cmtract data for Wednesday 

vmme of comracts traded ~ 5 , 4 3 5  
Fmntmomng Open 
NO? 55.363 : DEC: 83.571 : JAN: 82.909 
TOW open interest: 753.172 

gas and oil price competition may be dead - at least for now," Harvey said. 
Gas production due tn new wells has helped keep prices down this year, staff 

said. Current prices in the area of $7/Mcf support dritling costs. But how com- 
modity prices and more drilling really impact the overall supply situation is Less 
clear as companies struggle to maintain productivity in tougher basins, said the 
report. 

Commission staff also noted the record levels of LNG coming to shore in the 
first half of the year. Through mid-October, 2.5 Rcf/d of regasified LXC entered 
the US pipeline @id, up about 50% compared to the same January-October period 

750 

7.28 

7 . 0 5  

6.W 

6.62 



last year (see story, p q e  1). The LNG surge stemmed from demand reductions in 
Europe, more liquefaction on the supply side, and new supplies from the Middle 
Fast, according to FERC. 

increase over the course of the winter may be optimistic, given projections of ris- 
ing prices in Europe. "LNG will be available when US prices are relatively high," 
he said. "Consequently, expanding LNG capacity serves as a sort of insurance pol- 
icy - not used much when times are good, but very helpful if times get bad." 

Besides LNG, gas storage has been a huge factor this year, staff said. Analysts 
expect to see full storage this year, protecting the markets from shocks associated 
with tight supply-demand balances. 

But weather is always the big determinant for winter gas usage. In noting a 
National Oceanic and Atmospheric Administration forecast of warmer-than-nor- 
mal temperatures across much of the country this winter, Harvey said the ingredi- 
ents are there for prices to remain stable or even dip some. 

Market dynamics could change late in the winter as pipeline and LNG infra- 
structure comes online. The Independence Trail Pipeline out of the Gulf of 
Mexico and the long-haul umtern section of the Rockies Express Pipeline from 
the Cheyenne Hub to Missouri are expected to begin operating in early 2008. 

On top of that, several new LNG terminals are primed to go live in the first 
quarter, noted the staff report, including the Freeport and Sabine Pass LNG termi- 
nals in Texas, the Northeast Gateway terminal off the coast of Massachusetts and 
Sempra's Energia Costa Azul terminal in Baja California, Mexico. 

Plenty of infrastructure projects are under construction and under develop- 
ment, the commission said. Yet the anticipation did nothing for conditions in the 
Rocky Mountains late this summer and early fall, where prices dipped to pennies 
due to stranded gas. 

the extreme price volatility that can result from constraints on the interstate 
pipeline system," Harvey told commissionen. 

Henry Hub, he noted, saying the gas market is such that prices are consistently 
driven down in areas where supply is bottled up. "The fix for this kind of price 
volatility is infrastructure." JK 

In his testimony, Harvey suggested that EIA projections that LNG sendout will 

"The difference in prices nationally and in the Rodties is further evidence of 

At the time that Rockies prices tanked, prices hovered around $6.20fMMBtu at 

FERC gives nod to Aquila 
gas, electric utility asset sales 

The Federal Energy Regulatory Commission on 
Thursday approved a two-step transaction under which 
Aquila wili sei1 its Colorado.based eleciric utility, along 
with natural gas operations in Colorado. iowa. Kansas 
and Nebraska. to Black Hills. while ais0 merging its 
Missouri electric Utility assets with Groat Plains Energy. 

Approving the Federal Power Act section 203 merger 
application that the companies filed in May, FERC found 
that the deal would not harm competition or increase the 
merged flrms' ability to exercise market power. 

The commission found that the merger would not 
create or enhance the appiicants' ability to use con- 
trol of upstream transmission and natural gas assets 
to harm competition because the merged company 
does not contml fuel inputs serving generating plants 
and it would Continue to provide open-access trans- 
mission service. 

The deal wili not affect wholesale power 01 trans. 
mission rates because none of the existing wholesale 
power contracts would change and all other sales by 
the merged company will be made at market-based 
rates. FERC said. It also found that the applicants met 
all commission standards to show that the merger 
would not result in improper cross-subsidization of non- 
utility companies. 

The Nebraska Public Service Commission earlier this 
week approved Black Hills' acquisition of AquilaB naturai 
gas utility assets and operations in the state and the 
Iowa Utilities Board previously gave its approval for the 
transfer of utility assets in that state. Under the two-part 
deal announced in February. Black Hills plans to pay 
$940 million for the assets (GO 2/8J. 

After that deal is compiete. Kansas City, Missour6 
based Great Plains Energy will acquire what remains of 
Aquila in a deal that shareholders of both companies 
approved last week. Upon completion of that deal. which is 
wending before slate regulators in Kansas and CoIMado, 
Aquiia would become a Great Plains Energy subsidiary. IT 

8 
'7 

Copyright e 2007 The Mffiraw-Hill Companies 
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AGA Media Contacts: 
Daphne Magnuson 202-824-7205 
George Sarkisian 202-824-7206 

For Release 
October 8,  2007 
PR - 57 

Natural Gas Utilities Provide 2007-08 Winter Outlook for Natural Gas Customers 

Washington, D.C. - Robust production activity, abundant natural gas storage, the expected 
expansion of liquefied natural gas (LNG) terminals and construction of new pipelines are likely to 
benefit natural gas customers over the 2007-08 winter, according to key executives from the 
American Gas Association (AGA), which represents the nation's natural gas utilities. At its 
Winter Heating Outlook press briefing here today, AGA representatives said this winter's supply 
of natural gas is abundant, but reminded the audience that utilities acquired a portion of the 
natural gas they will pipe to homes and businesses this winter earlier in the year when wholesale 
prices were higher than they are at present. AGA representatives also warned that weather 
conditions ultimately determine the size of home energy bills, because cold weather causes 
consumers to use more natural gas. 

"This year, it's a return to 'business as usual' for natural gas utilities and their customers," said 
Chris McGill, managing director, policy analysis for AGA. "The business of a natural gas utility is 
to provide reliable supplies at an affordable price to its customers throughout the winter and all 
indications are that utilities are going to conduct that business very well this year." McGill said 
natural gas customers will benefit from incremental increases in natural gas supply made 
possible through the completed expansion of two LNG terminals, the construction of the Rockies 
Express Pipeline and the Independence Hub. 

According to AGA, natural gas utilities purchase natural gas from a variety of competing suppliers 
throughout the year. Some of this natural gas is placed in underground storage facilities for the 
utility to draw from during the winter and some of it is scheduled for delivery to tho utility's pipeline 
system during the winter months. 

McGill said that demand for natural gas for electricity generation continues to grow. "There are 
peaks in demand for natural gas during the hottest months, when it's needed to generate 
electricity," McGill said," However there are also multiple mini-peaks in consumption of natural 
gas to generate electricity throughout the winter to take into account. 

"Are we challenged for this winter? Not from the stand point of reliably supplying customer 
demand," McGill said. "But we need to keep in mind that costs are higher today than when 
compared to history and that adequate supply for winters to come remains an issue." 

Paul Wilkinson, vice president, policy analysis, AGA agreed with McGill, "Natural gas is a 
premiere fuel from an environmental perspective," said Wilkinson. "Ninety percent of all new 
electricity generation plants built since the 1990s have been natural-gas fired," he said. "Climate 
change mitigation policies are likely to lead to an even greater reliance on natural gas; however 
the potential for natural gas to contribute to environmental improvements cannot be realized 
unless access to the resource is increased," 

- more - 
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Natural gas utilities have used storage, the competitive marketplace and financial tools to protect 
their customers from price increases and volatility. According to US.  Energy Information 
Administration statistics, the price of all major home energies has increased since 2000. By law, 
natural gas utilities may not mark up the price of natural gas. Instead, utilities charge natural gas 
customers the same wholesale price they paid to acquire the fuel. Like FedEx or UPS, utilities 
earn any profits from a separate delivery charge that is not linked to the price of the product they 
deliver. 

"By continuing to use energy wisely, customers can gain greater control and predictability over 
their home energy bills," said Wilkinson. In addition to using programmable thermostats, he 
advised customers to take advantage of tax credits for high efficiencyfurnaces and boilers, 
energy-saving windows and home insulation and to look into levelized billing programs offered by 
natural gas utilities. 

"Households are using about 33 percent less natural gas than they did in 1980," Wilkinson said. 
"But efficiency alone is not the answer: low-income households need help." 

Mark Wolfe, executive director of the National Energy Assistance Directors Association, which is 
the primaryeducational and policy organization for the state directors of the Low Income Home 
Energy Assistance Program (LIHEAP), agreed with Wilkinson and called on Congress to increase 
funding for LIHEAP this winter. 

The American Gas Association, founded in 1918, represents 200 local energy utility 
companies that deliver natural gas to more than 64 million homes, businesses and 
industries throughout the United States. A total of 69 million residential, commercial and 
industrial customers receive natural gas in the US, and AGA's members' deliver 92 
percent of all natural gas provided by the nation's natural gas ufilifies. Natural gas 
meets almost one-fourth of the United States' energy needs. For more information, 
please visit www.aua. org. 

- AGA - 

American Gas Association*400 N. Capitol St., N.W. Suite 400 *Washington, D.C. 20001 
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Natural Gas, Gas Liquids and Daily Market 
Conoc&hil li ps Power Market Update Indicator 

Jim Duncan, Market Analyst 

Email: Jarnes.W.Duncan@conocophillips.com 
(281) 293-1649 

Monday, October 22.2007 . .  

Todap Bearish hbvember Abtural Gas Closed Down 0.333g 30-Dafl Bearish 
Bottom Line - The entire energy complex should follow the expiring crude contract today, which will show iome ierious 

weakness as it rolls into exwiration. Weather related demand will weaken and wiicei should follow suit. 

I Ye$erday'i Macket 
November fell "off the wagon" on Friday as energy markets, in general, traded in negative territory. Natural gas 
tested $7.00 support while looking a h i d  to unruppoitive fundamentals, including a mild winter outlook and a 
healthy storage tally. The front month closed the week at $7.041, down 33.3% d e r  running a range between $7.035 
and $7.305. November crude futures, which expire today, settled at $88.60, down 87g after trading between 181.90 
and 989.5a Mort saw the weakness in natural gas, at least fundamentally, due to milder weather acros CONUS this 
week. 
- Toda&Mqrkel 
I love saying the word autumnal. Say it with me,., o%?m-mL Now, don't you feel better. Use it In a sentence today. 
It's better than using the word ... FALL. That's so anti-intellectual, The reason is..,fall i s  here! While some worn weather 
i s  still bund to show up, we're done with the extremes of summer. That means with storage at seriously high levels. 
weather related demand weak, and OH!, i forgot! Hurricane sewon being virtually OVER! ...we' re heading into 
seriously bearish fundamentals. I know, you've heard that before, i agree with you. However, the crude oil contract 
has hit such historic highs lately that there has to be a lot of iongr in that market. Today i s  expiration. They'll have to 
sell to get out of positions. Such weakness will be felt across the energy board. ..at least today. I altended PlRA iast 
week. What I got out of two days of listening was that the natural gas fundamentals are bearish now, but bullish next 
year. Crude oil h bullish now. ..and forever! Maybe I'm owntating the comments ... maybe not. 

Access Trading 10/22/2007 7:14 A M  ]Natural Gas $6.925 (1 1.6C 1 
WTI Crude $87.130 ($1.48) lIPE Brent $67.190 . .  

[ 'l'onielr t's Low Tern [.)ern 1x1 res.. . 1 

I coaiesl anomalies fool Ihe westein U.S. exist aa&S the southern and Central Piains, The I wdrme~~ anometiee persist across southern California where slrong Sanla Ana winds 

We expect to see 42 Bcf build from storage this week. 

The ElA reported a 73 Bd storage build last week, increasing the 
nationwide stocks to  3.336 Td. The build was within the industry's 
expectation of 60 to 8 0  B d  injection. In the same week last year 
the stock level was 3.389 Td, which sendr the year on year deficit 
to 53 Bd. Indication for this week is a 42 B d  build compared to a 
53 Bcf build last year and a 64 B d  build far the Syr. Average. 

,ne m,o ,mn, moy(ng a c ~ s  
dmp mean temPeralores fDImO, 
Look for demonstrably iower temperatures acmss most of lhe eastem 
U.S. wilh lhe most dmmalic lemperalure dmps in the south ... SOIS last 
week to 70's this week. Jhis WONT l ed  people, buf If does mark lhe 
aulumnai flip. 

ConocoPhillips Co. Page 1 10/22/2007 
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inventories are expected to recover as higher prices draw in imports, ending the 
winter season at 27.7 million barrels, near the average over the last 5 years. 

Prices. Spot propane prices are strongly influenced by both crude oil and natural gas 
prices. Retail propane prices are projected to average $2.13 per gallon in 2007 and 
$2.20 per gallon in 2008. However, with current inventories well below year-ago 
levels, propane markets are likely to remain relatively tight this winter, with the 
potential for additional upward pressure on residential propane prices if the U.S. 
experiences severe weather. 

Natural Gas Markets 

Consumption. Heating degree-days in the fourth quarter of 2007 are expected to 
increase by 10 percent over the corresponding period in 2006, contributing to 
expectations of 9.5- and 6.9-percent growth in residential and commercial sector 
natural gas consumption, respectively, for 2007 over 2006. Total natural gas 
Consumption is expected to rise by 4.6 percent in 2007 because of increases in the 
residential, commercial, and electric power sectors, particularly in the first half of the 
year (Total U.S. Natural Gas Consumption Growth). In 2008, the continuation of near- 
normal weather would slow expected year-over-year consumption growth to 0.4 
percent. In the residential sector, consumption growth is expected to increase by 1.5 
percent, but only small changes are expected in the commercial and electric power 
sectors. Industrial sector consumption is projected to decline by 0.9 percent in 2007, 
but increase by 0.4 percent in 2008. 

Production and Imports. Total US. marketed natural gas production is expected to 
rise by 1.3 percent in 2007 and by 0.9 percent in 2008. In the Gulf of Mexico, where 
year-to-date tropical storm-induced production losses currently total 8.27 billion cubic 
feet (bcf), marketed production is expected to decline by 2.6 percent in 2007 and 
increase by 5.4 percent in 2008 as a result of developing deepwater supply 
infrastructure. In the Lower-48 onshore region, marketed production is expected to 
increase by 1.9 percent in 2007, offsetting production declines in the Gulf, and by 0.2 
percent in 2008. 

Imports of liquefied natural gas (LNG) are expected to increase by about 260 bcf (44.5 
percent) in 2007 and by about 170 bcf (19.7 percent) in 2008. High natural gas prices in 
the United States compared with other LNG-consuming countries, combined with 
increased global supply of LNG, created a surge in shipments to the United States 
during the first half of 2007. LNG imports have slowed in the last 2 months as natural 
gas demand in Japan for electricity generation has increased since the shutdown of the 
Kashiwazaki-Kariwa nuclear power plant in July. 

Energy Information AdministrationlShorl-Term Energy Outlook - October 2007 
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Inventories. On September 28,2007, working natural gas in storage was 3,263 bcf 
(US. Workinn Natural Gas in Storage). Inventories were 227 bcf above the 5-year 
average (2002-2006) and 54 bcf below the level of the corresponding week last year. 
Working gas inventories by the beginning of the heating season are projected to reach 
3,444 bcf, slightly below the all-time high for natural gas storage inventories recorded 
at the end of November 1990. 

Prices. The Henry Hub spot price averaged $6.26 per mcf in September, which 
marked the fourth consrnitive decline in the monthly average spot price since May. 
A lack of significant hurricane activity in the Gull of Mexico and historically high 
storage inventories have contributed to the recent decline in the Henry Hub spot 
price. Spot prices at the Henry Hub are projected to rise to a winter peak of $8.65 per 
mcf in January 2008. On an annual basis, the Henry Hub spot price is expected to 
average about $7.21 per mcf in 2007 and $7.86 per mcf in 2008. 

Electricity Markets 

Consumption. Cooling degree-days this summer were 12 percent higher than normal 
(U.S. Summer Coolinz Degree-Daw) and slightly higher than last summer. Summer 
residential electricity consumption this year was 1.5 percent higher than it was in the 
summer of 2006. For the entire year of 2007, total consumption is expected to grow 
about 2.4 percent, primarily due to a surge in electricity consumption in the first 
quarter (US. Total Electricity Consumption). Growth in 2008 is expected to slow to 
0.7 percent due to an assumed return to near-normal summer temperatures and 
slightly slower growth in economic activity. 

Prices. US. residential electricity prices are expected to grow by 2.2 percent this year 
and 2.3 percent in 2008, much lower than the growth rates experienced during 2006 
(US.  Residential Electricity Prices). Most of this increase is a result of increases in the 
fuel costs faced by electric power generators. Industrial electricity prices are expected 
to grow by 4.8 percent in 2007 and by 1.7 percent in 2008. 

Coal Markets 

Consumption. Projected growth in electricity consumption of 2.4 percent will raise 
electric-power-sector coal consumption by 2 percent in 2007. Electric-power-sector 
coal consumption will remain relatively flat in 2008 (US. Coal Consumption Growth). 

Production. U.S. coal production (US. Coal Production), which increased by 2.8 
percent in 2006, is expected to fall by 2.7 percent in 2007. Production is projected to 

Energy Information Administ rat ionlShore~ Energy Outlook - October 2007 
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10/22 14:16 CDT UPDATE 9-Oil falls toward $87 on economic worries 
10-22-2007 14:16 UPDATE 9-Oil falls toward $87 on economic worries 

(Updates prices with settlements) 
S y  Santosh Menon 
,ONDON, Oct 22 (Reuters) - Oil fell sharply toward $87 a 

barrel on Monday as part of a broad-based commodities sell-off 
on concerns over the health of the US. economy and a recovery 
in the US. dollar. 

US.  crude <CLcl> settled down $1.04 at $87.56 a barrel, 
retreating from last week's all-time high of $90.07. London 
Brent crude <LCOcl> was 52 cents lower at $83.27. 

the euro <EUR=>, alongside sliding world stock markets 
following a flurry of weak corporate earnings results 
encouraged selling across energy and metals. 

US.  oil remains up around 10 percent since Oct. 8, 
propelled by geopolitical worries and expectations that energy 
inventories will be tight during the Northern Hemisphere 
winter. 

troops near the Iraqi border could announce a cease-fire Monday 
evening added to Monday's losses. 

rebels killed 17 of its soldiers, raising fears of wider 

Dealers said the dollar's rebound from a record low against 

Analysts said news that Kurdish rebels fighting Turkish 

Turkey had vowed Sunday to take tough action after the 

ability in the Middle East. 
Kuwait's acting oil minister said Monday geopolitics and a 

lack of refining capacity was behind the recent surge in world 
oil prices and that a 500,000-barrels per day (bpd) output 
increase already agreed by OPEC would positively affect the 
market. 

"We think that the production rise by 500,000 bpd will 
affect positively (the price)," Mohammad al-Olaim told 
reporters on the sidelines of an oil conference. 

"It is in our interest that the price is appropriate for 
consumers and producers." 

However, others contend OPEC's output increase from Nov. 1 
is too little and too late. 

"To bring the oil price down from its current level, OPEC's 
members need to put more oil onto the market and allow 
commercial inventories to be replenished," the London-based 
Center for Global Energy Studies said in a report. 

crude oil market increased their net long positions in the week 
to Oct. 16 as part of the rally that sent prices to a record 
' 'abarrel. 

Crude longs rose to 87,988, the highest level since 
mid-August, fTom 69,190. 

Analysts said the continued rise in the size of speculative 
net long positions made oil vulnerable to a correction. 

Meanwhile, speculators on the New York Mercantile Exchange 

25. 



"The growing size of un-hedged positions in the market is a 
source of downside price risk, albeit strong underlying 
fundamentals should act to limit the extent of any potential 
correction," Barclays Capital said. 
' ' dditional reporting by Richard Valdmanis in New York, Fayen 
. Jng in Sydney) 
((Editing by Marguerita Choy; Reuters Messaging: 
santosh.r.menon.reuters.com@reuters.net; 
santosh.r.menon@reuters.com, + 44 20 7542 9325)) 
Keywords: MARKETS OIL/ 

RIC: N2 - UBMS PNAC: nL22111520 
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Gas Commercial Operations 
Long Term Fixed Price 

Bid Sheet 

October 16,2007 
11:OO AM 

Nov 08 - Mar 10 
Columbia Gulf Onshore or Mainline 

Date of Bids: 
Time of Bids: 
Location: 
Term: 
Volume (dthlday) 

Onshore Bid Mainline Bid 
Mainline 

Onshore Equivalent ** 

ldth ldth 

$8.5364 ldth ldth 
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Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2007-08 

DthlDay 
November December January February March Total 
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Prim 
Pressure Weather 

Long Term Weather Fo~ecast 4 

$ Mid Term Weather (30-60 days) 

6-10 day forecast 

Tropical Storm Aclivitj $ 

storage i""B"t0ry 

+ EiA Weekly Storage Report 

Comments Term 

Long NOAA predicing a warmer than normal DeoFeb. 

The only coidsr than normal Imps are in Canada and a Small 
section Of the east coast. 

Short Warmer wealher Continues lhiwgh next week. but turns colder 
egatn for the weekend. 

Short No activity in the near term. 

Bdh Storage injeclions for the week ending November 2 were 36 BCF. 
Storage lev& are 3% higher than last year at 3.5 TCF. 

Cambiidge Eneigy Research ASBOCiaieS 
Summer2008: $7.037 
WinferOWO9: $7.174 

Paribas 

Gas Daiii 

Long "the price of 985 at Henry Hub has increased Since late Summer, 
and CERA expect this trend io continue weli into winter." t 

+ 

t 

Short "A strong rise in open intereSt in a falling market indicates lhat the 
downtrend is probably here for a bit.' 

"Longer term, we are starting io see news reports that new 
demand for natural gas wiil outpace supply and produclion ..." 

0~131: NEE Storage gas 'more than adequate' for Winter 
NO" 2: Gas storage tn~enlorles top 3.5 TCf, set record 

Conoco Morning Btienng 4 
"I'm not realiy bullish ... 1 just think ptice (NYMEX) will go up 

Short today ... despite the fact that Cash is VERY weak, and prices should 
continue to tank." 

I I I 

I i I 
Government A g m ~ i 8 9  

Demand 

SUPPiY 

"The Henry Hub Spot price ... is projected lo reach a winter peak 
monthly average price 01 about$8.65 per mcf in January 2008." 

Energy lnfoimaiion Administration 
Summer 2008: $7.399 
Winter 200W09: 0 

.: 

4 EiA: "Consumption in the industrial sector is projected to deciine by 
0.7 percent in 2007 and remain relatively unchanged in 2008.' 

4 LDng "...the development Of deepwhaler Supply SOulCeJ IS expected lo 
lead to pmductlon growth of 7.4 percent in 2008." 

t Long Oii Market 

"Giobai oil mark 
has Continued I( 
(OPEC) Countii 
bridge the gap." 

1 g~~wmuchfasteilhanaii supplyouiside of 
es, putting pressure on OPEC and Inventories to 

.. .. . . ... . . . .. . __- .. 
lmh Floor North Conference Roam. 1:00 pm 

Allendeer 
r 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

11/9/2007 
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Hedged to Date Next Target (3/31/08) 
Delivery Base Supply Total Required Allowed 
Month Dthlday Dthlmo Dthlday Dthlmo dthlday dthlday 

Nov-08 
Dec-08 
Jan-09 
Feb-09 
Mar-09 

Winter 08/09 

Apr-IO 
May-IO 
Jun-IO 
Jul-IO 

Aug-IO 
Sep-IO 
Oct-10 

Summer 2010 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICkS 

TO CURRENT FUTURES PRICES 

Historic Prices: 
NYMEX C 

5-yr. avg. 

$6.92 
$6.61 

..._ ..... 

. . . . . . . . . 
Jun $6.45 
Jul $6.24 
. . -. . . . . . 

Oct $6.94 

. . . -. . . . . 

ing Price 

$8.32 
$5.84 
$6.92 
$7.55 
$7.56 
$7.51 
$7.59 
$6.93 
$6.1 1 
$5.43 
$6.42 

CERA 
25-Oct-07 

$7.860 
$8.040 
$7.780 
$7.310 
$7.570 
$7.510 
$7.380 
$7.220 
$6.890 
$6.100 
$6.590 
$7.330 

EIA 
6-Nov-07 

$8.283 
$8.633 
$8.541 
$8.222 
$7.635 
$7.543 
$7.471 
$7.306 
$7.584 
$7.748 
$8.006 
$8.448 

NYMEX 
9-NoV-07 

$7.897 
$8.290 
$8.343 
$8.185 
$7.855 
$7.898 
$7.971 
$8.056 
$8.128 
$8.153 
$8.223 
$8.608 

2 Month Avg $6.79 $6.95 $7.298 $7.952 $8.134 
Summer Average $7.037 $7.613 $8.041 
Winter Average $7.664 $8.425 $8.265 

$9.00 

$8.00 

$7.00 

$6.00 

$5.00 

$4.00 

$3.00 
Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov 

I' 
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Wednesday, November 07,2007 

December Forecast 
Remains Unchanged 

The December outlook remains unchanged in this week's 
update. The most favored area for cooler weather is again 
across Canada and on the Mid-Atlantic coast, with warmth 
dominating much of the South and in parts of California. As 
November wears on, the evolution of the pattern, particularly 
in the North Pacific, in the latter half of the month has large 
implications for December. The further east the GOA low is, 
the warmer the forecast in North America. Also important is 
the status of La Nina, which remained steady in the moder- 
ate cateqow this week. 

Change: 0 
'halional Gas-We gl.lcd 1iDDs 

Though very carly tn llie month here 1s how November IS shaping up 
lo dale Cooler wearher has begm to malenalize in the Easlem US, 
wi!h more cool wealher expected for the balance 01 this week, thougl 
warmer weather IS seen fof next week The problem area appears t( 
be auoss Canada where barel, a den! has been put in the warmth 

&IUa?'y TUFtIS arsner in the East 

Cooler Temperatures Found In Canada 

January outlook is based on a break in the cool pattern oc- 
curring early in the month. This is based on a trend from a 
negative NAO pattern in December to a more positive one in 
January. This typically correlates with a milder pattern along 
the immediate East Coast. The colder than normal condi- 
tions contract in Canada but are still present and could still 
produce a cold break or two during the month for the US. 
The West will only be slightly below normal as an east based 
La Nina pattern limits cold air intrusions. 

January GWMDD* Forecasts 

Jan 2o08 Fcst 

'forecast into the middle of !he month. 1 and little cold weathei 

Maps above depict deviations of average temperatures from normal in Fahrenheit. I 
MDA Earthsat Weather 601 1 Executive Blvd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 Fax (240) 833 8301 

www.mdafederal.com/wx/ 02007 130-60 Day-Outlook, Version 2.11 
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Todav's Forecast 
Stronger Eastern Cooling late; West Still Warm 
While some relative warmth lingers at the beginning 
of the period, cooling quickly builds south and east 
for next weekend. The primary threat to the forecasj 
in the East is to the cold side with much belows 
possible on days 9 and IO.  Texas could also see 
cooler temperatures late. In the West, much above: 
were extended longer today in the deserts of the 
Southwest. This was part of a larger-scale warming 
of the interior West. 

www.mdafederal.cotn/wdenergywd (copyright 2007) 
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CERA ADVISORY SERVICE 

North American 
Natural Gas 

Monthly Briefing@ 

DATE 
October 25,2007 

NORTH AMERICAN GAS MARKET PRICES RISING INTO WINTER 
North American gas prices have crept upward slowly since late summer, averaging 
$5.98 per mi l l ion British thermal units (MMBtu) for the month o f  September- 
$0.48 per MMBtu above CERA'S estimate in the September Monthly Briefing. 
The recent run-up in oil prices to near $90 per barrel has no doubt contributed to 
the gas price rise at Henry Hub, which again broke through the $7 per MMBtu 

Note: Al l  prices are in US dollars unless otherwise indicated. 

NATURAL GAS PRICES SET TO RISE FOR WINTER 

KEY IMPLICATIONS 

The priceofgasat Henry Hub hasincreasedsince1atesummer.andCERAexpectsthistrend 
to continue well into the winter. Seasonal space-heating demand coupled with a seasonal 
downturn in liquefied natural gas imports will elevate the price level for the winter season. 
CERA expects gas prices at Henry Hub to average $7.73 per million British thermal units 
(MMBtu)overthecourseofthe winter, peaking at $8.04 per MMBtu in January. Forthe AECO 
Hub, CERA expects gas prices to average Cs6.46 per gigajcule ($6.68 per MMBtu). 

CERA expects the end-October storage inventory to reach 4,099 billion cubic 
feet (Bc9 for North America. This would represent an average incremental gas 
supply increase of 1.3 Bcf per day over the 150-day winter period compared 
with last winter. 

Total North American gas demand is expected to increase by 3.1 Bcf per day. 
assuming a return to normal weatherthis winter. If winter weather is colderthan 
normal, demand could be an additional 4.7 Bcf per day higher, while another 
warm winter would reduce demand by 5 Bcf per day from normal. 

The completion of Rockies Express Pipeline-West in January 2008 will begin 
to shift regional prices. Rockies gas prices will receive a substantial boost, 
reconnecting them with the broader western market, but at the same time 
prices in Mid-Continent markets will fall owing to the influx of Rockies gas 
supply formerly trapped behind the pipeline bottleneck. 



NP PARIBAS 
,cmn"aaurran*w 

Although the infomiatinn in this report has been obtained from sourceswhid, BNP Paribas b e l i C V S t 0  
'.be reliable, we do not represent or warrant ib accufacy. and such information may,& irhpmplelc or ' 

.'condensed. All eslimates and opinions induded ln.,Wis reporl cons!ilule our judgement as Or lhe dale of 
'ule report'and may be subject to change m!thOut notice, BNP Paribas or l l s  aAiAales may, from time lo 

08 November 
2007 BNP Paribas Natural Gas Market Watch 1 

, . 

-- 
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The downtrend in the Natural gas market took a breather today as the market traded 
sideways for the session. The EIA storage number came out at +36 which was right in 
line with expectations. An important point to note is that the open interest at the close of 
business on Tuesday was up over 15,000 contracts. A strong rise in open interest in a 
falling market indicates that the downtrend is probably here for a bit. Longer t e n ,  we 
are starting to see news reports that new demand for natural gas will outpace supply 
and production in the coming years. This is easy to understand considering the current 
state of the crude oil/heating oil market and more people deciding to heat their homes 
with gas instead of oil. The conversion ratio of heating oil to natural gas is 7.24 which 
means that the current heating oil price of $2.61 is about the same as natural gas 
trading $18.90. 

2 1 Commodity Futures 
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www.platts.com 

Wednesday, October 31,2007 

Cold weaiher scares up broad pre-Halloween rally 
NATIONAL AVERAGE PRICE: 6.970 A n  influx of cold weather in Some regions helped lift the 

10/30 
10/31 

Mldwlnt Abwlste Common Volume Walr 

L-e?zE 
s early in ttle se~S0.n:. _ _ _ _  
is the only certaintv." NEB Chairman Ga6tan Caron 

?L 67.wm 6.856.92 87 18 

,. 
said in a statement. "We can never know for sure whether it will be a cold winter, 
or what events may UCNI in the world.'.' 

The NEB estimated that withdrawals [rum storage this winter in the Lower-48 
states and Canada would average 12.6 Bcf/d, which would leave around 1.6 Tcf of 
gas in storage at the end of March - slightly less than the previous withdrawal 
season but well above nonnal end-of-season levels of around 1 Tcf. 

"Overall, the forecasted gas supply in North America will he fairly flat over the 
winter, hut starting to build again by late in the season," the report said. 

A drop in the number of Canadian gas wells being drilled since early 2006 
should result in Canadian g~ supplies falling an average of 840,000 Md/d this win- 
ter compared with last. But while that decline is significant, "other supply sources 
are likely to  offset the loss," including liquefied natural gas imports and higher pro- 
duction from the US Rockies and Midcontinent shale plays, according to the board. 

As for oil, prices will likely remain high throughout the winter in the $7S/bar- 
re1 to $80barrel range, with a continued rising price risk due to  tightening supply 
inventories. At the same time, "mounting evidence that US economic growth 
may he slowing is a risk" to cmde prices, the NEB remarked. 

Although the price of heating oil should track that of crude, the NEB said 
heating oil inventories "are adequate for this winter" even though stocks in the 
US Yare considerably lower than last year." However, natural gas prices "appear to 
be disconnected" from the price of oil as record-high crude prices in recent weeks 
have not significantly affected the gas market. 

Meanwhite, barring extreme weather or unplanned grid outages, most 
Canadian provinces should have sufficient electricity supply to meet increased 
winter demand, the NEB predicted. MT 

on increased pipeline revenues 
TransCanada said Tuesday that its thirWIarter net 

income rose 11% from a year earlier. to $324 million. 
due to higher revenues from its Canadian mainline and 
the purchase this year of ANR Pipeline. as well as the 
completion of new power generation facilities (all dollar 
figures Canadian). 

The Calgary-based firm's pipelines business gener- 
ated net earnings of $163 million. a 25% increase 
from a year ago. 

me  Canadian mainline benefited from a higher 
deemed common equity ratio. performance-based 
incentive arrangements and operational savings, 
TransCanada said. A contribution of $19 million by 
ANR. which was acquired in February, was generally in 
line with company expectations. 

8.6 Bcf/d, the company said. Throughput on the com- 
pany's other systems in the latest quarter was essen. 
tially flat to a year ago. with the Alberta system at 11 
Bcffd, Gas Transmission Northwest at 2.2 Bcffd and 
the Foothills pipeline at 3.9 Bcf/d. ANR's throughput 
averaged 3.8 BcWd during the quarter. 

to $39 million due to higher revenues and (he startup 
of the Edson storage facility in Alberta last December. 

TransCanada's power generation business' earn. 
ings rose 27% to $156 million due to higher realized 
power prices in Alberta and the startup of its 
Becancour and Edson facilities late last year. 

me mainline's throughput climbed 6% to average 

Income from gas storage operations jumped 62.5% 

SGS 

http://www.platts.com
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East, 32 Bcf above the average of 427 Bcf in the West, and 133 Hcf above the aver- 
age of 913 Bcf in the producing region. 

And analysts said 'Thursday that the market should expect another net injection 
for the week ending November 2. In fact, "next week's build may be more than ,the 
25-Bd estimate we had penciled in," said ?Im Evans of Citigroup Global Markets. 

Friday, November 2,2007 

"We pian to invest 56 billion in the utility over the 
next five years in energy efficiency, renewable energy, 
environmental and customer service enhancements and 
new power generation and are seeking changes to 
Michigan's electric deregulation law to support these 

Joos said, major will 

NYMEX barrels toward $9; Rockies arices surne 
NATIONAL A V W G E  PRICE 6.860 

Tmw. date: 11/01 
flow d a d s ) :  11/02 

Mldwint Absolute M m m n  Volume Deals 

Permian sasin AIeB 

.... El ~ Paso. Permian Basin 6.285 6.176.40 . 6.236.34 1312 1". 
6.335 6.176.48 6.266.41 386 72 . Waha 

Transwestern. Permian Basin 6.295 6.24637 6.266.33 37 9 
-____- -_ 

.._....-..____.I__^_._I^ 

- 
The December NYMEX gas futures contract rallied again 
Thursday, gaining 30.7 cents to seltle at $8.637/MMBlu and 
capping a two-day, 8.3% gain. Cash prices soared in the 

Rockies as pipeline constraints eased across the region. 
The contract opened at $8.355 and traded between a high of $8.66 

and a low of $8.30. A NYMEX analyst said there is a lot of volatility in 
commodity markets and investors are looking for opportunities to buy 
-with gas as a prime target. 

(conti,,ued on 2, East TexarHorth Lwlslsna Area 
..I . 

Carlhage ~~ Hub 6.485 6.356.60 6.426.55 121-_-26 
NO& Texok zone 6.495 6:406.66 6.436.56 1244 199 

_ ........ 
Gas esrd Texas Eastern. ...., ?:272.L-.?A$z:47 10 

Gas storace inventories reached a new record hieh during the week .?eXaS-%E!'E1._-. !E? .... .??E!:?? - !A!!??:!? 19% 35.. . 

(week cnding Os3 26) 
mis week last week Change 

... 

I XEL-._ 
~tcm 427 .................................. , m7 

Hattening domestic production, 
means "the markets are reacting 
to any kind of bullish news." 

But Bayazitoglu said the 
record storage levels will liiely 
combine with Other bearish 
forces, such as the impending 
start-up of the Rockies Express 
Pipeline's next leg, to ease pres- 
sure on the market. He also said 
liqnefled natural gas will com- 
prise a growing share of the US 
supply mix, especially in the 
shoulder months. 

Reduced price volatility cuts 
into AGL's quarterly earnings 

AGL Resources on Thursday posted net income of 
513 million for the third quarter, significantly lower than 
the 536 million it earned a year earlier. 

Atlanta.based AGC blamed the decline on a $39 
million drop in income at Sequent, its wholesale servic- 
es unit. including a $27 million reduction in storage- 
related hedging gains due to less volatility in fotward 
NYMEX prices and a 512 million drop in transportation 
hedging gains. 

But the company's gas distribution segment con 
lributed $55 million in earnings before interest and 
taxes. a $5 million yearwer-year increase. The company 
Said a 56 million improvement in operating margins was 
driven by higher customer growth at Atlanta Gas Light, 
Elirabethtown Gas and Virginia Natural Gas. 

AGL said its distribution segment delivered 45.2 Qcf 
of gas in the latest quarter, down 5% from the 47.7 Bcf 
delivered a year earlier. 

The company's retail energy operations delivered 3.8 

~ ~ ~ ~ ~ ~ ~ e ~ ~ e ~ ~ ~ ~ ~ ~ ~ ~ g ~ ~  ~ ~ $ ~ ~ ~ ' &  
"This is not the petroleum complex where a year-on-year stock decline to aver- 

CBMD 
age levels can he given a bullish spin," he said. "Inventories are at a record high 
going into what is forecast to he a warmer-than-normal winter overall." 

1 "It's got to go somewhere," 

Evans agreed, adding that the market should not discount the robust storage 
Bayazitoglu said. "When Europe gets warm, it will come to us." 

inventories and the approaching end of the hurricane season. 



Natural Gas, Gas Liquids and Daily Market 
Cona Power Market Update Indicator 

Jim Dunmfl, Market Analyst 

Email: James.W.Duncan@conocophillips.com 
(281) 293-1649 

Friday, November 9,2007 ,, "", ".",.... "., 
Today Bulli>h December Mtural Gas Closed 30-Day: Bullirh 
Bottom Line - I'm not really bullish.,.l just think prices (NVMEX) will go up today ... despite the fact that cash 

i s  VERV weak, and prices should continue to tank. If true, and we do move higher today, it would be just 
that ... today ... and would be a psychologically triggered rally devoid of reason and absent fundamental 
reality. But, when was the last time that mattered? 

Y&erdavi. Mark& 
December avoided a bearish storage report yesterday and, instead, chopped around with an upward bias before 
settlement as traders saw on opportunity to sell off some short position% Still, without constructive fundamentals. 
many players found profits in selling to rally late despite o drop on the crude market The front month contract 
ultimately settled up 8.9P on the day, trading between $7.515 and nns before closing just under the high at $7.713. 
The latest storage report from the Energy Information Administration showed a bearish 36 B d  injected into storage 
last week, but the report calried little weight this week as the record storage and mild winter outlook have largely 
been built into the futures price already. Meanwhile, December crude settled at $95.46, down 91< after trading 
between $9423 and 197.70. 

Lo. &?. ..M&@ 
Is it me, or does t h i s  marhet trade on nanosecond meteorological minutia. As the model runs came out yerterdab 
morning, it seemed the natural gas market moved with the releare of every frame. I hope that doesn't become c 
normal event. The midday model doesn't have a lot of skill at this time in history. The weather models used by thf 
National Weather Service use vorying leuels of initialization data dependent upon runtime. The overnight model use! 
the most data including winds aloft data, which is absent in the midday model. It gives a lower skill resolution. 

The EIA reported a 36 Bcf storage build last week, increasing 
the nationwide stocks to 3.545 Tcf. The build was on the 
higher side of the industry's expectation of 25 to 40 Bcf 
injection. In the same week last year the stock level was 3.445 
Tcf, which sends the year on year surplus to 100 Bcf. 
Indication for this week is a 4 Bcf draw compared to a 5 Bcf 
build last year and a 4 Bcf build for the 5yr. Average. Soston-Washington corridor. Overnight reedings memwhiie wiii be in the 

30s and ioww 40s far the urban iacales, and even coider in the OUUying 

Page 1 11/09/2007 ConocoPhiIlips Co. 
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Inventories. Commercial crude oil inventories have generally been declining since 
May, a trend that is expected to continue through the forecast. As of October 31, total 
motor gasoline inventories were an estimated 195 million barrels, down 10 million 
barrels from 2006 and 4 million barrels below the previous 5-year average. On the eve 
of the summer driving season (March 31,2008) total gasoline stocks are projected to 
total 208 million barrels, up 6 million barrels from 2007 and about 3 million barrels 
above the previous 5-year average. Distillate stocks were an estimated 135 million 
barrels on October 31, down 8 million barrels from 2006 but 7 million barrels above 
the previous 5-year average. Distillate stocks are projected to end the heating season 
(March 31,2008) at 116 million barrels, down 4 million barrels from 2007 but still 6 
million barrels above the previous 5-year average. 

Natural Gas Markets 

Consumption. Total natural gas consumption for 2007 is expected to rise by 4.5 
percent primarily because of increases in the residential, commercial, and electric 
power sectors that occurred in the early part of the year (Total US. Natural Gas 
Consumption Growth). In 2008, total consumption is projected to grow by 0.9 
percent. In the residential sector, consumption is expected to increase by 2.0 percent 
in 2008, with 0.9 and 1.3 percent growth expected in the commercial and electric 
power sectors, respectively. Consumption in the industrial sector is projected to 
decline by 0.7 percent in 2007 and remain relatively unchanged in 2008. 

Production and Imports. Total US. natural gas production is expected to rise by 1.4 
percent in 2007 and by 1.3 percent in 2008. In 2007, rising natural gas production in 
the Lower-48 onshore region has been partially offset by lower production in the Gulf 
of Mexico. Ongoing efforts to develop unconventional reserves are expected to 
increase Lower-48 onshore production by 2.2 percent this year and by 0.3 percent in 
2008. Although production in the Gulf is expected to decline by 2.8 percent in 2007, 
the development of deepwater supply sources is expected to lead to production 
growth of 7.4 percent in 2008. 

Imports of liquefied natural gas (LNG) have slowed substantially since earlier this 
year, reflecting changes in world LNG supply and demand. Several LNG producers 
are experiencing difficulties maintaining full production levels at the same time as 
strong demand in other parts of the world has resulted in higher prices, which divert 
cargos away from the United States. For example, Japan, which is the world’s largest 
importer of LNG, is using more LNG for electricity generation following an 
earthquake that resulted in the ongoing shutdown of a major nuclear power plant. 
Despite the current reduction in U.S. LNG imports, they are still expected to increase 

Energy Information AdministrationlShorl-Term Energy Outlook - November 2007 
4 
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by 39 percent in 2007 and by 24 percent in 2008 as global liquefaction capacity 
continues to increase. 

Inventories. On October 26,2007, working natural gas in storage was 3,509 billion 
cubic feet @cf) (U.S. Working Natural Gas in Storage). This was the first time weekly 
working gas stocks have exceeded 3.5 tcf, breaking a 17-year-old record. 

Prices. The Henry Hub spot price averaged $6.94 per mcf in October and is projected 
to reach a winter peak monthly average price of about.$8.65 per mcf in January 2008. 
On an annual basis, Henry Hub spot prices are expected to average $7.30 per mcf in 
2007 and $8.01 per mcf in 2008. 

Electricity Markets 

Consumption. Total electricity consumption for 2007 is projected to average 10.7 
billion kilowatthours per day, 2.1 percent above last year's consumption (US. Total 
Electricity Consumption). The projected return to normal summer temperatures 
should limit growth in electricity consumption to about 0.5 percent during 2008. 

Prices. US. residential electricity prices are expected to average 10.6 cents per 
kilowatthour in 2007 ( U S  Residential Electricity Prices). Relatively slow growth in 
the cost of coal to power generators should keep residential prices growing at a rate of 
about 2 percent during 2008. 

Coal Markets 

Consumption. Electric-power-sector coal consumption, which accounts for over 92 
percent of total U.S. coal consumption, is expected to grow by 1.6 percent in 2007, then 
remain relatively flat in 2008 (U.S. Coal Consumption Growth). 

Production. US. coal production ( U S  Coal Productionh which increased by 2.8 
percent in 2006, is expected to fall by 2.0 percent in 2007. Production is projected to 
stay relatively flat in 2008, with a 0.5-percent increase in Western coal production, 
largely offset by a slight decline in output from the Appalachian and Interior regions. 

Inventories. Withdrawals from primary (producer/distributor) and secondary 
(consuming sectors) inventories are expected to supply nearly all (approximately 85 
percent) of the projected coal consumption increase in 2007. Total coal stocks are 
expected to fall by 8.2 percent in 2007 to 170.4 million short tons. Primary inventories 
are projected to fall by an additional 11 percent in 2008. 

Energy Information AdministrationlShort-Term Energy Outlook - November 2007 
5 
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Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2007-08 
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Storage withdraws for the week ending December 7 were 146 
Both BCF. a larger-than-expected drawdown. Storage levels are 1% 

higher than last year at 3.3 TCF (8.5% above %year wecage 3.0 
TCF). 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
December 17.2007 

Cambridge Energy Research Associates 
Summer 2008: $7.037 
w"te, 08/09: $7.174 

Paribas 

I I Long Term Weather Forecast I 4 I Long / N O M  predicting a warmer than normal Oec-Feb. 

CERA expects spot prices at Henry Hub for December lo average 
Long $7.86 pet MMBtU. for December through March to average $7.75 

per MMBIu. 

The warmer temps should add io  the elready beadsh Storage 

stance untli the New Year. 

t 

4 Short situation. Many traders may not want to take an aggressive 

, 

Mid Term Weather (30-60 days) Normai or warmer than normal in Mid Continent and East Coast. 

4 Energy Information Administration 
Summer 2008: $7.254 
Winter 2oowo9: $ 

Sh~rt  Much of the Continent predicting normal and above normal 
6-10 day foiecast I + I  I temperatures. I 

"The Henry Hub spot ptice are expected lo average about 
$7.211Md in 2007 and $7.781Md in 2008. according to EIA." 

Tropical Storm Adivity 

Demand 

supply 

Short No activity in the near term. I t /  I 

1 Long oversold and. barring another warmer-than -average winter. gas 
prices wiii likely rebound as a long iist of supporting factors begin 
to dominate. 

Long EiA forecasts 8% (ise in gas production by 2021. 4 

LDng 
t 

Goidman SachS has raised its average 2008 oii price foieCast for 
Nymex crude by $10 lo $95 a barrel. Expectations have been 
giwing that B slowing U S  economy could significantly crimp 
global oil demsnd, but Goldman Sachs said oil demand remains 
robust in the U.S. an 

Gas Dally 
"Given the weather forecasts going forward the neXt 10 to 15 
days. we futiy expect the current gas Storage surpiur lo last year 
to Change back into a deficit by the week ending December 21." 

Government Agencies 
I I I 

Oil Market 

d J a ~ a n  and 1% acceieratina en China and 

IMeetina Minutes: 10th Floor North Conference Room - 1:OO pin 
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12/14/2007 

Duke Energy Kentucky 
Hedging Program 
Current Position 

Hedged to Date Next Target (3/31/08) 
Delivery Base Supply Total Required Allowed 
Month Dthlday Dthlmo Dthlday Dthlmo dthlday dthlday 

Now09 
Dcc-09 
Jan-IO 
Feb- 10 
Mar-IO 

Winter 09/10 
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TO CURRENT FUTURES PRICES 

Jan 
Feb 
Mar 

. . . . . . . - 

. . -. - -. . 

. . . . . -. . 

. A w  . . . . . . . 
May __.. 

. Aug . . -. . . - 
SeP _.. 

Jun 
Jul ...._._ 

Oct 
Nov 

. . . . . . - - 

. -. . . . . . 

Historic Prices: 
NYMEX C 

5-yr. avg. 
(03/04-07/08: 

$6.92 
$6.61 
$7.05 
$6.53 
$6.49 
$6.45 
$6.24 
$6.31 
$6.62 
$6.94 
$8.07 
$7.91 
$6.84 

king Price 

Last Yeai 
(2007-ZOOS] 

$5.84 
$6.92 
$7.55 
$7.56 
$7.51 
$7.59 
$6.93 
$6.1 1 
$5.43 
$6.42 
$7.27 
$7.20 
$6.86 

CERA 
!O-Nov-O? 

$8.040 
$7.780 
$7.310 
$7.570 
$7.510 
$7.380 
$7.220 
$6.890 
$6.100 
$6.590 
$7.330 
$7.380 

EIA 
I1 -Dee07 

$7.990 
$7.860 
$7.550 
$7.310 
$7.190 
$7.070 
$6.990 
$7.180 
$7.390 
$7.650 
$8.060 

NYMEX 
14-Dec-07 

$7.025 
$7.155 
$7.130 
$7.200 
$7.215 
$7.335 
$7.560 
$7.637 
$7.663 
$7.733 
$8.118 

_..__._ Dec $8.390 $8.405 
!MonthAvg . $7.258 $7.553 $7.515 

Summer Average $7.037 $7.254 $7.478 
Winter Average $7.568 $7.970 $7.567 

$9.00 

$8.00 

$7.00 

$6.00 

$5.00 

$4.00 

$3.00 
Jan Feb Mar Apr May Jun Jut Aug Sep Oct Nov Dec 
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THREE-MONTH OU 
TEMPERRTURE PR 
1.5 MONTH LEAD 
V R L l D  J F M  2008 
MROE 15 NOV 2007 

http://www.cpc.ncep.noaa.gov/products/predictions/long~range/leadO2/of~2 temp.pif 12/11/2007 
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Earthsat's 30-60 Day Uutlook 
Wednesdav, December 05,2007 

. , -  

Simiiar (id?larm) 
Themes for 
Eastern U.S. 

cold there this month too. Otherwise, the thinking for warm 
ridging toward the Southeast is still intact. One strong con- 
cern here is that a subset of analog years (including 1970) 
suggest that December is the warm month and January the 
colder one. This will need to be watched for if December 
surprises to the warmer than normal side overall. 

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

................. Jan 2008 Fcst: 
..... 

February Generally 
Cold West 

And Warm East 

Unlike last year, this February is expected to be one of the 
warmer months of the winter season for the Eastern states. 
La Niiia tends to impact the middle to latter part of the sea- 
son the most and most of the analogs offered up February a! 
the warmest month (most of the analogs favored a colder 
Dec too with a smaller subset preferring Jan instead). Cer- 
tainly. the pattern evolution here in December and forward 
into January will be important for this forecast as well. For 
now, the Western states have the better chance for cold. 

~ 

FebruaN GWHDD^ Forecasts 
-. 

. ~~~~ ~ ~ 

Feb 2008 Fcst: 

Change: N'A 'Nstional Ga*Welghled HDC 

MDA Earthsat Weather 601 1 Executive Blvd., Suite 400, Rockville, M D  20852 Tel(240) 833 8300 Fax (240) 833 8301 
www.mdafederal.com/wx/ Q2007 130-60 Day-Outlook, Version 2.1 j 



FORECAST VALID Tuesday, 12/18 

FORECAST VALID: Wednesday, 

- :4L, FDli - /  I , FORECAST VALID Friday, 12/21 

odav's Forecast 
larmth Continues to Push East, Albeit Slowly 
he period starts off with cool weather entrenched on the 
ast Coast in the wake of the weekend storm. The cold is 
low to release its grip, with belows remaining into day 7. 
leanwhile, in the Heartland, warmth courtesy of the Gulf c 
laska low continues to press eastward through the 
eriod. The warmest conditions exit the Plains by the 
econd half of the period as another storm forms in the 
outhern Plains and moves northeastward. Belows at thal 
me could be more expansive and reach even towards 
Jest Texas. 

FORECAST VALID: Thursday, 

STRONG BELOW.... -15 OR DOWN 
MUCH BELOW........ -8F OR DOWN 
BELOW................... -7F TO -3F 

STRONG ABOVE.... +15 OR UP 
MUCH ABOVE.. +8F TO +14 
ABOVE............. +3FTO +7F 

NORMAL 
-2F TO +2F 

---m 

MDA EarthSat Energy Weather 601 1 Executive Blvd.,Suite400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 
www.mdafederal.codwx/energyw/ (copyright 2007) [Morning Basic-Page 3, Version I .O] 
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Stocks in billion cubic feet (Bcf) 

Change 

East 1,831 1,932 -101 

West 453 463 -10 

Producing 1,010 1,045 -35 

Total 3,294 3,440 -146 

12/07/07 11/30/07 Region 

____ Home > Natural Gas_ > Weekly Natural Gas Storage Report 

Weekly Natural Gas Storage Report 

Historical Comparisons 
Year Ago (12/07/06) 5-Year (2002-200 

Stocks (Bcf) % Change Stocks (BCf) 

1,866 -1.9 1,770 

433 4.6 401 

963 4.9 865 

3,262 1.0 3,035 
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Note: The shaded area indicates the range between the historical minimum and maximum values f o r t h  
weekly series from 2002.through 2006. 
Source: Form EIA-912, "Weekly Underground Natural Gas Storage Report." The dashed vertical lines in, 
current and year-ago weekly periods. 

Contact  Us Feedback Privacy/Securi ty s Jobs About I 

h~p:/iwww.eia.doe.gov/oil_gas/natural_gaslngsings. html 12/13/2007 
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CERA ADVISORY SERVICE 

North American Natural Gas 

DATE 
November 20,2007 

Monthly Briefing 

STORAGE INVENTOR1 ES SUPPORT 
OIL AND GAS PRICE DISCONNECT 

KEY lMPLlCATlONS 
The North American gas market registered record storage inventories in both Canada and 
the United States at the end of October. Mild late autumn weather has kept early seasonal 
space-heating demand limited, thus allowing above-average October storage injections to 
be maintained despite the lower volume of imported liquefied natural gas (LNG) recorded 
since 2003. 

Near $100 per barrel oil prices for West Texas Intermediate have not affected 
natural gas prices in the cash market. Record storage inventories are muting 
the fundamental tightness in the North American gas market. 

CERA expects that spot prices at Henry Hub will average $7.86 per million 
British thermal units (MMBtu) for December and CS6.79 per gigajuole at AECO 
($6.95 per MMBtu). 

CERA expects imports of LNG will average 1.5 Bcf per day over the winter, or 
0.4 Bcf per day lower than the same period last year, owing to higher prices 
paid in both Asia and Europe. 

It is unlikely that gas-related drilling will exceed the August peakof 1,523 rigs by 
year-end. However, footage drilled at current levels of rig activity is increasing 
as new, efficient rigs are capable of drilling up to one-third more wells per year 
than the older rigs being retired. Hence, CERA expects well completions will 
rise in spite of the softness in overall rig counts. 

NORTH AMERICAN GAS MARKET PRICES DISCONNECTED FROM 
OIL PRICES 
North American storage inventorics set a new end-of-October record, reaching 
4,126 B c f  (see Figure 1). October storage injections were 0.8 bil l ion cubic feet 
(Bcf) per day higher than CERA expected in the October Monthly BrieJing, 
largely the result o f  warmer-than-normal weathcr across much of the US Lower 

Note: All prices are in US dollars unless otherwise indicated. 
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Natural Gas congested in a volatile range bound (7000-7200) trading session. The 
market rallied early due to technicals, short covering, crude strength, and cash was 
slightly stronger. Cash went out around 7080ish afler posting 6985. The market tested 
major resistance in the 7200 area and heid. We proceeded to sell off to 7000 major 
support and congest for the rest of the day. The early strength was hard to sustain with 
all the bearish fundamentals in the market place. The 6 to 10 and 11 to 15 day weather 
forecast are calling for above normal temps. In addition, the warmer temps should add to 
the already bearish storage situation. Year end and the holiday season will be upon us 
when the warmer weather arrives. Many traders may not want to take an aggressive 
stance until the New Year. Until then the technicals may drive the market. Traders were 
very interested in today's fed decision on a macro-economic level and its effect on the 
dollar, equity markets. and commodity prices. The 25 point rate cut was bearish for 
commodity prices as the dollar rallied. Wednesday's Petroleum EIA reports may provide 
the next trading opportunity. Expectations: CL + I  .O. Distillate -0.5, and MOGAS +1.5. 

8 600 

Continuation Chart I 

6 

13B 

7.m 

: 6.WO 
i 6.m 
6.m" . .. 

j 6.600 
. .  I6.500 

6.QO 
j 6.300 
6.WO 

16,100 
: 6.600 

dl 

I5.500 
~ 5,600 
~ 5.m 

~ : 5.600 
i5.m 
5.m 
5.300 
5.204 

.~ 
, . . . .  

. .  
i 
, ,  

2 I Commodity Futures 



DE-Kentucky 
Attach. 1 Hedging Plan Appiic. 

Page 231 of 307 

Gas Daily - 
Friday, December 14,2007 

Cold snap leads to 146-Bcf storage withdrawal 
Gas storage operators pulled 146 Bcfduring the week ending 
December 7, a larger-than-expected drawdown that reduced nationwide 
stocks to 3.294 Tcf, the Energy Information Administration reported 
Thursday. 
The report was viewed as bullish and prompted a strong but brief 
rally by the January NYMEX gas futures contract (ree story, above). 
in  the same week of2006, EIA reporled an identical 146-Bcfdrawdown 
and 3.262 Tcf in storage. As a result, the surplus over the year-ago 
level remained at 32 Bcf, though the surplus over the five-year average 
narrowed to 259 Bcffroin 273 Bcfa week ago. 
Lehman Brothers analysts said last week was the coldest since February 2006, 
with temperalures averaging around S% below normal. In particular, the 
Northern Plains, upper Midwest and Northcast regions were much colder than 
average for early December, 
which caused heating demand to 

I 

surge. 
“It looks like we have a little 
bit more scnsitivity to the cold 
than what people were anticipating,” 
Citigroup analyst Tim 
Evans said, noting that most 
analysts and traders expected EIA 
to report a withdrawal of around 
130 Bcf. 
“The rclationship between 
heating degree-days and natural 
gas consumption isn’t truly linear,” 
Evans explained. “It gives 
us the direction that we can be anticipating - whether storage withdrawals are 
going to be up or down .- but the tricky pan is that a IO-degree difference 
between, say, 50 degrees down to 40 may not produce as much heating demand 
as a IO-degree drop from 40.” 
First Enercast Financial Principal Ben Smith said the 146-Bcfpull wasn’t all 
that surprising given the frigid weather. “We’re supposed to be having large winter 
draws now,” he said. “Electric power use was up, and heating demand 
throughout the Midwest was up dramatically from last week.” 
Looking ahead to late December, Smith said a combination of milder temperatures 
and a typical reduction in holiday demand could produce “sub-100-Bcf 
draws when typically we‘re at 150-plus-Bcf draws.” 
But the Lehman analysts stressed khat “a repeat ofthe exceptionally warm 
December 2006 weather pattern is !not forecast for the remaining weeks of 
December 2007. M e r  a very strong storage draw in early December 2006, the 
remaining weeks had relatively light draws. Tierefore, given the weather fore- 
casts going forward tlie next I O  to I S  days, we fully expect the current storage 
surplus to last year to change back into a deficit by the week ending 
December 2 1 .” 
According to analysts with Wachovia Capital Markets, ”while this week’s withdrawal 
was fairly significant, we note that the direction for total storage levels will 
largely be determined in the next few weeks. Since November 1, total heading 
degree-days have been just 1% below the ‘normalized’ level, and roughly 44% of 
the total demand has historically surfaced in the period between December 6 and 
February 9.” 
According to EIA’s data, inventories are now 61 Bcfabove the five-year average 
of 1.77 Tcf in tlie East, 52  Bcf above the average of401 Bcf in the West, and 145 
Bcfabove the average o f  865 Bcfin the producing region. MI) 
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Gas Daily - 
Wednesday, December 12,2007 

EIA: Storage glut to keep gas prices in check - -  - -  
Record-high gas storagc inventories heading into the winter continuc 
to insulate gas customers from the potential impact of high-priced 
crude oil, according to the Energy Information Administration, which 
on Tuesday reduced its projected fourth-quarter Henry Hub spot price 
by 38 cents to $7.34iMcf. 
Still, EIA expects seasonal prices to increase nearly $IiMcfover the 
course of the winter to peak at $8.22iMcf in January. 
Working gas in storage stood at 3.44 Tcf as of November 30, the 
agency noted in its December short-term energy outlook. That, %om 
bined with limited remaining fuel-switching capability, has insulated the natural 
gas market from the impact of the recent price increases in petroleum markets to 
some extent.” 
Crude has hovered in the $90 to $ IOOhanel  range for much of the past 
month, again raising questions among energy analysts about the extent of the 
relationship belwecn oil and gas prices. 
“Consequently, while petroleum product prices are expected to increase and 
remain historically high, only moderate gains are expected for naiural gas prices 
through 2008,” ElA said. 
Henry Hub spot prices are expected to average about $7.2liMcfin 2007 and 
$7.78Mcf in 2008, according to EIA, which predicted that average household gas 
expenditures this winter will increase by about 7% from last winter. 
Total domestic gas consumption is expected to increase 5% in 2007 compared 
with 2006, largely as a result of demand spikes ealy this year, EIA reported. 
“Even though consumption of natural gas in the industrial sector is projected 
to decline by 0.7% in 2007, the weaker US dollar and global demand for naturalgas- 
intensive goods produced domestically are expected to contribute to a 0.8% 
increase in industrial-sector consumption in 2008,” the agency said. 
Domestic supplies arc positioned to grow in 2008, according to the report. 
While EIA expects a modest 2.1% increase in production this year - some of 
which is offset by declines in the Gulf of Mexico - i t  said new deepwater platforms 
and unconventional gas resources will likely boost domestic output in 
2008. 
Meanwhile, liquefied natural gas imports will hit 790 Bcfthis year, a 35% 
increase over 2006, EIA projected, adding that 1,NG shipments to American shores 
are expected to increase another 19% in 2008 to 940 Bcf. 
Pioduction and liquefaction problems, along with shifting global demand: 
slowed LNG imports in recent months, but the expansion of worldwide liquefaction 
capacity should boost LNG shipments to the US next year, EIA added. 
“But the risk ofproject delays and production shortfalls, as well as negative 
price differcntials between the US market and other LNG-consuming countries: 
could temper the number of spot cargoes directed to US ports next year,“ the 
agency cautioned. JK 
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Executive summary 

Energy: It's all about the back end 
We are raising our average 2008 WTI price forecast to $95/bbl from $85/bbl. This shift is 
entirely driven by a rise in our forecast of long-dated WTI crude oil prices by $10/bbl to 
$80/bbl as cost inflation and technological and political uncertainty continue to increase 
the price required to motivate capacity investment, which has been reflected in a recent 
large rise in long-dated prices to the $80-85/bbl range. Although we continue to expect a 
cyclically softer market heading into 2008, we believe that OPEC's decision to hold supply 
steady will dominate weaker expected demand and that timespreads are oversold relative 
to these expectations. Further, we expect a cyclically stronger market in 2H2008 to push 
WTI prices to $105/bbl by 2008 year-end. Net, we are raising our energy index returns 
forecast to 20% and recommend opening a long WTI timespread position as well as a call 
spread position in WTI deferred contracts. 

US Natural Gas: A dislocated market, creating upside opportunities 
We believe that US natural gas has been oversold and, barring another warmer-than- 
average winter, gas prices will likely rebound as a long list of supportive factors begin to 
dominate. As a result, we are recommending a long US and short European summer 
natural gas position. Although fundamentals have played out as expected, we are raising 
our winter and summer NYMEX price forecasts by $0.40/mmBtu and $0.5O/mmBtu, 
respectively, to $9.60/mmBtu and $g.OO/mmBtu to reflect our higher oil price forecast. We 
also believe that long-dated prices at $7.85/mmBtu -far below fuel oil equivalency - 
significantly mis-price the cleaner qualities of gas, creating value in calendar 2013 prices. 

Industrial Metals: In like a bear, out like a bull 
As base metals are the commodities most closely linked to the industrial cycle, we are 
reducing our outlook for metals prices in 2008 in line with recent downgrades to expected 
global economic activity. However, we expect prices to rise again in 2H2008. in some cases 
sharply, as demand reaccelerates and the market takes note that inventories are still low. 
Strength in long-dated prices is also expected to continue to lend support. Net, we are 
Lowering our 2008 average year metals forecasts with copper and aluminum prices now 
expected to average $7,50O/mt and $2,49O/mt, respectively, down from $9,00O/mt and 
$2,74O/mt, as we expect more price appreciation to be pushed back into 2009. We are 
lowering our industrial metals index returns forecast modestly to 10%. but recommend 
opening a long timespread position in copper. 

Precious Metals: Up goes the dollar, down goes gold 
In line with GS economists' views, we believe a strengthening US dollar will pressure gold 
prices lower in 2008. We therefore maintain a 12-month ahead gold price forecast of 
$750102 and believe precious metals returns will remain limited over the next year. We 
recommend opening a short position in gold deferred contracts. 

Agriculture: Beans in the 'teens? 
In 2008, we remain most constructive on soybeans and are raising our 12-month-ahead 
soybean price forecast to 1,450 cents/bu from 900 centslbu as recent wheat price strength 
suggests soybean acreage and inventories will again decline in the 200812009 crop year. 
Although the large US corn harvest in recent months is likely to mute near-term upside for 
corn, we believe that an expected large deficit in the 2008/2009 crop year and higher oil 
prices will lend support. We are therefore raising our 12-month forward corn price forecast 
to 530 centslbu from 440 centslbu. We believe wheat fundamentals are likely to remain 
tight in the near-term and have raised our 12-month ahead wheat price forecast to 750 
centslbu from 600 cents/bu on tighter expected supplies. Net, we are raising our 
agriculture returns forecast to 5% and recommend opening a long position in deferred 
soybean contracts as well as a long corn/short wheat spread trade. 

Goldman Sachs Commodities Research 3 
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Gas Daily 
- 

Thursday, December 13,2007 

EIA forecasts 8% rise in gas production by 2021 
US gas production will rise 8% between now and 2021, to 20.2 Tcf, 
before dropping back to 19.9 Tcf in 2030, the Energy Information 
Administration said Wednesday in its 2008 Annual Energy Outlook. 
EIA projected that offshore gas production from the Lower-48 states 
will grow from 3 Tcf in 2006 lo a peak o f 4 3  Tcf in 2019 as new reserves 
are tapped in the Gulf of Mexico. But it expects the trend to reverse itself 
thereafter, with amiual offshore volumes declining to 3.5 Tcf by 2030. 
EIA, which assumes that a 4.5 BcUd Alaska gas pipeline is completed 
in 2020, said total Alaska gas production will increase five-fold, rising 
from 400 Bcf in 2006 to 2 Tcf in 2021, then jump to 2.4 Tcf in 2030. 
The agency also expccts the real wellhead price of US gas, in 2006 dollars, to 
decline through 2017 as new supplies enter the market. After 2017, however, gas 
prices will begin rising again and peak at $6.60/Mcf in 2030, it said. 
Total electricity consumption, including both purchases from power producers 
and on-site generation, will increase from 3.821 trillion kWh in 2006 to 5.149 trillion 
kWh in 2030, or an annual rate of 1.3%. 
Gas’ share ofelectricity generation will remain between 20% and 21% through 
2018 before falling to 14.3% in 2030, EIA projected. Coal’s share is expected to 
decline slightly from 49% in 2006 to 48% in 2017, then shoot to 55% in 2030. 
EIA cut its previous estimates for liquefied natural gas imports, saying i t  now 
expects LNG shipments to US shores to rise to 2.9 Tcf in 2030. In its 2007 out. 
look, it projected 4.5 Tc i  in 2030. 
The agency attributed the revision to “higher costs throughout the LNG 
industry, especially in the area of liquefaction, and decreased US gas consumption 
because of higher prices, slower economic growth and expected greatcr competition 
for supplies within the global LNG market.” 
The report said domestic LNG regasification capacity will rise from 1.5 Tcf in 
2006 to 5.2 Tcf in 2009, assuming the addition of five new import terminals now 
under construction - four along the Gulf Coast and one off the New England coast 
But given global LNG supply constraints, “overall capacity utilization at the 
US LNG impon facilities is expected to remain under 35% through 2013, after 
which it is expected to increase to 57% in 2017 and remain in the rangeof%% 
to 58% through 2030,” EIA said. JE3 
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DJ 2nd UPDATE:Goldman Ups '08 Oil Price Forecast $10 To $95iBbl 

(Adds analyst quotes, more details.) 

By Natalie Obiko Pearson and Nick Heath 

Of DOW JONES NEWSWIRES 

LONDON (Dow Jones)--Goldman Sachs -which was among the first to predict 
$lOO-a-barrel oil two years ago amid deep skepticism -has  raised its average 
2008 oil price forecast for Nymex crude by $10 to $95 a barrel. 

The U.S.-based investment bank said it made the upward revision because the 
Organization of Petroleum Exporting Countries was already preemptively limiting 
oil supplies in anticipation of a slowdown in oil demand growth, even though 
there are "no signs of significant weakness yet." 

Expectations have been growing that a slowing U S .  economy could 
significantly crimp global oil demand, but Goldman Sachs said oil demand 
remains robust in the U S .  and Japan, and is accelerating in China and Korea. 
"The softening of the balance in ZOOS will likely be modest and short-lived," 

while the second half of the year could see "demand recover more quickly than 
OPEC supplies increase," it said i n  a research note Wednesday. 

Goldman Saclis also said it now expects the price for West Texas Intermediate 
crude, a benchmark contract traded on the New York Mercantile Exchange, to 
reach $105 a barrel by the end of2008. 

In March 2005 Goldman Sachs analyst Arjun Murti was one of the first to 
forecast oil prices would rise above $100 a barrel due to 
stronger-than-expected demand. At the time, the prediction was treated with 
skepticism, but prices hit an all-time high of $99.29 a barrel on Nov. 21, 
2007. 

Prices have fallen by more than 10% in the last two weeks. WTI was trading at 
$89.86 a barrel Wednesday morning in London. 

But Goldman Sachs called the current sell-off "overdone." 

The note pointed to long-term WTI oil prices for delivery five years ahead, 
which have risen and held amid the recent downturn in a range of $80- $85 a 
barrel. 

That shows "cost inflation and technological and political uncertainty 
continue to increase the price required" for the oil industry to continue 
making investments to increase oil-producing capacity, it said. 

OPEC, analysts and others have accused financial players highly active in 
global energy markets, like Goldman Sachs, of helping to drive up prices in 
order to profit on oil futures contracts. Many argue there is adequate supply 
of oil and that current high prices aren't justified. 

"One key factor that has contributed to the rise in oil prices over the past 
few years is the virtual explosion of trading of paper contracts for oil 
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delivery in future months - trading which is speculative and not intended to 
result in the actual delivery of oil," U S .  Senator Carl Levin, D-Mich., said 
in a U S .  Senate panel hearing Tuesday. 

"These are traders who are solely interested in trading for a profit, rather 
than hedging their positions to assure a stable supply (of oil) at a price they 
can count on," Levin said. 

John Hall, an independent energy analyst of John Hall Associates, said that 
forecasts like Wednesday's help to create bullish momentum in the market. 

While Goldman Sach's average forecast of$95 a barrel could still pan out, 
"it's aitificially high. It should be nearer $70 a barrel," Hall said. 

Goldman Sachs said it expected the market to soften in early 2008, as the 
northern hemisphere comes out of winter when oil demand is typically high. But 
last week's decision by OPEC to hold oil output steady will offset the effects 
of weaker demand, it said. 

"The OPEC decision is now limiting actual supplies coming to market while thc 
anticipated weakness in economic and oil demand growth remains a forecast, it 
said. "There is little evidence ofdeterioration in oil demand growth at this 
time." 

Coldman Sachs said it was lowering its first-quarter forecast of OPEC supply 
growth by 500,000 barrels a day. 

It said there was a substantial risk of another run-up in oil prices if the 
forecasted economic slowdown doesn't occur and predicted that prices could 
again rise in the second halfof2008 as "the forecasted economic slowdown is 
reduced while supply growth remains subdued" leading to a tighter oil market. 

John Waterlow, a U.K.-based energy analyst with Wood Mckenzie, said, "It's in 
the interest of financial speculators for the oil price to rise. It has nothing 
to do with what's happening in the market." 

But he said OPEC, if interested in stabilizing oil markets as it claims, 
could be doing more to ease things. 

"They could give more messsages, they could say they're going to produce more 
oil," Waterlow said. "It makes you wonder: are they really worried?" 
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Remaining'Base Not Yet Locked In 
Winter 2007-08 
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6-10 dey forecast 

Tropical Storm ACIivity 

Gas COmmerEial Operattons 
Hedging Program 

Market indicators Summery 
J ~ n u ~ r y  22,2008 

t Shon Much of Ihe Conlioent predicting below normal temperatures. 

4 Short NO aciivity in the near teim. 

I Long Term Weather ForecaSI 1 4 I Long INOAA predicting awanerthannormal Feb-April. 

Gas Daily 
"Gas industry snahists are looking ai Similar storage and wealher 

market is headed." 
1 Short data and drawing ~tarkly different ConClUSionS on where the 

EIA Weekly Storage Repon 

Demand 

SUPPlY 

Oil Maikel 

most snalysls hadforece$led. Storage levels we 
last year at 2.7 TCF (6.7% above 5 - y ~  average 

EIA 'The forecast of near-normal weather in 2008 and 2009 is 
Long piojected to iowm the annual imrease in total consumption lo 0.6 

and 1 percent, respectively, for those two years.'' 

EIA "in 2008, total marketed pioduclion is expected to increase b 
Long 1.6 percent primarily because of the start-up of new deepwater 

Gulf of Mexico supply infras1wCt~ie ..." 

Global oil markets wiil likely remain light through 2008. then ease 
Long moderatehi io 2009. EiA piojects that worid oil demand wiii 

continue to grow faster than oii supply outside OPEC in 2006. 
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Cambridge Energy Research ASsmisleS 
Summer 2008: 16.967 t W;nler08/09' 57.128 
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Gar Daily 

CERA expects spot prices at Henw Hub for January to average 

MMBIu. 

and the PIRA estimate for 2 weeks is a dmw Of 292 bcf Which 

large draw send his market skymrd or am the eSlimateS already 

UBS: Expects 2008 aveiage price lo be 17.251MMBlu. down from 
Long its previous projection of IF8IMMBiU. while its 2009 avcrage price 

was cui from 88.251MMBlu to $7.601MMBtu. 

Energy Inio~matian Administration 
Summer 2008: S7.301 
Wihier2OOWO9: 18.176 

Long "The Henry Hub spot price are expected to average about 
57.78lMcf in 2008 and 57.921Md In 2009, according lo EIA," 
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Weather 

Long Term Weather Fo~ecasI 

Mid Term Weather (3060 days) 

6-10 day foiecasl 

Gas Commeroiai Operation$ 
Hedging Progrem 

Market Indicators Summary 
Jitnuary 21, PO08 

Comment$ Prim 
PreSIYre Term 

4 Long NOAA piedictin9 a Warmer than normal Feb.-April. 

Coid start lo Feb.. expected lo Shin lowarmer by mid lo late Feb. 
Long Below lernps over ponions of Mid Conlinsnl. normal wealher ovei t--t 

t Short Much of the Conlinenl predicling below normal temperaiures. 

+ EIA Weekly Storage Report 

Tropical Storm ACliVlly No activity m Ihc near term 

Storage wilhdrscs for lhe week ending January 1 1  were 59 BCF, 
wilhin the range most BnalYSiS had fooiecasled. Storage levels ace 
8.7% ioww lhan last year at 2.7 TCF (6.7% above 5-year average 
7 E. i C = I  

Cambridge Eneigy Resesrch Associales 
Summer 2008: $6.967 t 
Winter 088Q: $7.128 

Patibas t 

Conoco Morning Briefing + 
Gas Daily 1 

CERA expecls spot PliCeS at Henry Hub for January lo aveiage 
Long $7.42 per MMBIU. for January lhrough March Io average $7.32 per 

MM8U 

All weather reports call for much.bslow Iempeiaiures next week 
and lhe PlRA eslimale for 2 weeks is a draw of 292 bcf W h s h  

Shoo would breaklhciecoid of 260sel in 1997. The qusslion is, will a 
laige draw Send lhiS malkel s w a r d  or ace lhe eStimale5 aiiesdy 
factored in. 
'Whlle cold air ConlinUeS lhreaten. rm not convinced the market is 

Long ail that excited about lhis cold shot. Crude oil is weak and gelling 
weaker. Expect ihis bearish Ireend lo continue." 

UBS: Expecls 2008 average plice Io be $7.25iMMBlu. down from 
Long its previous projection of S8lMMBlu. while 1s 2009 average price 

was cui from S8.251MMBlu lo $7.601MMBlu. 

Gas Daily 

4 Energy lolormalion Administlalion 
Summer 2008: $7.301 
Winlei 2008/09: $8.176 

'"Gar induslry analysis ere lwking at slmiiar Slorege and wealher 

markel is headed." 
dala and drawing rla3ly dflerenl concIusions on where lhe 

'The Henry Hub spot price are expected lo average iiboUt 
$7.7GiMcf in 2008 and 17.97JMd in 2009, according lo EIA." 
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Demand 
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SUPPiY 
EIA "lo 2008, Lola1 markeled production is expecled Io increase by 

Gun of Mexico supply infraslwclure ..." 
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Oil Market 
Global oil markets Will likely remain lighl Ihrough 2008. lhen ease 

continue Io g r w  faster lhan oil supply outside OPEC in 2008. 
moderately in 2009. EIA pioieclr lhal world oil demand will 
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Hedged to Date Next Target (3/31/08) 
Delivery Base Supply Total Required Allowed 
Month Dth/day Dth/mo Dthlday Dth/mo dthlday dth/day 

Nov-09 a- 
Dec-09 

Winter 09/10 1 

8 
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iing Price 
Last Yea 
(2007-2008 

$6.92 
$7.55 
$7.56 
$7.52 
$7.59 
$6.93 
$6.11 
$5.43 
$6.42 
$7.27 
$7.20 

Historic Prices: 
NYMEX C 

5-yr. avg. 

$6.61 

$6.53 

$6.45 
Jul $6.24 

.... ~ .... 

..._ ..._. 

Oct $6.94 . . . . . . . . . 
. . . . . . . . . 
....__. _. _ _  Jan ....... $7.120 $8.470 $9.031 

12 Month Avg $6.88 $6.97 $7.077 $7.608 $8.246 
S u m m e r  Average $6.967 $7.301 $8.093 
Winter Average $7.230 $8.036 $8.461 

CERA 
!I-Dec-07 

$7.390 
$7.160 

$7.370 
$7.310 
$7.290 
$7.220 
$6.890 
$6.100 
$6.590 
$7.220 
$7.260 

EIA 
8Jan-08 

$7.800 
$7.640 

$7.410 
$7.310 
$7.200 
$7.140 
$7.120 
$7.330 
$7.600 
$7.930 
$8.340 

NYMEX 
21-Jan-OE 

$7.993 
$7.947 
$7.919 
$7.956 
$8.034 
$8.111 
$8.179 
$8.189 
$8.266 
$8.521 
$8.811 

$IO.oD 

$9.00 

$8.00 

$7.00 

$6.00 

$5.00 

$4.00 

$3.00 
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Earthsat's 30-60 Day uutiooK 
Wednesday, January 16,2008 

Above (+4) Above (+2) 0 -  - - 0 Below (-2) Below (-4) 

Without significant blocking and with the 51 ght La Nina in- 
crease 111 tne past Neek, the current lhinuing is that the cold 
second half of January may onl j  have enough legs to gel 
into a b o ~  me first gteek of February CLrrent model guid- 
ance is snovring no Imdamental pattern changes tnrough 
the next tv.0 weeks but past performance of both Malm ana 
cola perioas this n.ntc.r suggests that the niajortty of febru- 
ary should be oack on tile warmer siae in the East Analog 
analyses are also sLpponing ttiis ConclJsior 

February '; ;!. '2.: Forecasts March ,:*.ci-iL?';' Forecasts 

No changes are being made to the March outlook Tnere are 
definitely more mixed signals regarding March as some of 
tne years used 10 just.fy the COldW second naif of January 
resist a signif.can1 r e t m  to colder weather for this period 
But Marcn s a  Shoulaer month and the long lead foals s t : ~ g  
gle on the Shoulders (No" Mar) The current close fit ENS0 
cases (see upper r gnt map on page 2 )  shows a bariable 
Marcn with conait ons really close to normal for most seg- 
menis of the nation Volatility makes a lot of sense th.s year1 

10Y Normal 615.: 
654.0 30y Normal 640.: i. Mar-ZOO7 518.< 

Mar 2008 Fcs t :  1OY Normal. 782.8 

Feb-2007 896.6 

Feb 2008 Fcs t :  

Cllangc: 0.0 .,.,./, , tizs.,e2r*t,3 ,,.. 3r 
I I 

The northern half of the nation has been much warme: so far this 
month and a huge battle now awaits for monthly supremacy as a 
massive cold shin is occurring in Canada. Despite the cold, the 
Southeast warmth still has the best chance of verifying correctly for 
the month (given typical Southeast cold resistance this winter). 

I Maps above depict deviations of average temperatures from 30 Y normal in Fahrenheit. I 
MDA Earthsat Weather 601 1 Executive Blvd.. Suite 400, Rockville, MD 20852 Tel (240) 833 8300 Fax (240) 833 8301 

www.mdafederal.com/wx/ 02007 130.60 Day-Outlook, Version 2.1) 
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'odav's Forecast 
Itrong Belows Dissipate, But Continued Cold Along North 
'he overall look to the forecast period has moderated a bi 
.he strong below normals have dwindled, particularly 
luring the mid-period, but much below normal readings wi 
iersist. This warm up is gradual due to the potential for 
now cover to impact temperatures over the Plains, 
Aidwest, and Northeast. The Southeast continues to hold 
kn above normal outlook in places, and the risk is still to 
he warmer side in the region. Some seasonal readings 
nay slip out of Central Canada late in the period. 
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FORECAST VALID Wednesday, 

FORECAST VALID. Thursday, 1/24 

www.mdafederal.comlw/energywx/ (copyright 2008) [Morning Basic-Page 3, Version 1 .O] 
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Stocks in bil l ion cubic feet  (Bcf) Historical Comparisons 
Year Ago (01/11/07) 5-Year (2003-200 01/11/08 01 /04 /08  Change 

Stocks (Bcf) I % Change Stocks (Bcf) I 
1,482 1,511 -29 

Home > Natural Gas > Weekly Natural Gas Storage Report 

' Weekly Natural Gas Storage Report 

1,667 I -11.1 1,441 

West 

Producing 

Total 

Summary  
Working gas in storage was 2,691 Bcf as of Friday, January 11, 2008, according to EIA estimates. This represc 
decline of 59 Bcf from the previous week. Stocks were 258 Bcf less than last year at this time and 168 Bcf abc 
year average of 2,523 Bcf. In the East Region, stocks were 41 Bcf above the 5-year average following net witk 
29 Bcf. Stocks in the Producing Region were 109 Bcf above the 5-year average of 749 Bcf after a net withdram 
Stocks in the West Region were 18 Bcf above the 5-year average after a net drawdown of 24 Bcf. At 2,691 Bci 
working gas is within the 5-year historical range. 

351 375 -24 365 -3.8 333 

858 864 -6 916 -6.3 749 

2,691 2,750 -59 2,949 -8.7 2,523 

Work ing  Gas in Underground Storage Compared with 5-Year Range 
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Note: The shaded area indicates the range between the historical minimum and maximum values f o r t h  
weekly series from 2003 through 2007. 
Source: Form EIA-912, "Weekly Underground Natural Gas Storage Report." The dashed vertical lines in, 
current and year-ago weekly periods. 

Contact Us Feedback  Privacy/Security Jobs t About I 

http://www.eia.doe.gov/dl-gas/natural-gas/ngs/ngs. html 111 7/2008 

http://www.eia.doe.gov/dl-gas/natural-gas/ngs/ngs
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CERA ADVISORY SERVICE 

North American Natural Gas 

DATE 
December 21,2007 

Monthly Briefing 

THE CALM DESPITE THE STORMS 

KEY IMPLICATIONS 
Ample natural gas supplies in storage and increasing production in the US Lower 48 have 
kept Henry Hub prices stable, at around $7 per million British thermal units (MWlBtu) well 
into the winter heating season. 

Natural gas prices in some regions have responded strongly to winter weather 
conditions. For example, in early December, NewYork prices soared above $20 
per MMBtu in response to cold weather, pipeline constraints, and a Canadian 
supply disruption. 
US drilling activity is expected to hold steady through 2008, while Canadian 
drilling is expected to remain depressed. The prolonged dedine in drilling will 
reduce Canadian dry gas production capacity in 2010 by at least 2 billion cubic 
feet (Bcf) per day below CERA'S fall outlook. 
After reaching record levels in March through August, liquefied natural gas 
(LNG) imports dropped to an estimated 0 . s  Bcf per day in October and 
November, the lowest level since the spring of 2003. The sharp swings in LNG 
imports exemplify North America's growing role as a "swing" market for global 
LNG. 

CERAexpects that spot prices at Henry Hub will average $7.42 per MMBtu in 
January and C$6.05 per gigajoule at AECO (US$6.31 per MMBtu). 

. 

AMPLE SUPPLIES KEEP HENRY HUB PRICES IN CHECK 
Six weeks into the winter heating season, the weather throughout North America 
has been 8 percent colder than last year, winter storms have struck the Midwest 
and Northeast, Canadian gas production is declining, liquefied natural gas (LNG) 
imports are down, and yet the overall price response to these trends has been 
minimal. At Henry Hub the average November price was the lowest in three 
years, at $7.01 per million British thermal units (WBtu), and prices increased 
by only a further $0.14 per MMBtu 011 average during the first two weeks 
of December. 

Note: All prices are in US dollars unless otherwise indicated. 
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BNP Paribas Natural Gas Market Watch 
16 January 
2008 

Commentary 
It was another very quiet day in Natural gas although the Globex volume was decent at 
over 114,000 lots. The market traded lower over night and then sideways for the rest of 
the day. All weather reoorts call for much-below temperatures next week and the PlRA 
estimate for 2 weeks from tomorrow is a draw of 292 bcf which would easily break the 
record of -260 set on Januarv 171hof 1997. The question is, will a larae draw send this 
market s k w a r d  or are the weather and the estimates alreadv factored in If they are 
factored in, we should be tradmg around $7 50 right now Another piece of information 
worth noting is that the open interest has risen over 19,000 contracts in the last 4 trading 
days and 3 of those 4 days have been corrective to the downside. It feels as though this 
market will continue trending downward testing and possibly breaking $8.00 despite next 
weeks cold weather and then use the large draw in 2 weeks as an excuse to rally back 
up. Time will tell. 
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Natural Gas, Gas Liquids and 
Power Market Update 
Jim Duncan, Market Analyst 
Thursday, January 17,2008 

February Natural Gas Continues Slide On 
Weak Crude 
Today: Bearish 30-Day: Bearish 

Bottom Line - While cold air continues to threaten the CONUS, I'm not convinced the market is all that excited about this 
cold shot. Crude oil is weak and getting weaker. Expect this bearish trend to continue. 
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Gas Daily - 
Tuesday, January 22,2008 

UBS cuts 2008 spot gas price forecast by 9% 
Mild weather forecasts and robust US gas production led the energy 
analysts at investment bank UBS to trim their 2008 and 2009 composite 
spot gas price forecasts by 9% and 8%, respectively. 
UBS said Thursday that it expects the 2008 average price to be 
$7.25/MMBtu, down from its previous projection of $8/MMBtu, while 
its 2009 average price was cut from $8.25/MMBtu to $7.60/MMBtu. 
“These downward revisions are based on the following: strongerthan- 
expected US gas production growth [around 2.5%], primarily from 
increased production from the Barnett Shale in Texas; storage volumes 
that are well above historical levels; warmer-than-normal weather this winter, 
coupled with a positive spring outlook for hydroelectric production; and a slowdown 
in US economic growth,” UBS Managing Director Ronald Barone said in a 
note to clients. 
In 2008, “volumes will benefit from a full year of production from 
Independence Hub in the eastern deepwater Gulf of Mexico and the modest 
amount of shut-in Rockies supplies reaching the market as the Rockies Express 
Pipeline partially came on stream last week,” Barone said. “This production 
growth is surprisingly strong in the context of the 1.2% per-annum decline from 
2001-06, and is likely to continue to grow until the Barnett Shale profile flattens 
and rolls over - presumably in 2010-1 1.” 
UBS forecasts spot gas prices of $7.20/MMBtu in the first quarter, 
$6.75/MMBtu in the second, $7.05/MMBtu in the third and $8/MMBtu in the 
fourth. 
Meanwhile, UBS raised its WTI crude oil price forecast by 15% to $85/barrel in 
2008 and 6% to $78/barrel in 2009, citing lower inventories in the fourth quarter 
of 2007 and a slower-than-expected deceleration in US economic growth. BH 
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Gas Dailv 
d 

Tuesday, January 15,2008 

Analysts’ views on storage, gas prices at odds 
Gas industry analysts are looking at similar storage and weather data 
and drawing starkly different conclusions on where the market is headed. 
Credit Suisse analyst Teri Viswanath said Monday that, despite 
record amounts of gas in storage at the start of the heating season, core 
demand for gas “has been much heavier than expected, fueling speculation 
that the market will be less prepared to build summer stocks.” 
That, Viswanath said, should lead gas prices to trend higher and average 
around $7.49/MMBtu this year. 
But analysts with Raymond James and Associates said Monday that 
temperatures are likely to be higher than last winter, when weather was 10% colder 
than normal across much of the US from mid-January through early March. 
“Given the short-term weather forecasts, it looks as if repeating, let alone surpassing, 
such cold weather may be a tough task to accomplish,” the analysts said. 
Thus, the tightening of gas storage inventories during the last few weeks “is likely 
to reverse course, taking natural gas prices back down as the historical correlation 
between year-over-year storage differential and prices hold.” 
The Raymond James analysts predicted that the current 282-Bcf year-over-year 
storage deficit will evolve into a surplus of 275 Bcf by the end of the withdrawal 
season, which should cause gas prices “lo trend south on a sustainable basis into 
this summer.” 
But Viswanath predicted April 1 storage levels of around 1.439 Tcf, a 164-Bcf 
deficit to last year and a 253-Bcf deficit to 2006. 
“With more than half the season still weighing in the balance, it might seem 
irresponsible to forecast a writedown of another [ 1.3 Tcfl in inventories,” the analyst 
wrote. “However, the pace of storage withdrawals for the winter of 2007/2008 
has easily eclipsed the previous three seasons.” 
Withdrawals so far this season have totaled nearly 800 Bcf, which far surpasses 
the corresponding three-year average of 552 Bcf, Viswanath noted. “It’s little wonder 
that the market has taken notice of these changes in light of the heavy withdrawals 
likely to materialize over the next two weeks.” 
Beyond weather, factors such as domestic and Canadian production trends, 
along with imports of liquefied natural gas, are helping keep the storage picture 
somewhat murky. 
John Gerdes, head of The Gerdes Group, said he anticipates “moderating 
growth in domestic production, deteriorating Canadian productiodimports and 
strengthening LNG imports.” Given the curreut cost environment, a 4% increase 
in US gas drilling activity should produce an average gas price between $8/MMBtu 
and $8.25/MMBtu, Gerdes said. 



Short-Term Energy Outlook 
January 8,2008 Release 
(Next Update: February 12, 2008) 

Highlights 

The Henry Hub natural gas spot price averaged $7 17 per thousand cublc feet (rncf) In 2007 and IS 
expected to average $7 78 per mcf in 2008 and $7 92 per mcf 111 2009 



DE-Kentucky 
Attach. I Hedging Plan Applic. 

Page 258 of 307 

L I 

-- 8 0 0 Z I E I l  

-- LOOZ/E/Zl 

-- LOOZlEll1 

-- LOOZIEIOl 

- -  LOOZlE16 

-- L00ZIE18 

-- LOOZIEIL 

-- L00ZIEI9  

-- LOOZIEIS 

-- LOOZIEIP 

900Z/E/O L 

900ZIE16 

900ZIE18 

900ZIEIL 

9OOZIEW 

900ZIEIP  

- 900ZIEIE 

900ZIEIZ 



DE-Kentucky 
Attach. 1 Hedging Plan Applic. 

Page 259 of 307 

8002W111 

80021l11 

LO0218 112 1 

L0021P1Z1 

LOOZ1O2111 

LOOZ19111 

LOOZIE21O 1 

LO021610 1 

LOOZW216 

LOO211 116 

LOO218218 

LOOUP 118 

LOO21 tE1L 

LOOUL11L 

L0021EIL 

LOO216 119 

LOOZls19 

LoOz1ZZIs 

LOOZIBW 

LOO21PZIP 

LOO210 11P 

LOOZ/LZ/E 

LOOZlE 11s 

L0021LZlZ 

L002lEllZ 

LOO21OE1l 

LOO219111 

LOOZ1Z1 1 
0 0 0 0 0 0 0 

t9 
2 
t9 

s 
t9 

2 
t9 

2 2 te x 9 
r 
r r 
t9 t9 



DE-Kentucky 
Attach. 1 Hedging Plan Applic. 

Page 260 of 307 

Short-Term Energy Outlook 
January 8,2008 Release 
(Next Update: February 12, 2008) 

Natural Gas 

Consumption. Total natural gas consumption is estimated to have increased by 6 percent in 2007, driven 
largely by increases in the residential, commercial, and electric power sectors that occurred earlier in the 
year. The forecast of near-normal weather in 2008 and 2009 is projected to lower the annual increase 
in total consumption to 0.6 and 1 percent, respectivelv. for those two years. 

Production and /mports. Total US. marketed natural gas production is estimated to have increased by 2.5 
percent in 2007, with increases in onshore lower48 production offsetting declines in the offshore Gulf of 
Mexico. In 2008. total marketed Droduction is expected to increase bv 1.6 percent primarily because of the 
start-up of new deepwater Gulf of Mexico su~olv infrastructure, which is exoected to increase Gulf 
production bv 7.9 percent for the vear. In addition, lower48 onshore production in 2008 is expected to rise 
by 0.5 percent. In 2009, the anticipated 2.8 percent decline in production from the Gulf due to steep decline 
rates in the offshore fields is expected to be offset by production growth of 0.8 percent in the lower48 
onshore region, resulting in net growth in total marketed production of 0.2 percent. 

2-3 
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Short-Term Energy Outlook 
January 8, 2008 Release 
{Next Update: February 12, 2008) 

Highlights 

Global oil markets will likely remain tight through 2008, then ease moderately in 2009. EIA projects 
that world oil demand will continue to grow faster than oil supply outside of the Organization of the 
Petroleum Exporting Countries (OPEC) in 2008, leaving OPEC and inventories to offset the upward 
pressure on prices. In 2009, higher non-OPEC production and planned additions to OPEC capacity 
should relieve some of the tightness in the market. As a result, the level of surplus production 
capacity is projected to grow from its current level of under 2 million barrels per day (bblld) to more 
than 4 million bbl/d by the end of 2009. 

The West Texas Intermediate ONTI) crude oil spot price approached $100 per barrel twice over the 
last 6 weeks, reaching $99.16 per barrel on November 20 and $99.64 per barrel, a record price in 
nominal terms, on January 2, afler falling below $90 in mid-December. Recent high prices and 
large price swings reflect the current tight and volatile world crude oil market. The WTI price is 
expected to average $94 per barrel in January 2008. The WTI price, which averaged $72 per 
barrel in 2007, is expected to average about $87 per barrel in 2008 and $82 in 2009. 
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Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2007-08 
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Long Term Weather Forecast 

Mid Term Weather (30-60 days) 
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PliW 
Comments pressure Term 

4 

t 

Long N O M  predicting a warmer than normal Mar-May 

Long March and April are expected to be aboul3.3% colderthan the let 
Year normal. March-Cold in Ihe North. Warn in the South 

Gas Commerclal Operations 
Hedging Pmsram 

Market Indicators Summary 
FebNary 18,2008 

6-10 day forecaS1 
Mixed bag-Below or Much Below east of Mississippi river, Above 

Short west of riverfor Day &Day 7 wanner weather pushing east-Day: c-* 

Tropical Storm Activity 

5 thnr 10 Above to Normal. 

Short No activity in the near term $ 

EIA Weekly Stomge Report 

dustry PubllCatlons 

Cambridge Energy Research Associates 
SumrnerZOOB: $1.299 
WinferOB/OQ: 17.288 

Paribas 

Gas Daily 

owrnment Agencies 

Energy Information Administration 
Summer2OOB: $7.354 
Winfer 2008/09: $8.088 

Summer 2008 Strip Chart 

Storage Wilhdraws for the week ending February 8 were 120 0cF  
Both a larger-than-expected drawdown. Storage levels are 8.6% lower 

lhan last year St 1.94 TCF (5.9% above 5-year average 1.53 TCF; 
t 

A slightly tighter supply-demand balance in the North American 
LDng natural gas market is expected to strengthen prices at Henry Hub 

throughout 2005. panlculatiy in April and May as Storage 
inventotieS begin to be refilled. 
Natural gas exploded higheron Thursday. Natural was driven by 

S h ~ n  the technicals and fundamentals. Fundamentally: 6 to 10 and 1 I 
lo 15 day focecasts we below io normal temps, and the EIA 
Number WBE on the higher side ofexpectations. 

Energy analyst reduces gas price forecasts , raying the second 
Long half of winter and the remainderof2008 will be ugly for Us 98s 

prices." 

t 

t 

1 

m e  ~ e n r y  H U ~  spot ptice are expected io average about 
L ~ n g  $7.611mmbtu In 2008 and $7.701mmbtu in 2009. according to EIA. 

The frigid weaUler at ihe end of January and so far this month in 
key consuming regions has forced an Upward shin in etices. 

t 

4 Demand 

EIA: "Looking ahmd. total US gas consumption Is expected to 
Long increase by 0.9% in 2008 and by 1% io 2009." Gas usage by 

electric power generators should remain nearly flat on a year-over 
Year basis due in pan 10 forecasts for a relatively mild summer. 

c, Oil Market 

.~ 
infrastructure in the Gulf of Mexico ..." 
EIA: m e  outlook over the ne* 2 years points to an easing of the 
oil msrket balance in 20082 The spot ptice of West Texas 
Intermediate (WTI) Crude averaged $93 per b a n d  in January 200t 
and is expected to average $87 in February. The WTi price. whict 
averaged $72 per barrel in 2007, is expected to average about 
$86 per barrel in 2008 and $82 in 2009. 
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Long Term Wealher Forecast 

Mid Term Weather (30-60 days) 

6.10 day fo~ecast 

Tropical Storm Activity 

Gas COmmsrCtat Operattons 
Hedging Pmgmm 

Market tndlcaton Summary 
February 18.2008 

& Long NOM predidlng a warmerlhan normal Mar-May 

t Long March and April N e  expeaed IO be about 3.3% colder than the ten 
year normal. March--Cold in the North. Warm in the South 

Mixed bag-Below or Much Below east of Mississippi river. Above 
Short west of liverfor Day 6-Day 7 warmerwealher pushing east-Days 

8thru 1 0 A b a ~ l o N o r m a l .  

Short No activity in the near tern. 

++ 
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Cambridge Energy Research ABSOCialeS 
Swnmer2008: $7.299 
Winfer08K)s: $7.288 

Paribas 
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A slighliy tighter supply-demand balance in lhe Nonh American 

thmughout2008. panicutally in April and May as slowge 
inventori88 begin to be refilled. 
Natural gas exploded higher on Thursday. Nsluiat was driven by 

Short the technicals and fundamenlais. Fundamentally: E to 10 and 11 
to 15 day folaca$t18 are below to normal temps. and the EIA 
NUmbw WBI on lhe higher Side of expect at ton^. 

iDng nalUial gas market is expected lo strengthen prices St Henry Hub t 

t 

t 
Energy Information Adminirlmtion 
Summer2008: S7.354 
Winfer2008/09 $8.058 

EIA Weekly Storage Report 

"The Henry Hub spot price are expected lo average about 
$7.61/mmblu in 2008 and 07.701mmbtu in 2009. according lo EIA.' 
Thefrigidweatherat the BndOfJanuery and so lal-this month in 
hey MnSUming regions has forced an upward shin In prices. 

Storage withdraws roc the week ending February 8 were 120 BCF. 

than last year at 1.94 TCF (5.9% abwe 5-year average 1.83 TCF). 
a larger-than-expected drawdown. Storage Ievets are 8.6% tower 

Gas Daily 
Energy analyst reduces gas QfiCe forecasts , saying the second 

and the remainder O f  2008 "will be ugly for US gas 

Economy I 

SUPPlY 

Oil Market 

/ 7  

2 0  
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2/14/2008 

Duke Energy Kentucky 
Hedging Program 
Current Position 

Hedged to Date Next Target (3/31/08) 
Delivery Base Supply Total Required Allowed 
Month Dthlday Dthlmo Dth/day Dthlmo dth/day dthlday 

Winter 08/09 -1 

Summ 

Apr-09 
May-09 
Jun-09 
Jul-09 

Aug-09 
Sep-09 
Oct-09 

er 2009 

8 
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TO CURRENT FUTURES PRICES 
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Mar . . . . . -. . 
. APr . -. . . . . 
. May . . . . . . . 

. Aug . . . . . . . 

. SeP . . . . . . . 

Jun 
Jul 
. . . . . -. . 
. . . . . . . . 

Oct 
Nov 
Dec 
Jan 

. . . . . . . . 

. . . . . . . . 

. . . . . . . . 

. . . . . . . . 

Hisloric Prices: 
NYMEX Closing Price 

$7.05 $7.55 
$6.53 $7.56 
$6.49 $7.51 
$6.45 $7.59 
$6.24 $6.93 
$6.31 $6.1 1 
$6.62 $5.43 
$6.94 $6.42 
$8.07 $7.27 
$7.91 $7.20 
$7.36 $7.17 

CERA 
!3Jan-08 

$7.310 
$7.840 
$7.810 
$7.600 
$7.430 
$7.090 
$6.560 
$6.760 
$7.420 
$7.490 
$7.350 

EIA 
12-Feb-08 

$7.820 
$7.610 
$7.450 
$7.300 
$7.190 
$7.130 
$7.260 
$7.540 
$7.840 
$8.130 
$8.260 

NYMEX 
15-Feb-08 

$8.690 
$8.695 
$8.700 
$8.830 
$8.820 
$8.965 
$9.005 
$9.070 
$9.388 
$9.660 
$9.940 

. Feb . -. . . . . $7.08 I $8.00 11 $7.080 $8.300 $9.900 
2 Month Avg $6.92 $7.06 $7.312 $7.653 $9.139 

ISummer Average $7.299 $7.354 $8.869 I 
IWinter Average $7.330 $8.070 $9.516 I 

511.00 

$10.00 

59.00 

$8.00 

57.00 

$6.00 

$5.00 

$4.00 

53.00 
Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb 
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h~p://www.cpc.ncep.noaa.gov/products/predictions/long~range/leadO2/of~2 - temp.gif 2/13/2008 
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Earthsat's 30-60 Day Outlook 
Wednesday, February 13,2008 

Still Warmer Side 

Today's forecast is the very first MDA Federal consensus- 
based 30 day outlook. It is comprised from the input of 19 
in-house meteorologists. The inevitable result from averag- 
ing out 19 different monthly outlooks is an averaging effect 
toward climatology. But the value of this forecast is hopefully 
better directional skill in the long run. interestingly enough, a 
majority of forecasters agree with the warmer leanings in the 
Southern tier of the nation along with seasonal to colder 
leanings along the Notthern tier. 

.,... March GWMDD* Forecasts 

Mar 2008 Fcst: 
................... .............. 
........ 1OY Normal i 615.9 ...____ 
30Y Normal ~ 640.2 
Mar-2007 ~ , 518.9 

Change: +13'3 'National Gar-Waiohled HDDr 
I I 

.. ..... 

This April forecast also did not change too remarkably from 
last week based on the revised consensus forecast. Looking 
at the numbers down below, the outlook shows a split with a 
colder than 1OY forecast and a warmer than 30Y forecasf for 
the month. As shown in the Editor's Notes yesterday, a 
number of similar La Nina fits offered up a cooler spring po- 
tential. but other factors, like long-term warming trends, are 
also baked into this outlook. The results of March should 
offer up some guidance on how this spring may go. 

ipril G\.!/iDD* Forecasts 

Maps above depict deviations of average temperatures from 30 Y normal in Fahrenheit. I 
M O A  Earthsat Weather GO1 1 Executive Rivd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 Fax (240) 833 8301 

www.mdafederal.com/w/ Q2007 130-60 Day-Outlook, Version 2.1 I 

/ /  
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Ddav's Forecast 
arlv Cold In East DeDarts Bv 2nd Half Of Period 
lithhigh pressure exdected t i  sit over eastern 
anada, conditions could clear enough for 
mperatures to drop colder than anticipated in the 
reat Lakes region and New England for the second 
3lf of next week. Some cooler readings may seep 
)wards the Carolinas as well. By next weekend, 
armer coDditions should break through into these 
!gions as a trough exits eastward. A storm system 
jvancing through the Midwest on Day 10 may 
.ovide a cooler scenario than portrayed here. 

STRONG BELOW.... -15 OR DOWN 
MUCH BELOW........ -8F OR DOWN 
BELOW................... -7F TO -3F 

STRONG ABOVE.... +15 OR UP NORMAL 
-2F TO +2F MUCH ABOVE.. +8F TO +14 

ABOVE............. +3F TO + 7L*m--m-, -- - -Ts-=- __I 

MDA EarthSat Energy Weather 601 I Executive Blvd.,Suite400 Rockville, MD 20852 (240) 833-8300 Fax (240) 833-8301 
www.mdafederal.codwx/energywx/ (copyright 2008) [Morning Basic-Page 3, Version 1 .O] 

le2 



Weekly Natural Gas Storage Report 

- - - 
Stocks in billion cubic fee t  (ea)  

Change 

East 1,072 1,138 -66 

West  227 254 -27 

Producing 643 670 -27 

Tota l  1,942 2,062 -120 

02/08/08 02/01/08 
Region 

Page 1 of 1 

Historical Comparisons 
Year Ago (02/08/07) 5-Year (2003-200 

Stocks (Bcf) Stocks ( E d )  %Change 

1,173 -8.6 1,001 

267 -15.0 261 

686 -6.3 571 

2,125 -8.6 1,833 
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Weekly Natural Gas Storage Report 
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Released: February 14,2008 at 10:30 A.M. (Eastern time) for the Week Ending February 8,2008 
Next Release: February 21, 2008 

Working Gas in Underground Storage, Lower 48 other formats: S L ! ~  

Working Gas in Underground Storage Compared with 5-Year Range 
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Note: The shaded area indicates the range between the historical minimum and maximum values f o r t h  
weekly series f rom 2003 through 2007. 
Source: Form EIA-912, "Weekly Underground Natural Gas Storage Report." The dashed vertical lines in, 
current and year-ago weekly periods. 
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G E R A Monthly Briefing JANUARY 23,2008 I PA 

OFFSETTING FACTORS TO YIELD SLIGHTLY FIRMER P,RlCES IN 2008 
A slightly tighter supply-demand balance in the North American natural gas market is expected 
to strengthen prices at Henry Hub throughout 2008, particularly in April and May as storage 
inventories begin to be refilled (see Table 1).  

Colder weather thus far in the 20071’08 winter has increased demand over year-ago levels.* 
CERA expects North American natural gas demand to be more than 4 percent higher this 
winter over last, assuming normal weather for the balance of the winter. At the same time, 
Canadian production is falling and LNG imports are lower. These declines are being offset by 
higher production in the US Lower 48 and by increased storage withdrawals compared with 
last winter. 

The deteriorating outlook for Canadian gas production and downward revisions in expected 2008 
liquefied natural gas (LNG) imports have led CERA to raise our 2008 Henry Hub price forecast 
to $7.37 per million British thernal units (MMBtu) (compared with a forecast of $7.10 per 
MMBtu in last month’s Briejirzg). This year’s peak is expected in April, when the average Henry 
Hub price is expected to reach $7.84 per MMBtu as the storage injection season begins. 

The longer-tern outlook is more bearish for prices. Significant new productive capacity in the 
US Lower 48 is expected to more than offset declining Canadian capacity during 2010-13, and 
increasing volumes of LNG imports are anticipated. Slower economic growth could reduce gas 
demand in the industrial and electric power sectors. Given these factors, CERA projects that 
Henry Hub prices could range between $6.15 and $6.28 per MMBtu during 2010-13, close 
to CERA‘S estimated price floor of around $6 per MMBtu, based on long-run costs of natural 
gas production. 

Table I 

Henw Hub Prices 
(nomind U S  dollaps per MMBtU) 

2003 
January 5.39 
February 7.00 
March 6.37 
April 5.27 
May 5.77 
June 5.80 
July 5.04 
August 4.96 
September 4.61 
October 4.65 
November 4.45 
December 6.12 

Year average 5.45 

2004 
6.03 
5.41 
5.38 
5.70 
6.28 
6.26 
5.92 
5.43 
4.99 
6.24 
5.88 
6.63 

5.85 

a m  
6.17 
6.09 
6.91 
7.19 
6.47 
7.17 
7.57 
9.29 

12.11 
13.36 
10.29 
12.98 

8.80 

m 
8.76 
7.62 
6.88 
7.09 
6.23 
6.26 
6.05 
7.24 
4.95 
5.67 
7.32 
6.83 

6.74 

~ ~ 2 0 0 9 ~  
6.33 7.60 7.352 6.32 
8.06 7.53 7.22 { 6.36 
7.10 7.31 6.96 6.35 

6.41 6.30 
7.40 6.42 6.29 

7.01 7.423 6.34 6.59 
7.08 7.49 6.33 6.64 

6.95 7.37 6.51 6.28 

2911 
6.65 
6.58 
6.44 
6.29 
6.20 
6.28 
6.19 
6.13 
6.02 
5.80 
6.28 
6.30 

6.26 

2012 
6.24 
6.15 
6.22 
5.99 
6.07 
6.16 
6.20 
6.21 
5.85 
5.95 
6.33 
6.36 

6.15 

2013 
6.45 
6.40 
6.27 
6.10 
6.08 
6.20 
6.24 
6.27 
5.63 
5.91 
6.29 
6.30 

6.18 

*The US lower-48 weather for November 2007 through mid-January 2008 has been 15 percent colder than the comparable 
period last year. 

Q 2008. Cambndgo Enngy Rosearm AmsoUetm. lnc. NO larhon 01 *is repod may be mpmduced. remBd. or olhewise disl6bbuled in any form wiuioui pdor wditen mnmnt. 
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BNP Paribas Natural Gas Market Watch 
14 February 
2008 

Commentary 
p. The market held 8300 support yesterday afler 
filling the gap down to 8330 late in the day. Natural was driven by the technicals and 
fundamentals. Technically: held support, ran Stops. short covering, Open Interest 
building, and taking out resistance levels provoking new length. Fundamentallv: cash 
was strona. 6 to 10 and 11 to 15 day forecasts are below to normal temps. and the EIA 
Number was on the hiaher side of expectations. The EIA Storage number was a draw of 
120 (expectations: BNP Paribas Survey -120 and PIRA 1 IO). Support: 8500 and 8230. 
Resistance: 8850 and 9000. 
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Gas Daily - 
Tuesday, February 12,2008 

Adkins gets more bearish on natural gas prices 
Normally bullish Raymond James energy analyst Marshall Adkins 
sliced his natural gas price forecasts again Monday, saying the second 
halfofwinter and the remainder of2008 “will be ugly for US gas prices.” 
In September, Adkins cut his price forecast 30% (GO 9 / /8 )  and 
Monday he sliced another 20% off the first quarter of 2008’s forecast, 
predicting prices will average $7.5OMcf, down from S9IMcf. 
For the full year, Adkins cut his price forecast 7% to $6.50Mcf. 
By the third quarter ofthis year, Adkins says gas should be selling at 
$5iMcf as increased US gas production from the Independence Hub in 
the Gulfof Mexico and Texas’ Bamett Shale adds 2.6 Bcfid ofgas to the nation’s 
supply under normal weather conditions. 
“We are set to have a meaningfully warmer second half of winter versus last 
year,” Adkins said, when it was cooler-than normal. “When we adjust for warmer 
anticipated year-over-year weather, it now appears we will have 4 Bcfid less gas 
demand over the next 70 days than we had last year.“ 
“All in, we are forecasting a 359-Bcfbearish swing in the year-over-year gas 
storage differentials,” Adkins said. “For the full winter, this would leave ending 
storage at 1,664 Bcf, which is over 100 Bcfmore gas than last year.” 
“We are on track to have nearly 2 Bcfid more gas in the system this summer 
than we had last summer,” Adkins said. “That means summer injections would be 
over 400 Bcfmore than last year. Since we are likely IO start the summer with 
over IO0 Bcf more than last year, the implied summer ending storage figure 
would be a ridiculously high 4 Tcfoftheoretical gas.” 
Adkins predicted that when storage levels reach this peak, operators will start 
shutting in production by late summer as gas in the ground competes directly 
with gas in storage, creating unique gas-on-gas competition. 
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Gas Daily - 
Wednesday, February 13,2008 

EIA: Winter gas prices to top last year’s by 10% 
With most forecasters calling for the current cold spell to continue, 
the Energy Information Administration on Tuesday projected that Henry 
Huh spot gas prices will average $S.lS/Mcf in the first quarter, or about 
10% above the $7.41/Mcf average price during the first quarter of 2007. 
In its February short-term energy outlook, EIA predicted a full-year 
spot price average of $7.83iMcf, up a nickel from its month-ago forecast. 
The frigid weather at the end of January and so far this month in 
key consuming regions has forced an upward shift in prices, EIA noted, 
The agency last month said spot gas prices would average $8/Mcf in 
January, while actual prices last month averaged $8.25/Mcf. 
Looking ahead, total US gas consumption is expected to increase by 0.9% in 
2008 and by 1% in  2009. “Consumption growth in 2008 is driven by the residential 
and commercial sectors because of the expected slightly colder winter months 
on average,” ElA said. 
Still, gas usage by electric power generators should remain nearly flat on a yearover- 
year basis due in part to forecasts for a relatively mild summer. EIA said it expects 
US electricity consumption to increase a modest 0.4% in 2008 and 1.6% in 2009. 
Gas prices also turn on storage inventories, which EIA reported at 2.06 Tcf on 
February 1 as companies withdrew a record amount of gas at the end of January. 
Storage stocks are now 63 Bcf above the five-year average but 317 Bcf below 
where they were at this time last year. 
EIA estimated that total US marketed gas production will increase by 2.2% in 
2008 and 0.8% in 2009. Growth this year will largely result from the start-up of 
new deepwater supply infrastructure in the Gulf of Mexico and continued growth 
from unconventional reserve basins, such as shale and coalbed methane plays, in 
the Lower-48 states, it said. 
The agency also said US imports of liquefied natural gas will total 788 Bcf in 
2008, 1.8% above 2007 levels. That estimate is down sharply from the 937 Bcf in 
imports the agency forecast in its January report. 
EIA said the change reflccts demand strength in Asia and Western Europe, 
which compete with the US for marginal LNG supplies, and uncertainty about liquefaction 
projects set to come online in 2008 and early 2009. 

J 7  
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Energy Outlook 
February 12, 2008 Release 
(Next Update: March 11, 2008) 

The outlook over the next 2 years points to an easing of the oil market balance in 2008. Higher 
production outside of the Organization of the Petroleum Exporting Countries (OPEC) and planned 
additions to OPEC capacity should more than offset expected moderate world oil demand growth 
and relieve some of the tightness in the market. 

The spot price of West Texas Intermediate (WTI) crude oil averaged $93 per barrel in January 
2008 and is expected to average $87 in February. The WTI price, which averaged $72 per barrel 
in 2007, is expected to average about $86 per barrel in 2008 and $82 in 2009. 
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Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2007-08 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

Hedged to Date Next Target (3/31/08) 
Base Supply Total Required Allowed Delivery 

Month Dthlday Dth/mo Dthlday Dthlmo dthlday dth/day 

N O v - 0 8  
Dec-08 
Jan-09 
Feb-09 
Mar-09 

Winter 08/09 

8 
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Duke Energy Kentucky 

Hedging Program for 2008109 
Cost Averaging With ConocoPhliIips @ Columbia Gulf Mainline 

ai 

Basis 
/Price 



COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 
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..._... APr _ .  
May 
Jun 
Jul 

. . . . . . . . . 

. . . . . . . . . 

. . . . . . . . . 

. Aug . . . . . . . . 

. SeP . . . . . . . . 
Oct 
Nov 
Dee 

.... ~ 

. . -. . -. . . 

. . . . . . . . , 

Historic Prices: 
NYMEX C 

5-yr. avg. 
(03/04-07/08: 

$6.53 
$6.53 
$6.49 
$6.45 
$6.24 
$6.31 
$6.62 
$6.94 
$8.07 
$7.91 
$7.36 

;ing Price 
Last Yea1 
(2007-2008) 

$7.56 
$7.56 
$7.51 
$7.59 
$6.93 
$6.11 
$5.43 
$6.42 
$7.27 
$7.20 
$7.17 

Jan 
Feb 
Mar $7.08 $8.00 

2 Month Avg $6.88 $7.06 . ~~~ $7.886 $10.658 
Summer Average $7.299 $7.686 $10.310 
Winter Average $7.288 $8.166 $11.146 

. . . . . . . . , 

._ ..... _ .  
-. . . . . . . . 

CERA 
!5-Feb-O8 

$7.840 
$7.810 

$7.600 
$7.430 
$7.090 
$6.560 
$6.760 
$7.420 
$7.490 
$7.350 
$7.220 
$6.960 
$7.294 

$12.00 

$11.00 

$10.00 

$9.00 

$8.00 

$7.00 

$6.00 

$5.00 

$4.00 

$3.00 
Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar 



l a  

http://www.cpc.ncep.noaa.gov/products/predictions/long-range/leadOl/offOl __ temp.gif 311 1/2008 
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Earthsat’s 30-60 Day UutiooK 
Wednesday, March 12,2008 

Earthsat Weather 

Above (+2) Above (+I) 0- - - 0 Below (-1) B e l o w  (-21 

Northeast Cools 
Slightly 

Colder than 1OY 
Close to 30Y 

The April forecast picked up about 10 HDD’s compared to 
last week. Thus It remains colder than the IO-year running 
normal and is now nearly equal to the 30-year fixed (71-00) 
normal for a change. The main consideration for the adjust- 
ment appears to be the potential of setting up a more fixed 
ridge westltrough east pattern later this month, that could 
last well into April. If the pattern is more progressive than 
anticipated, then April could still end up cooler than the 10 
year normals but warmer than the 30 year normals as has 
been seen over the winter. 

ADril GWHDC’ F o r e c a s t s  ‘toy Normal Uedated lo 98-07 
. 

1OY Normal * 348.1 Apr 2008 Fcst: ~ 3 0 Y  375 ....... N o r m a d z ;  ~ 

Apr-2007 J 390.f 
* h ~ o  ID NOW w / Change: +m.2 .Na,innalOa~w~iohiedHODs 

.......................... 7,7 74 c . i d r r  
............ -- 

Only Minor 
Adjustments 

Colder than 1OY 
Close to 30Y 

The overall pattern did not change significantly this week but 
with all of the minor changes taken into account the HDDs 
did increase and as was the case with the April forecast now 
run close to the 30 year normals and remain above the 10 
year normals. The current forecast has slightly warmer read- 
ings than last week in the East but this is outweighed by 
slightly cooler readings in the West and South. Still, the 
Southwest and South Central areas should see above nor- 
mal COD’S to start out the season. 

May GWHDD* F o r e c a s t s  ‘1OY Normal updated to 9847 
..... -. ... -. 

May 2008 Fcst: 
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30Y Normal 8 177 1 ........... ..i .......... 
May-2007 i 104.5 ...... ................. 
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The Northwest and East Coast are running warmer than expected so 
far but cooling in these areas ne* week should cool the monthly 
running averages. The warm up in the South this week should east 
the cold that has dominated that area and help to push the readings 
closer lo our forecast of near to above normal. Western Canada con- 

MDA Earthsat Weather 601 1 Executive Blvd., Suite 400, Rockville, MD 20852 Tel(240) 833 8300 Fax (240) 833 8301 
www.mdafederal.com/wx/ 02007 130.60 Day-Outlook, Version 2.1 J 
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'odav's Forecast 
itorm Through East Early; Cold In MW Out Sooner? 
-emperatures have still trended a little warmer in the 
Aidwest on Tuesday as a storm system advances 
i to the Mid-Atlantic region. With that, conditions 
icross the East Coast and Northeast could see 
,trong warming ahead of the system on Wednesday 
Auch belows could still dive into the Midwest for the 
nid-period. A risk to the forecast may occur late in 
he period as the European model tries to push out 
:old temperatures across the Midwest as the 
ireferred GFS model holds onto colder readinos 

DE-Kentucky 
Attach. 1 Hedging Pian Applic. 

Page 292 of 307 

FORECAST VALID  Wednesday, 

www.mdafederal.com/wx/energywx/ (copyright 2008) [Morning Basic-Page 3, Version 1 .O] 

I 4  



Week ly  Natural Gas Storage Report 

a3/07/08 
Region 

Energy Information Administration 
O%CtalEnergy Siaxfcs fro01 ihs U S  GGvernmeil 
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HEE z Natural Gas > Weekly Natural Gas Storage Report 

Weekly Natural Gas Storage Report 

East 

West 

Producing 

Total 
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706 760 -54 754 -6.4 676 

180 189 -9 224 -19.6 204 

512 535 -23 570 -10.2 460 

1,398 1,484 -86 1,549 -9.7 1,341 

Released: March 13,2008 at 10:30 A.M. (Eastern time) for the Week Ending March 7,2008. 
Next Release: March 20, 2008 

Summary 
Working gas in storage was 1,398 Bcf as of Friday, March 7, 2008, according to EIA estimates. This represent! 
decline of 86 Bcf from the previous week. Stocks were 151 Bcf less than last year at this time and 57 Bcf abov 
average of 1,341 Bcf. I n  the East Region, stocks were 30 Bcf above the 5-year average following net withdraw 
Bcf. Stocks in the Producing Region were 52 Bcf above the 5-year average of 460 Bcf after a net withdrawal of 
Stocks in the West Region were 24 Bcf below the 5-year average after a net drawdown of 9 Bcf. A t  1,398 Bcf, 
working gas is within the 5-year historical range. 

Working Gas in Underground Storage C o m p a r e d  with 5-Year Range 
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Note: The shaded area indicates the range between the historical minimum and maximum values f o r t h  
weekly series from 2003 through 2007. 
Source: Form EIA-922, "Weekly Underground Natural Gas Storage Report." The dashed vertical lines in, 
current and year-ago weekly periods. 

Feedback P r i vacy /Secur i t y  Jobs  + About I Contac t  Us 

15 
http://www.eia.doe.gov/oil - gadnatural-gas/ngs/ngs.html 311 312008 
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PRICE OUTLOOK STRONGER FOR 2008-10 
Natural gas prices at Henry Hub have strengthened through the winter, increasing LO $7.93 per 
million British thermal units (MMBtu) in January compared to $7.08 in December, and rising 
above $8.00 during the first half of February. Earlier in the winter, record levels of storage 
were available to meet demand, and cash prices at Henry Hub responded minimaiiy to winter 
weather and fluctuating gas demand.* In late January and Fcbmary, howcver, storagc lcvcls have 
declined significantly, thereby iucreasing the Henry Hub gas price. During March, the final mouth 
of the winter season, ample domestic production and the decreasing need for storage supplies 
will act to soften prices until the injection season begins in April. On a normal weather basis, 
CERA projects the Henry Hub price to average $7.31 per MMBtu in March before increasing 
to $7.84 in April (see Table 1). 

Given the heavy reliance on storage this winter, CERA projects that North American gas storage 
will end the winter at 1,445 billion cubic feet (Bcf), which is equal to the five-year average 
but nearly 22 percent lower than the year-earlier level (see Figure 1). The need to refill storage 
capacity during this year's injection season after such a strong drawdown will support prices 
throughout the spring and summer. For 2008, CERA projects an average price of $7.43 per 
MMBtu. 

Looking ahead to 2009 and 2010 we have adjusted our supply outlook, with more bullish 
implications for prices than previously. While growth in US lower-48 dry gas production in 
2008 and 2009 remains a key feature of the outlook, CERA has reduced projected production 
slightly for 2009 and 2010 compared to the January North American Natural Gas Monthly 
Briefing. This revision stems primarily from downward adjustments to the supply outlook for 

Table I 

Henry Hub Prices 
(nominal US doilars per MMBtu) 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 

2003 
5.39 
7.00 
6.37 
5.27 
5.77 
5.80 
5.04 
4.96 
4.61 
4.65 
4.45 
6.12 

2004 
6.03 
5.41 
5.38 
5.70 
6.28 
6.26 
5.92 
5.43 
4.99 
6.24 
5.88 
6.63 

2QQ5 
6.17 
6.09 
6.91 
7.19 
6.47 
7.17 
7.57 
9.29 

12.1 1 
13.36 
10.29 
12.98 

rn 
8.76 
7.62 
6.88 
7.09 
6.23 
6.26 
6.05 
7.24 
4.95 
5.67 
7.32 
6.83 

m 2 0 0 8 2 0 0 9 2 Q j Q  
6.33 7.93 7.357 6.62 
8.06 7.97 7.22t 6.66 
7.10 7.31 6.962 6.65 
7.57 7.84 7.15 6.62 
7.64 7.01 6.75 

6.87 6.59 
6.73 6.60 

7.40 
6.21 
6.30 6.48 6.51 
5.98 6.56 6.15 5.90 
6.68 ~ 6 . 7 6  6.38 6.28 
7.01 7.421 6.64 6.59 
7.08 7.49 5 6.63 6.64 

2011 
6.65 
6.58 
6.44 
6.29 
6.20 
6.28 
6.19 
6.13 
6.02 
5.80 
6.28 
6.30 

2012 
6.24 
6.15 
6.22 
5.99 
6.07 
6.16 
6.20 
6.21 
5.85 
5.95 
6.33 
6.36 

013 
6.45 
6.40 
6.27 
6.10 
6.08 
6.20 
6.24 
6.27 
5.63 
5.91 
6.29 
6.30 

Year average 5.45 5.85 8.80 6.74 6.95 7.43 6.80 6.53 6.26 6.15 6.18 

Sources: Cambridge Enwgy Research Asswiates. HistwiCal data derived from Pian3 Gas &ily. 
Note: The 2003-January 2008 figures are derived from historical data as available: Februay ZW8-13 figures are CERA projections. 
Excel tables we avaihbie in the North Amwican Natura! Gas Client Sewices area at cera.com. 

*See the CERA December 2007 Monthly Briefing The Culm Despite the Sfoims. 

Q 2008, Cambridge Enwgy RBSearch A%sOciGtB5. Inc. NO Wrllon of this repon may be reomduced. CwM. Or atherxiss drt6Md in any knmwithou( Pdor wiiRe0 consen) 

http://cera.com
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BNP Paribas Natural Gas Market Watch 10 March 2008 
2 Commodity Futures 

Commentary 

I have been away on business the past week and I'm sure I missed a lot of market 
intelligence in the middle. However, the one constant that is still the same is the trend is 
your friend and it's higher. The Crude Oil market continues to rule the commodity sector. 
The relentless rally continues as we seem to make a new all time high and settle 
everyday. Crude settled 107.90 up 2.7 and the high was 108.21, I don't know who is 
going to sell into a market that seems to be driven by a global freight train. The market is 
fueled by a weak dollar, money is moving out of a struggling equities market into a 
Bullish commodity sector, bullish technicals, and numerous geopolitical concerns. In my 
opinion, the Chinese news affected the market the most today. My understanding is 
China had record CL imports and China may double LNG imports. This adds more fear 
that we are all fighting for a single commodity and other economies are growing more 
powerful to compete as evidenced by the falling dollar. Natural Gas is going to continue 
to follow the rest of the sector higher. Natural settled 10.024 up 25.5 cents. We will need 
a major event to cause a major pullback or possibly increased margins to slow down the 
rally etc. 



DE-Kentucky 
Attach. 1 Hedging Plan Applic. 

Page 296 of 307 

Gas Daily 
- 

Tuesday, February 26,2008 

Analyst: Low storage, hot weather to lift prices 

Even with a slowing economy, warmer weather and lower gas storage 
levels should drive Henry Hub prices to $8.50/MMBtu this summer, 
analyst Ron Denhardt said Monday. 
In his monthly newsletter, Denhardt, the vice president for natural 
gas services for Winchester, Massachusetts-based consulting firm 
Strategic Energy and Economic Research, increased his price forecast 
14% from his January call of $7.43/MMBtu. 
On the downside, Denhardt thinks the chance of a US recession is 
greater than 50% and depending on how slack the economy gets, com- 
bined with variable weather, prices could drop to S7IMMBtu at Henry Hub. 
Driving his price forecasts is the amount of working gas in storage, Denhardt 
said. 
“Natural gas prices have increased sharply in the last month because of a 
‘short squeeze’ and a shift in fundamentals. Colder-than-projected weather, a onemonth 
delay in the Rockies Express pipeline, a sharp decline in Canadian production 
and strong worldwide demand for LNG have caused us to lower our projected 
end-of-March working gas storage” to 1.3 15 Tcf, vs. an estimate of 1.45 Tcf last 
month and an actual level of 1.603 Tcf last year, Denhardt explained. “This lower 
level of working gas storage has caused us to raise our price forecast for the nonheating 
season.” 
Denhardt sees storage beginning the injection season 288 Bcf below last year’s 
1.6 Tcf inventory and ending the injection season 190 Bcf below last year’s record 
around 3.6 Tcf. 
“There is tremendous uncertainty about prices,” Denhardt said. “It is not clear 
what the market perceives as ‘balanced’ and there is a tremendous amount of 
uncertainty about the price response of supply and demand. Many projections 
(including the EIA) have working gas storage ending October at approximately 
(3.35 Tcf) Bcf, with average Henry Hub non-heating season prices of approximately 
$7.60/MMBtu vs. the current forward market of $9.30 and our projection of 
$8.50.” - Bill Holland 
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Short-Term Energy Outlook 
March 11,2008 Release 
(Next Update: April 8 ,  2008. 8:30 am) 

Natural Gas 

Consumption. Growth in total natural gas consumption is expected to slow 
from 6.4 percent in 2007 to 0.7 percent in 2008 and 0.8 percent in 2009. In 
2009 total natural gas consumption is expected to reach a record 23.4 trillion 
cubic feet. Natural gas consumption in the electric power sector, which makes 
up about 30 percent of total natural gas consumption, grew by over 10 percent in 
2007 but is expected to decline slightly in 2008 because of the projected milder 
summer temperatures. Natural gas consumption in the industrial sector is also 
projected to decline by 0.2 percent in 2008 because of slowing economic growth. 

Production and Imports. Total U.S. marketed natural gas production is  
expected to increase by 2.9 percent in 2008 and by 0.3 percent in 2009. 
New deepwater supply infrastructure, which came online at the end of 2007, is 
expected to drive growth of 5.8 percent in the Gulf of Mexico in 2008. In addition, 
production from the Lower-48 onshore region is expected to increase by 2.5 
percent in 2008 led by the development of unconventional supply sources. 

Imports of liquefied natural gas (LNG) are projected to be about 770 billion 
cubic feet (Bcf) for 2008, or about the same amount imported in 2007. 
Trinidad and Tobago is expected to remain the primary source of US.  LNG 
imports through the forecast period. New liquefaction capacity under 
construction in Qatar and recent startups in Equatorial Guinea, Nigeria, and 
Norway are expected to boost the global supply of LNG and contribute to an 
increase in LNG shipments to the United States later this year and in 2009. Next 
year, volumes are projected to total 995 Bcf. 

P 

The slowing economy combined with high petroleum prices is 
expected to constrain growth in US. consumption of  liquid fuels and 
other petroleum products to just 40,000 barrels per day (bblld) in 
2008. After accounting for increased ethanol use, U.S. petroleum 
consumption falls by 90,000 bblld. U.S. real gross domestic product is 
expected to decline slightly in the first half of the year and then start 
growing again, with growth for 2008 as a whole at 1.3 percent, the slowest 
annual rate since 2001. 
WTI averaged $95 per barrel in February and is expected to average 
$102 in March (the spot price o f  WTI closed a t  nearly $108 per barrel 
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on March 10,2008 but is expected to decrease over the second half 
of the month). The annual average WTI price, which was $72 per 
barrel in 2007, is projected to average $94 per barrel in 2008, but 
ease somewhat to about $86 per barrel in 2009. 
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Gas Dailv 
J 

Wednesday, February 20,2008 

Officials warn of carbon controls’ impact on gas 
With carbon control legislation likely emerging soon from Congress, 
producers and utility officials expressed concern Monday over the 
potential effects on natural gas supply and, ultimately, prices. 
“Carbon regulation is likely to place upward pressure on natural gas 
demand and consequently on prices, and the industry and regulators will 
be left to explain this to consumers,” said Jenny Fordham, director of energy 
markets and government affairs for the Natural Gas Supply Association. 
Fordham was among several industry spokesmen participating in a 
National Association of Regulatory Utility Commissioners panel on gas 
supply issues. She noted that natural gas has the lowest carbon emissions of any 
fossil fuel, has become the energy source of choice for new electricity production 
and serves as a preferred backup for renewable sources of energy, such as wind 
power and solar generation facilities. 
All of this, however, puts more demand on the gas industry to produce more 
of the fuel at a time when access to new supplies on federal lands is constrained, 
she said. Fordham encouraged the state public service commissioners to help educate 
federal officials and consumers about the potential impacts of climate change 
legislation on gas markets. 
“We need to work together to help ensure that carbon regulation policy 
includes access to new sources of natural gas,” she said. “Current federal restrictions 
apply to more than 250 Tcf of potential natural gas resources. LNG imports 
and unconventional sources will not be enough to make up for the increases in 
natural gas demand that are likely in a carbon-constrained economy.” 
“We are not running out of domestic natural gas,” noted Alan Allred, president 
and CEO of Questar Gas. “Any form of carbon regulation, whether it’s a 
direct tax or indirect tax or cap-and-trade, will favor the substitution of natural 
gas for high-carbon fuels.” 
More gas will be needed as a result, and gas supplies can be increased without 
affecting the environment, he maintained. But doing so will require greater levels 
of coopcration among all stakeholders. 
Georgia Public Service Commissioner Stan Wise said that the industry has 
been pleading with decision-makers for years to understand supply issues. Hc 
blamed the lack of public understanding about natural gas supply and demand 
issues on the popular press “who have their own agendas. They support renewables 
and want to see gasoline taxes go up a dollar so that they could change your 
mind about how you use your car.” 
“It’s the same for natural gas, coal and nuclear power,” Wise insisted. “No 
maner what this body does, thc industry has to fight a battle to send its message 
to Congress.” 
Wise said alternative energy advocates have demanded that utilities rely on 
wind power for electric generation. “But as I have said many times, we need some 
wind in Georgia,” he said. “The wind doesn’t blow in August.” RAW 
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Winter 2007-08 

2 4  



DE-Kentucky 
Attach. 1 Hedging Plan Applic. 

Page 304 of307 

ATTACHMENT B 

Cost Averaging Fixed Prices 



DE-Kentucky 
Attach. I Hedging Plan Applic. 

Page 305 of 307 Duke Energy Kentucky 
Hedging Program foorWloterZOo7lOB 
Cost Averagiog wll- 



DE-Kentucky 
Attach. 1 Hedging Plan Applic. 

Page 306 of 307 

ATTACHMENT C 

Cost Averaging Fixed Prices 







DE-Kentucky 
Attach. 2 Hedging Plan Applic. 

Page 1 of 10 

DUKE ENERGY KENTUCKY, INC 

NATURAL GAS HEDGING PLAN 

May 2008 
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1. Introduction 

On July 16, 2001, the Kentucky Public Service Commission approved Duke 

Energy Kentucky, Inc’s (“DE-Kentucky”) Pilot Gas Hedging Program. Since that time, 

DE-Kentucky has sought, and was granted, approval for similar hedging programs in 

2002,2003 and 2005 with the most recent program covering the three years ended March 

31, 2008. The goal of the Hedging Plan is to reduce price volatility. As documented in 

the reports of the actual results, filed in May of each year, the hedging strategy increased 

costs when natural gas prices were low and decreased cost when natural gas prices were 

high. Since the hedging plans have achieved their goal of reducing the volatility in 

purchased gas costs, hedging natural gas prices should become a standard part of DE- 

Kentucky’s gas supply portfolio. 

In Case No. 2003-00151, DE-Kentucky proposed that a similar plan to what was 

adopted for the 2001-2002 and 2002-2003 heating seasons be approved on a continuing 

basis, with the inclusion of hedging for summer months as well as winter. This was later 

revised to be a three-year plan, ended March of 2006. However, in the Order dated June 

19, 2003, the Commission ordered DE-Kentucky to file any continued hedging plan by 

May 15, 2005. In Case No. 2005-00191, the commission approved DE-Kentucky’s 

Hedging Plan (“HP-2005”) for both winter and summer seasons through March 3 1, 2008 

(threc years). Although this plan covered hedging activity through March of 2008, the 

months for which natural gas will be purchased will extend through October 31,2010. 

Similar to what was approved by the Commission in Case No 2005-00191, DE- 

Kentucky is seeking to institute another natural gas hedging plan with a three year term 

(“HP-2008”), to mitigate market volatility. The following Hedging Plan, HP-2008 is 
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similar to the previous plan and would cover hedging activity through March of 201 1 

which would allow purchases for gas delivered through October 3 1,2013. 

Under HP-2008, DE-Kentucky will hedge between w and 

to 

of its estimated 

total winter system supply, assuming normal weather and of its summer 

system supply, including purchases for storage. As in previous years, hedging will be 

accomplished through the use of fixed price contracts, price caps, or no-cost collars. HP- 

2008 specifies a range for the volumes of gas that DE-Kentucky will acquire each month, 

up to 36 months into the fvture. HP-2008 strikes a reasonable balance between: (1) 

providing the Commission with the specific parameters of gas volumes for which DE- 

Kentucky will receive cost recovery through the GCA; and (2) leaving DE-Kentucky with 

adequate management discretion to time the purchases at projected optimal points within 

the framework pre-approved by the Commission. 

DE-Kentucky will make its hedging decisions based on its analysis of gas prices. 

DE-Kentucky will continue to monitor gas prices on a daily basis, by studying NYMEX 

htures prices versus historic prices and cxpected future prices. DE-Kcntucky determines 

expected future gas prices based on a thorough review of various industry publications 

such as Gas Daily, Cambridge Energy Research Associates (CERA) Monthly Briefing, 

and the Energy Information Administration (EIA) Short-Term Energy Outlook. 

2. Amount of DE-Kentucky’s Gas Suoplv Subiect to the Hedvinr Plan 

DE-Kentucky will hedge between and w of its estimated total system 

supply for the winter season, assuming normal weather and between w and of its 

total system supply for the summer season, including purchases to refill storage. 

Combined with estimated storage withdrawals, which provides approximately of a 

2 
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October X 
Minimum 
Maximum 

normal winter’s system supply, the total percentage of system supply that would be 

insulated from winter season market volatility would be -. This range could 

change if DE-Kentucky enters into additional interstate pipeline storage contracts or 

supply contracts which mimic storage service. The total percent of winter gas supply at 

known prices, both hedged and storage, will be limited to a maximum of m. 
3. Schedule for Purchase of Hedging Instruments 

DE-Kentucky will use the following seasonal schedule for obtaining price hedges for its 

system supply. These schedules reflect the continuation of hedging purchases which were 

made in accordance with HP-2005. Target levels of hedging will be accomplished by 

October 3 1 St for winter system supply and by March 3 1’‘ for summer system supply. By 

including minimum quantities to be hedged, DE-Kentucky will gain the advantages of a 

mechanistic feature for part of its hedging program, to spread the hedging purchases out 

over a longer period of time, while preserving management discretion as to the timing of 

gas supply purchases. 

Nov X - Mar X+l Nov X+l -Mar X+2 Nov X4-2 -Mar X+3 

System Supply Hedged for the Winter Season 

System Supply Hedged for the Summer Season 

3 
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4. Tvpes of Hedging Products 

DE-Kentucky management will hedge using a combination of fixed price 

contracts with cost-averaging, fixed price contracts without cost averaging, price caps and 

no-cost collars. DE-Kentucky will not purchase futures contracts on the NYMEX or any 

other financial instruments to efkctuate its hedging strategy. DE-Kentucky will utilize 

the following hedging products to price gas supplies at a fixed, capped or collared price. 

DE-Kentucky will not hedge more than w of its estimated winter season system 

supply, or w of its summer system supply using a single type of hedging product. 

A. Fixed Price Contracts 

Fixed price contracts are the simplest form of hedging instruments. Perhaps the 

most widely known fixed price contract for gas purchases is a contract to purchase gas 

from a supplier at a fixed price, based on the NYMEX. DE-Kentucky will not actually 

purchase futures contracts on the NYMEX, but rather will enter into a contract with a 

supplier to obtain physical delivery of gas based on NYMEX prices at the time the 

hedging agreement is arranged. 

DE-Kentucky will take actual physical delivery of the gas into an interstate 

pipeline in which DE-Kentucky holds Firm Transportation capacity. NYMEX prices are 

based on delivery at the Henry Hub in southern Louisiana. The difference in price 

between the Henry Hub and the interstate pipeline receipt point at which the supplier can 

deliver the gas into the interstate pipeline (referred to as the “basis”) will either he locked- 

in or will remain open at the discretion of DE-Kentucky. 

One set of fixed price hedging products DE-Kentucky utilizes sets the price on an 

average NYMEX strip price over a period of time. A strip simply means the purchase of 

4 
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a specified volume of gas for a specified number of months (Le., November through 

March). DE-Kentucky may utilize cost-averaging products that price the gas supply for 

the upcoming winter season at a price set by averaging the actual NYMEX daily closing 

price for a strip from a start date through the last day that the strip trades on NYMEX or 

any other mutually agreed time period. Each day during this period, a portion of the 

price will be established by fixing the price of the proportionate volume for each 

corresponding month at the NYMEX daily close. 

B. Price Caps 

A price cap is a form of option contract that establishes a maximum price for gas 

deliveries during a specified month. Suppliers charge DE-Kentucky for this option, based 

on the NYMEX price in effect at the time the option is purchased for the month that will 

be subject to the price cap. 

DE-Kentucky and the supplicr will agree to whether the cost must be paid when 

the price cap is purchased or when the gas is delivered. Other than a slight difference due 

to the time value of money, the end result is the same. The practical result that occurs 

when price caps are utilized is that, if the market price at the time of delivery is lower 

than the price cap, then DE-Kentucky pays the market price plus the cost of the price cap. 

On the other hand, if the market price is higher than the price cap at the time of delivery, 

then DE-Kentucky pays the cap price plus the cost of the price cap. 

C. No-Cost  collar^ 

Collars are a combination of a price cap (ceiling) and a lower price limit (floor). 

If the cost of the ceiling is equal to the value of the floor, then there is no charge for the 

collar (no-cost collar). At the time of delivery, the supplier will charge the market price 
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unless it is outside the range set by the collar. The range for a no-cost collar is 

established by DE-Kentucky first specifying either a floor or a ceiling price, and then the 

supplier calculates the other bound for the collar. The supplier also adds in the basis for 

the interstate pipeline receipt point specified by DE-Kentucky. In a no-cost collar, the 

ceiling of the range is usually set at a greater distance from the current NYMEX price 

than the floor. After the supplier determines the remaining bound for the collar, DE- 

Kentucky decides whether to agree to price the gas subject to the no-cost collar. DE- 

Kentucky will determine prices from at least two suppliers to veri@ that the offered price 

is consistent with the market. 

5. Price Ranges for Purchases 

A. Fixed Price Contracts 

To the extent that DE-Kentucky enters into any fixed price contracts with cost- 

averaging, DE-Kentucky will enter into such contracts at the NYMEX closing price 

during the specified period. To the extent that DE-Kentucky enters into any fixed price 

contracts without cost averaging, DE-Kentucky will enter into such contracts between the 

highest and lowest price that NYMEX trades on the day that DE-Kentucky and the 

supplier agree to the fixed price (strike date). 

B. Price Cam 

To the extent that DE-Kentucky enters into any price cap contracts during any 

month, DE-Kentucky will enter into such contracts with a ceiling (cap) price not to 

exceed $ m d t h  over the NYMEX open price for the respective months on the day that 

DE-Kentucky and the supplier agree to the cap (strike date). 

C. No-Cost Collars 
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To the extent that DE-Kentucky enters into any collar contracts during any 

month, DE-Kentucky will enter into such contracts with a ceiling (cap) price not to 

exceed $ m d t h  over thc NYMEX open price for the respective months on the day that 

DE-Kentucky and the supplier agree to the collar (strike date). 

6 .  Conclusion 

HP-2008 will allow DE-Kentucky to hedge up to w of its system supply in the 

winter and of its system supply in the summer. By allowing hedging activity as 

early as 36 months prior to the month of delivery, the plan can further stabilize prices by 

taking advantage of favorable market conditions for longer periods or time. In addition, 

the minimum hedged percentages will assure that hedging transactions will take place 

gradually over the three years prior to the delivery season, without resorting to a strict 

mechanistic approach. 

Including current projected storage withdrawals, which are fixed at summer 

prices, the quantity of winter supply at known prices represents - of DE- 

Kentucky total winter supply (assuming normal weather). Consequently, DE-Kentucky 

will be able to obtain a substantial volume of its gas supply at fixed prices. DE- 

Kentucky will purchase the majority o f  its remaining gas supply requirements at either the 

Inside FERC First ofMonth Index or the Gas Daily Midpoint, assuming these indices 

continue to be published. Attachment A depicts how the DE-Kentucky would obtain its 

gas supply requirements for a typical winter season utilizing this Hedging Plan. 

HP-2008 provides several important benefits. First, the Plan will reduce the 

impact of price volatility for DE-Kentucky’s customers. Second, the Plan allows the 

Commission to see clear parameters within which DE-Kentucky’s management will 



DE-Kentucky 
Attach. 2 Hedging Plan Applic. 

Page9of  I O  

operate. Third, the Plan provides DE-Kentucky management sufficient flexibility to make 

purchase decisions within these parameters. 
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Minimum 
November 
December 
January 
February 
March 

Attachment A 
Example of How DE-Kentucky's Base 

Supply for Typical Winter Season 
Could be Obtained Through Hedging Plan 

Purchased G a s  S torage  Total 
Hedaed @Market  Withdrawals Load 

(1) (2) 

% of Total Winter Supply m rn II 
Maximum 
November ---I 
December 1111-m. 
January 114 1- 
February .I--- 
March 

% of Total Winter Supply .I rn rn 

(1) Fixed price, no-cost collar, or price c a p  a t  DE-Kentucky's discretion 

(2) Based  on '- 


