
DUKE ENERGY CORPOR4 TION 

p 139 East Fourth Street 
1212 Main 
Cincinnati. OH 4520 1-0960 
Telephone: (5 7.3) 287-43 15 
Facsimile: (513) 287-4385 

Kristen Cocanougher 
Sr. Paralegal 
E-mail Kristen cocanougher@dulce-energy. corn 

VIA OVERNIGHT DELIVERY 

May 12,201 1 
- _ _  - .  

Jeff Derouen 
Executive Director 
K.entucky Public Service Commission 
21 1 Sower Boulevard 
Frzuzkfoi-t, Kentucky 40602-06 1 5 

MAY 'ii 3 2091 

PUBLIC SERVICE 
COMMISSION 

R.e: Case No. 2008-00 175 

Dear Mr. Derouen: 

Enclosed please find an original and twelve copies of Duke Energy Kentucky, Inc. 's 
Annual Report on Hedging Activity for  April 1, 2010 through March 31, 201 1 and Report on 
Ongoing Gas Hedging Activip joor Future Gas Deliveries and the Petition of Duke Energy 
Kentucb, Inc. for Coi.1Jidential Treatment Contained in this Report. Also enclosed is one 
copy of the Confidential Material (Attachment A and Report) to be Filed Under Seal as 
requested in the Petition for Confidential Treatment. 

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

Sincerely, 

J4tA42h4 i?u.w...$..' 
Kristen Cocanouglier 

cc: Larry Cook (w/enclosures) 
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COMMONWEALTH OF KENTUCKY 
MAY 1 8  2011 

PUBLIC SERVICE 
co~MISSIoI\I BEFORE THE KENTUCKY PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPL,ICATION OF 1 

TO MITIGATE PRICE VOLATILITY 1 
IN THE PROCUREMENT OF ) 
NATURAL GAS 1 

DIJKE EENERGY KENTUCKY, INC. TO ) 
IMPLEMENT A HEDGING PROGRAM ) CASE NO. 2008-00 175 

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

THE ANNUAL REPORT ON HEDGING ACTIVITY FOR APRIL 1,2010 
THROUGH MARCH 31,2011, 

AND REPORT ON ONGOING GAS HEDGING ACTIVITY FOR FUTURE GAS 
DELIVERIES 

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

5:001, Section 7, respectfully requests the Commission to classify and protect as 

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

Activity for April I ,  20 10 through March 3 1 , 20 1 1 and Report on Ongoing Gas Hedging 

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

contemporaneously with this petition. In support thereof, Duke Energy Kentucky states: 

1. Duke Energy Kentucky has filed today documents containing sensitive 

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

purchased through the use of hedging instruments for its hedging plan. Disclosure of this 

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

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

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

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

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

program volume inforrnation under seal. 

2. Certain attachments contain copyrighted documents published by PIRA 

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

subject to copyright protection and has been obtained through paid company 

subscriptions. 

3. The Kentucky Open Records Act exempts from disclosure certain 

commercial information. To qualifl for this exemption and, 

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

disclosure of the commercial information would permit an unfair advantage to 

competitors of that party. 

KRS 61.878 (l)(c). 

4. The hedging volume information described above contains sensitive 

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

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

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

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

Duke Energy Kentucky for hedging instruments. The Commission previously granted 

confidential treatment to similar information on June 17,201 0. 

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

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

to know and act upon the information. 

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

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

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

WHEREFORE, Duke Energy Kentucky respectfully requests that the 

Commission classif$ and protect as confidential the specific information described 

herein. 

R.espectfully submitted, 

DUKE ENERGY KENTUCKY, INC. 

Associate General Counsel 
Amy B. Spiller (85309) 
Deputy General Counsel 
Duke Energy Business Services, LLC 
139 East Fourth Street, 1303 Main 
Cincinnati, Ohio 45201 -0960 
Phone: (5 13) 287-4320 
Fax: (513) 287-4385 
e-mail: rocco.d’ascenzo@,duke-energy.com 

414412 

mailto:rocco.d�ascenzo@,duke-energy.com


CERTIFICATE OF SERVICE 

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

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

@, prepaid, this /z day of May, 201 1. 

Hon. Larry Cook 
Assistant Attorney General 
Capital Center Drive, Suite 200 
Frankfort, Kentucky 40601 -8204 
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The Vice Pmident Ohio and Kentucky Gas Opcrations, Manager ofGas Rc~ouece~. 
the Lend of Gas Procurement and Analysis and other personnel (Natural Gas Hedging 
Committee) met on a regular basis to review current market conditions for natural gas, short 
and long-term weather forecasts, gas industry trade publications, and price estimates to 
determine whether to entcr into any hedging transactions. These meetings were schedulcd at 
least monthly, but can occur more frequently depending on the season rind market conditions. 
A brief summary of thc decision made at each of these meetings during the I2 months ended 
March 201 1 is attached, along with the information reviewed during each meeting (see 
Attachment A). 

A summary of the amounts hedged for delivery during the 12 months ended March 
31,201 I and hedged prior to March 3 1,201 I for delivery at a later date is shown below, 
followed by details of the factors influencing Duke Energy Kentucky, Inc's ("Duke Energy 
Kentucky") decision to enter into a hcdging agreement each time. 

-- 
S b i  Price Delivery Volume 
Dab Supplier Type Point DWday 
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Strike Price I DeUFq Volume seasonal 
Supplier- Type I P a  Dth Point Dtlllday Monws) __ Volume 

* See AMUd Rcpon on Hcdging Activity for April 1,2007 - March 3 I ,  2008 
See Annual Repon on Hedging Activity for April I ,  2008 - March 31,2009 

*** See A M I J ~ ~  Repod on Hcdging Activity for April 1,2009 -March 31.2010 

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

I 

--.--I.-. 

Winter201 1/12 

I Winter 2012/13 I 

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

During the hedging meeting on June 22,2010, discussion focused on the 
fundamentals of the market such as weather, storage, analyst's forecasts for futurc pricc 
movements, and current positions in the Hedging Program. Weather and storage leve!s 
were discussed at Icngth. Scveral analysts were projecting a much hotter than normal 
summer and a highcr number of hurricanes than normal. In addition, several analysts 
were projecting high levels of gas in storage (but not as high as the prcvious year). AAer 
discussion, it was determined that additional hedging should take place and the supplicrs 
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should be contacted to determine interest in a Costless Collar. The term of  the hedging 
the additional volumes is for a 17 month period beginning November 201 0 through 
March 2012. Three suppliers were contacted and ask 

was awarded the Costless Collar. 

The EIA storage report rcleased on June 17,201 0 indicated that as of June 1 1, 
2010, total U.S. amount of gas in storage was 2,543 bcf (65% full), which was 2 bcf 
higher than the previous year and 3 13 bcf higher than the five-ycar average. Duke 
Energy Kentucky's storage with Columbia Gas was approximately full). 

The table below compares the futurcs price data for June 23rd with the most 
recently available forec 
Kentucky agrccd to pay 
March 31,2012 at Columbia Gulf Mainline. Since a single collar was locked in for all 17 
months, a column showing the avcrage price is provided for comparison purposes. 
Please note that PIRA's and EIA's forecasts do not cover the entire term. 

PlRA and EIA and the collared price that Duke Energy 
r base gas to be delivered November 1,201 0 through 

In February 2010, Duke Energy Kentucky contacted and 
to provide a storage like service for the Wintcr of 2010/2011 and 201 1/2012. Duke 
Energy Kcntucky requested the suppliers bid on the following proposal: 
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Maximum Daily Quantity: 
Term Purchase Quantity: 
Delivery Point: into KO pipeline 

This represents approximately 12% of the estimated load for the Winter of 

fiom 0 to 20,000 DWday 
1,000,000 Dth (must takc) 

2010/2011 and 201 1/2012. 

Thc commodity component of the total cost would be set at a date determined by 
Duke Energy Kentucky. 

For analysis purposes the Commodity cost portion of the total cost was based on 
NYMEX closing pricc on February 24,201 0. The results were as follows: 

bid In additi h 
tion capacity price 

remained the lowest priced alternative. 

On March 5,2010, Duke Energy Kentucky contacted 
Commodity portion of the total cost for the first year based o 
prices on March 5,201 0. Thc C 
closing prices on March 5,2010 

to set the 
MEX closing 

on of the total cost based on the NYMEX 
th for the Winter 2010/2011. 

On August 25,2010, Duke Energy Kentucky contacted 
Commodity portion of the total cost for the second ycor based 
prices on August 25,2010. The Commod 
NYMEX closing prices on August 25,201 

otal cost based on the 
th for the Winter201 1i2012. 

During the hedging meeting on December 15, 201 0, discussions focused on 
market findamentals such as wcather, storage inventory levels, and economic factors 
such as supply and demand. In addition, discussed Winter and Summer Strip Charts 
based on Technical analysis, spreads between currcnt NYMEX prices, forecasts, and 
historical prices. Discussed the cold December temperatures impact on NYMEX pricing. 
In addition, discussed the position of the Kentucky Hedging program and that no 
additional hedging is required under the plan at this time. Based on this information the 
Natural Gas Hedging Committee decided not to hcdge additional gas for the Winter of 
2010/201 I but to closely monitor pricing on the 2-year strip beginning April 201 I to 

ces dropping Duke Energy Kentucky contacted 
requested bids on 1,000 dth’dday on Columbia Gulf 

Mainline for the period beginning November 1,201 I through October 3 1,2013 and 
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November 1,201 1 through March 3 1,201 3. Listed below are the supplier’s bids for each 
time period. 

Upon review of the bids, it was determined the time period to be accepted would 
be Novcmber 1,201 1 through March 3 1,2013 due to the fact that adding an additional 
Summer to the bids would have been expected to lower thc price. However, as the table 
indicates the lower bids resulted from the November 1,201 1 through March 3 1,2013 
time period. Therefore, bid of was acccpted. 

The EIA storagc report released on December 16,2010 indicated that as of 
December 10, 2010, total U.S. amount ofgas in storage was 3,561 bcf (92% full), which 
was 32 bcf lowes than the previous year and 321 bcf higher than the 5-year average. 
Duke Energy Kentucky’s storage with Columbia Gas was approximately 
hll). 

The table below compares the htures price data for December20th with the most 
recently available forecasts !?om PlRA and EIA and the locked in price that Duke Energy 
Kentucky agreed to pay Please note that PIRA’s and EIA’s forecast did 
not cover the entire term. 
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Effect of Hedpine Propram 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 of the hedged gas was received 
(Columbia Gulf Onshore or Columbia Gulf Mainline). The hedged price includes the 
basis h m  Henry Hub to the point of delivery. This analysis shows that for the 12 
months ended March 3 1,201 1 gas costs were about $6.0 million higher when comparing 
the hedgod 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 2010 I I 
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Winter Season 2010-11 
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Due to the mechanics of the Gas Cost Adjustment (GCA) Clause, the effect of the 
hedging program on the gas cost portion ofcustomer’s bills will occur in stages. The 
Expected Gas Cost (EGC) component of each GCA included estimated gas costs based on a 
combination of hedged gas and gas at estimated market prices. Absent the hedging program, 
the EGC would have been calculated on market prices alone. The Actual Adjustment (AA) 
component of each GCA also includes the effect of the hedging program reflected in the 
actual gas costs, which are compared to GCA revenues to calculate the AA. 

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

The following table shows the effect that hedging had on each separate GCA rate for 
the 12 months ending March 31,201 1. The prior year’s hedging program continues to affect 
the AA portion ofthe GCA through August 3 1,2010. Likewise, gas costs during the 12 
months ended Morch 31,201 1 will continue to affect the AA portion of the GCA through 
August 3 1, 201 1. A negative sign means that the rate was decreased due to the hedging 
program, and a positive indicates that the rate was increased. Rates are in dollars per ccf. 
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-- -- 
Month I Impact on EGC Impact on AA * 1 -Impact OP G C A  

~ & U a r y 2 0 1 1  - 1 +$0.0295 -- +$0.0202 I +$0.0497” I __ 
March 201 I I +$OB483 

Effect of MedPinP Prowam 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. In past reports, Duke Energy 
Kentucky has pointed out that the standard deviation of monthly gas costs was lower with 
hedging than it would havc been without hedging. However, based on the 12 months 
ended March 31,201 1, the standard deviation would have been slightly lower without 

per dth. This result is primarily due to the fact that market prices 
inaiily stable. The standard deviation for gas costs 

This represents the lowest variance in the 
entucky began its hedging program in 2001, as 

the standard deviation ofgas costs without hedging is normally between $1.00 - $3.00 per 
le a fixed price can increase volatility since the 

to month. For examp 
hedged with an avera 
s total purchases and 

with this slight increase in standard deviation, the variation in monthly gas cost was still 
low compared to historic market prices. 

-___I_ tS0.0195 +$0.0678 
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Feb- -_Mr Total 
i"a~~e,..D,.-- -* I p": __ kJan 1fiO6-i 855 662 1 4,114 

20~0 l2011~"  - 
Heatin De eeDa s 1,186 1,197 1 787 - 632 14,407- 
%Colder (Wmer  thanNo_rrmal 3% 31% 12% (8%) (5%) I -- 7% - 

Weather Analysis 

The table bclow lists heatingdegree days for November 2010 through March 
201 1 compared to normal. 
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Attachment A 
Information Reviewed at Hedging Meetings 
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Duke Energy Kentucky 
Hcdglng Program 
Current PoslUon 

Hedged Io Dale Naxi Targol (ml/lOL. Systam ~ 

DB!NeW - supply Tolal Required Allowed 
Month DWmo - Dlhlday OlNmo dlNd6y dlhlday 

Surnmr 2012 
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June 
.I" .... .. 
J9!.. 
!UP. 
Sept. 
OC! 

12 Mon 

COMPARISON OF HISTORIC SPOT 8 PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

I Hinoric Priia: 

A?!.. 
May 

NYMW 
6-yr. avg 
~OYO699HC 

$7.06 
$7.21 
$7.02 
$7.37 
$6.68 
$6.87 
$7.15 
$7.80 
$7.62 
$7.28 
$6.61 

sing Price 
Last Yea1 
t2w9-2010 

$3.63 
$3.32 
$3.54 
$3.95 
$3.38 

$3.73 
$4.29 
$4 49 
$6.14 
$4.48 

$2.84 
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Warn in the West 

MDA Eatthat Weather 601 1 Executlve Blvd., Sulk 400, Rockville, MD 20852 Td (240) 833 8300 Fax (240) 833 8301 
www mdalcderal.com/wx/ W010 13060 Day-Outlook, Version 2.1 1 

/ I  
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. 
Friday, March 19, 2010 

Forecasler: BH/AC EarthSat Weather 

Todav's Forecast: 
Warmth Returns Across West By Mid-Period 

Coollng Trend For East, Midwest Late 

Temperatures in Ihe Northeast during Ihe first half ofthe pwiod 
have been lowered a bit today as uncerlainty on the de(aids has 
increased. while the forecast leans lowards the European mad- 
els. which contlnue to push much above normal readings into 
the Northeast, the American models depict more marginal above 
normal readings. lflhe American models are correct, the cool 

Forecast Confidence: 5 

MDA Earthrat Weather 601 I Executive Blvd., Suite 400, Rockville, MU 20852 Tcl(240) 833 8300 (backup: 301- 231-0664) 
Fax (240) 833 8301 www.mdalederal.comlwx/ 632010 [Morning Bask-Page 3, Version 2.11 
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Y 

U S Energy Informalion Administration 
I- --.--- l%3zzd 

Inaepnaanl Slaislas and An(tlyYs Glossary 
llpm9 - Nnryal Gar Wrvkb NslumI Gas Slaopw R e m  

Releare Bd#ulc Weekly Natural Gas Storage Report URlW Enrmll UDO*tE ----- ..-- 
Hulca.od Uam1, IQ. l o la  *I I O  YO a m  Lc#SlOnl Wn.1 lor VI. WrOh EMmU Y.zh 12. 2010 
Neat RClt7.10 M..llt 13 1010 

Working Gas In  Undorground Slorago, Lowor 48 

Haw nmLReflnitlMJ 

surnmnry 
Worklng gas In stDrage was 1,615 Was of Frfday Hard, 12, 2010, according to EIA estimales This represents a m t  
decline of 11 B d  from the prevlow week. Stocks &re 40 ad less than last ycer at thls time and 73 Bd above (hc 5 year 
average of 1,542 Bcf~ I n  the East Reglon, So& were 38 BE1 above the Syear averaqe followlng net withdrawals of 19 
W. Stocks In the Pmdudng Reglon were 18 W below the I-yearaverage of 5811 scf after a net Inleaion of 14 W. Stocks 
in Ihe West Region wen! 53 Bd above Ihe Wear  average after a net drawdown of 6 od A t  1.615 W, iota1 worklng gas Is 
wllhln the 5-year hlStDrfCal range. 

WakhDGa h U n d m ~ a M d S ( a a m C c d w h S . V s w ~  

, / 3  
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Thursday, March 18,2010 

BoNMerrill Lynch cuts 2010 price forecast to $5 
Cit inq the rapid growth o f  productlon f rom low-cost US shale plays. the head of Bank o f  
America Merri l l  Lynch's commodlties team Wednesday slashed hls US natural qas price 
forecast for 2010 bv 17% to $SIMMBtu. 

"The reason behind the lower natural gas prices is simply more supply." Francisco Blanch 
said in a note to clients. "Capital and rigs poured into Haynesville, Marcellus and Eagle Ford 
[shale plays] even as the 12-month forward strip traded below $G/MMBtu." 

The reason behind the surge in shale drilling? Producers can sti l l  make monev. in some 
cases at prices as low as $l.BOIMMBtu. dependha  o n  the play, Blanch said, and the 
numbers for those plays will keep changing as activity grows. 

"Breakeven economics in the shale plays are dynamic, constantlv chanainn as more 
wel ls  are drilled." Blanch said. "Breakeven costs  in the maior shale plays can be 
substantial lv lower, ranaina from 51.50IMMBtu to  t3 lMMBtu in the Marcellus Shale to  
less than SUMMBtu in the Havnesville, suaaest lna that producers i n  these areas can 
make monev at current prices." 

Adding to the lowcost environment in the new shale plays like the Haynesville and the 
Marcellus, Blanch said, is the high productivity of wells in those plays. Haynesville wells report 
Initial production rates of 15,000 Mcf/d, compared to the 2,400 Mdld  rates seen in the older 
Barnett Shale. 

"Efficiency gains could conllnue in 2010 as technical skill and know-how continue to expand," 
Blanch said. "We expect drilllng to remain robust, especially in the Haynesville as well as other 
shale plays." 

"Unless even lower prices force producers to  slow down horizontal dri l l lna, natural aas 
product ion could soon recover to last year's level, Blanch said. before the drastlc cu t  in  
the rig count  occurred. 

Also helping to keep downward pressure on North American prices is a sluggish US economic 
recovery and rising imports of liquefied natural gas, Blanch said. 

LNG imports will more than make up for an expected 500,000 Md/d cut in pipeline imports from 
Canada, Blanch said. 

"The risk, which we have flagged before, is largely related to the 3.5 Bcf/d build-out in global 
LNG capacity this year,' Blanch said. 
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“US LNG imports are up abwt 1 BcWd from a year ago due to higher flows from Qatar, which 
could rise further as RasGas Train 7 ramps up following commercial production start-up in late 
February,” Blanch said. - Bill Holland 
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Monday, March 22,2010 

Gas, coal rivalry expected to heat up: analysts 

The abundance of qas from shale plays wil l only helqhten the comoetttlon between gas and coal 
In the Wwer ueneratlon sector over the next several years, with both fuels finding it hard to maintain 
higher prices and environmental rules tightening, analysts noted last week 

The tension between the two fuels. soarked by the qrowth of shale qas. le llkelv to contlnue for 
another three years before the qas SUPPIV slut eases, speakers said at Platts' Coal Properties and 
Investments conference last week in Fort Lauderdale, Florida. 

The bottom line for coal-fired utilities is that they cannot plan for the fulure based on a $9/MMBtu price of 
natural gas anymore, said Seth Schwartz, managing director of Energy Ventures Analysis. They now 
have to consider a $6/MMBb price of gas or perhaps even lower when planning. 'The shale gas 
technology has radically changed the outlook for natural gas supply and price.' Schwartz said. 

The latest Energy Information Administration Short-Term Energy Oullook predicted the Henry Hub spot 
price will average $5.17/MMBtu this year and $5.65/MMBtu in 2011. 

The agency predicted that "prices may strengthen slightly in the coming months as demand to rebuild 
natural gas in storage .,. begins. However, the potential for higher domestic production, Increasing 
[liquefied natural gas1 supply and limited consumpkn growth all reduce the possibitity of sustained 
high pdces as inventories are replenished over the next several months." 

Last week, the April NYMEX gas futures contract hovered above $4.30/MMBtu, but it closed March 18 at 
$4.085/MMBtu based on a lower-than expected draw from storage. 

EIA aiso projected the electriopower-sector delvered coal price would fall by almost 6% to average 
$2.081MMBtu In 2010 and would decline by an additlonal 2.4% in 2011. The price declines are based on 
long-term, highcost coal contracts that are ending In 2010 and 201 1. 

The Impact o f  excess qas SUPDIY on the 2009 coal burn was "huqe." particularly east of  the 
Mlss lss l~u l  Rlver. Schwa& sald. Cltlna 2009 coal burn data, he sald coal-fired aeneratlon 
decllned 16.7% whlle that of natural aas Increased 14.5%. But overall, gas use declined by 3 Bcf In 
2009, quickly filling storage, sending the gas to the power market and driving down prices. 

Central Appalachian coal bore the brunt of displacement, particularly in the Southeast, where coal bum 
was down by a 'shocking 19.Q%." he saki. Meanwhile. Eastem coal bum was down 20 million short tons. 
mostly in the shoulder months of spring and fall. 

Uslna EVA'S analvsls. Schwa- sald Central Aooalachfan coal dlsplacernent beqlns when the 
prlce of natural aa5 falls below $5.40/MMBtu and Is hune below $4.50/MMBtu, whlle Powder Rlver 
B a s h  coal dlsplacernent occurs when the (38s price falls below $4/MMBtu and Is slanlffcant below 
PJIMMBtu. Gas hit a low of $2.07/MMBtu in September 2009, and the NYMEX prompt-month settlement 
hovered in the 821MMBb range in the early part of September. 'The average price for 2009 NYMM gas 
was $4.16/MMBtu. 

17 
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The biggest lhreat to coal, particularly Appalachian coal, arises from the close proximity of the more than 
200 Tcf of Marcellus shale gas reserves, said David Bellman, managing director of American Electric 
Power's strategic and economic analysis division. 

He sees the countrv tlppina more toward gas -and gas prices continuinq downward - because 
the glut of s u ~ p i v  from the Marcellus Shale would lead to APnalachlan ass orices beins lower than 
Henrv Hub prices. As an example, he pointed to the recent completion of the Rockies Express pipeline 
that has already reduced the Rockies basis with Henry Hub by more lhan 50%. 

Until now, gas was flowing west from the Rockies to the East, but Marcellus gas production might change 
this dynamic as lhe flows could move west to meet electric generation growth. he said. 

Bellman said gas has the advantage of being abundant. environmentally cleaner and less expensive for 
power plant construction lhan coai, which has had volatile prices in lhe last couple of years. 

Chris Hobson, Southern Company's chief environmental officer and senior vice president of research and 
environmental affairs, said the Obama administration is forclng the power industry to make decisions 
based on natural gas, rather than looking long term. 

It is encouraging a move away from coal and toward natural gas with no offsetting resources because 'we 
won't have time to put other generation sources to work." Hobson said. 'We are headed for a real energy 
train wreck.' 
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Frlday, March 19,2010 

EPA launches study into fracking impacts 
The US qovernment's too envlronmental renulator sald Thursday it is launchlna a widely 
antlcioated studv to  examine the Impact of hydraullc fracturina on water oualltv and public health. 

The Environmental Protection Agency sald it would aliocale $1.9 million from this year's budget lo kick off 
what the agency says will be a "comorehensive, Deer-revlewed" study of the drlllins technique that 
has unlocked trllllons of cubk  feet of ootentiallv recoverable natural qas In North America and 
around the world. 

The agency Thursday promised to include input from exploration-and-pmduction companies while it 
conducts the study, whlch wlll last into next year. 

"Our research wil l be deslaned to answer ouestfons about the ootentlal lmoact o f  hvdraulic 
fracturina on human health and the environment" sald Dr. Paul Anastas, assistant administrator for 
EPA's OKIce of Research and Development 'The study will be conducted through a transparent. peer- 
reviewed process, with significant stakeholder input" 

The technlque. developed by US natural gas producers, shoots highly pressurized mixtures of water, 
steam and a blend of chemicals down a borehole to fracture shale mck beneath the surface. As the 
exploslon of shale drilling has spread across the US away from traditional oil and gas areas to states like 
Pennsylvania and New York, public concern has grown over the impact of fracturing on water 
and the envlronment. 

While the typical gas shale well is thousands of feet below the surface and the water table, fracturing the 
laterals of those wells can consume more than 1 million gallons of water, some of which comes back up 
as wastewater that must be treated and disposed of. 

The Environmental Engineering Comrnilfee of the EPA's Sdence Advisory Board has been tasked wilh 
designing the sfudy. The sclence board is scheduled to meet on the issue next month, April 7 and 8. 

Saying It was stlll In the very early stages of designing the study, the EPA noted that it needs to define the 
questions it wants to ask while laking input from producers and environmental groups before farming the 
study's design out for review by outslde scientlsls. Then, the EPA said, research will begin into questions 
raised by hydraullc hacturing. 

In addifion to the $1.9 mlllion being diverted in the EPA's budget this year, the agency said it will ask for 
more money for the study in next year's budget request to Congress. 

Industry reaction was swifl and cooperative in tone. 

"Wlth the extraordinary oooorlunlty presented bv our nagon's natural qas abundance comes the 
reswnslbll l ty lo be aood stewards of the land." Amerlcan Natural Gas Alliance President and CEO 
Resina Homer sald In a statement "We look forward to sharlna with the EPA the extensive work 
done at evew steo of the natural aas extactlon ormess. We are confident that a scientlfic and 
data-drlven examlnatlon will orovlde oollcymakers andthe oubllc wrtheven sreater reassurance 
of the safety of this oractlce." 
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Lee Fuller, execulive director of the Independent Petroleum Association of America's Energy in Depth 
project, said that while industry is happy to cooperate with a fracking study, further efforts onCapitol Hill 
lo regulate the practice should be halted until a conclusion is reached. 

"We are hopeful and it is our expectation that this study - if based on objective, scientific analysis -will 
Serve as an opportunity to highlight the host of steps taken at every well site that make cerlain 
groundwater is properly protected." Fuller said. 

'Efforts under way in Congress to give EPA outright authority lo regulate fracturing - whichcould 
hamper domestic energy production and job grodh - should come to a slandstill until this study is 
completed,' he added. 

The co-sponsor of one of those efforts currently in Congress, the FRAC Act [Fracturing Responsibility and 
Awareness of Chemicals Act], which would remove hydraulic fracturing's current exemption from the Safe 
Drinking Water Act. said the need to protect water supplies was as important as producing natural gas 

"I applaud the EPA's decision to begin a serious Investigation into this matter and wRl contlnue working to 
protect our environment from the chemical concoctions being pumped into the ground by energy 
companies," New York Democratic Congressman Maurice Hinchey said. 

Hlnchey, whose 22nd Dlstrict lies atop the bulk of New York's porlion of (he Marcellus Shale, said 
"Understandina the risks that hydraulic fracturfna Doses to drinkinq water sumlies is critical to 
quldlna future policies." 

A simllar bill in the Senate is being sponsored by Pennsylvania Democrat Robert Casey. The Marcellus, 
which has seen a boom in drilling, runs diagonally across his state from the southwest to the northeast 

Washington energy policy analyst Kevin Book of CleaNiew Energy Partners cautioned his clients 
immediately before the announcement lhat there was litlle risk of Immediate new regulation of fracking. 

"We caution cllents that. althouqh this news may Droduce headlines, we see llltle slan of near- 
Ierm or Intermediate term requfatorv risks for L o w e r 4  unconventlonal gas extractlon." Book 

In fact, conducting a federal study mlght help ward off federal regulation by reassuring slate and local 
authorities that the techniques are benign, Book said. 

Despite industry reassurance lhat fracking has been used safely for 60 yean, some residents near wells 
in Colorado and Pennsylvania have complained that their drinking water has been conlaminated by gas 
drilling. 

State governments in New York and Pennsylvania have expressed concem over the limited ability of their 
rivers and streams to bolh supply fracking water and absorb treated wastewater. in response, several 
Marcellus Shale drillers such as Pittsburgh's EQT and Philadelphia's Atlas Energy report being able to 
recycle up to 100% of their frack water, using the same water for repeated track jobs. -- Bill Holland 

said. 

20 
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Thursday, March 4,2010 

Report: Gas to trade at $4-$6 through mid-2011 
Given the persistent combination of robust supplv and sofl demand, qas prices are likely to  
statlnate in a tradlno ranae between 54 and $GlMMBtu for the next vear and a half, consultant 
Energy Solutions said in a report this week 

The firm said qas prices may experience periodic dips and spikes outside that range basedon 
short-term fundamentals and eventuallv w i l l u r n  t 

The "prolific discoveries of shale gas' have changed the markelplace and enabled producers to 
experience efficiency gains, reduce expenses and achieve 'very high initial productivity rates," Wood 
said. 

As a result, "producers can accept a lower sales price because their costs have fallen.' the report said. 
"Service costs are projected to have fallen by as much as 45% last year. The cost to lease an acre of land 
has been cut in half. More wells can be drilled from a single drilling rig, which means more production 
capabilities with the use of less labor.' 

The report noted that Producers are profitable In the Havnesvlile Shale reqlon at $2.90 to 
$3.501MMBtu. "That Is likelv one reason production In Louisiana has climbed for 11 consecutive 
months." Wood sald. 

The supply glut Is expected to continue even if stricter environmenbl regulations come into play, Wood 
predicted. 

"While there could be some legislation Imposing reskictlons on hydraulic fracturing for shale supplies, the 
recent discovery of natural gas in the shallow waters of the Gulf of Mexico could open up an entirely new 
frontier for supplies." the report said. "Plus, drilling techniques used in the US are now being used 
elsewhere in the world, and this is only going lo increase global natural gas supplies as well." 

It also aDDeam that Producers are PreDarinq for a lower-priced environment Two tOD comDanies 
have been attemptins to  neaotlete five- and 10-vear sales contracts, Ira move that lhev would only 
make If thev believe Price weakness is In the future." the reeort sald. 

In addition. Producers have hedaed a8 much as 50% of their 2010 DrodUCtlOn. another Indication 
that thev anticipate faillnq qas prices. 

On the demand slde, gas consumption remains relatively low even as economic recovery appears to be 
under way, Wood said. "Glven the load that was lost due to  the recesslon. It Is expected that natural 
gas demand in 2010 and even 2011 will llkehr be lower than It was several veam aqo." Assuming 
temperatures are near normal through next autumn. 'there is no reason to be alarmed that supplies will 
be insufficient at lhls time to meet this demand,' she added. 

Wood cautioned that despite the outlook for lower prices, buyers should not be lulled into a false sense of 
Security. 
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"While we've provided our rationale for a weak price environmenl in 2010, it doesn't mean (hat buyers 
should become mmplacenl, because periodic rallies will 0ccur;she said. "Even during weak price 
environments, there are opportunities to make costeffecllve longer-term purchases. particularly in the 
first and lhird quarters of the year, and buyers should be prepared for (hose opportunities.' - Rodney 
while 
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March 9 2010 Release 

Natural Gas 

U.S. Nalural Gas Consumption. EIA exoects total natural aas consumDtion to increase bv 0.7 percent to 62.9 
b l l l lon cubic feet Der dav IBcfld) in 2010 end decline bv 0.4 Dercent In 2011. Cold weather drives thle veal's 
natural nas consumDlion increases. Total naturalqas-weiahted h x a  desrne-davsdana the first 2 
months of this w a r  were 5.5 Dorcent above the 30-year normal level and the hlahest for (he period since 
2004. 

The combinalion of frigid lemperalures and electric space healing in the Southeast canlnbuled no1 only lo incresses 
In residenllal and commercial sector naluml gas wnsumplion bul also lo very strong nalural gas consumption in Ihe 
electric power sector. Even w l lh  the assumDtion of near-normal weather In March, EIA expects Firat- auarter 
natural  sas use i n  the electric Dower sector lo Increase by about 3 Dement above the same period last vear 
a n d  about 17 percent above the D~~VIOIIS 5-vearaveraqe. Thls Increase In  first auarter 2010 electric Dower 
sec lor  consumDUon has alt bu t  elimlnated the Drolected 1.3.percent vear-over-year decline In natural pas 
consumDtion for this sector In last monlh'e OuUook. 

The 2011 outlook for a small  decllne In total natural qas consumption reflects the Drolecled return to near- 
normal weather. which Is expected to reduce consumption In the msldentlal. commercial. and electric power 
gectors. Continued economlc recovery contributes to a Drolected 2.1-Dercent Increase In natural aas 
consumption in the Industrial sector. 

U.S. NafuraI Gas Production 6nd Imports. H A  exoects lotal marketed natural ass pmduct ion to decllne by  
2.7 Percent to 58.7 Bcl ld In 2010 and Increase bv 1.1 percent In 2011. The number ofworklng natural gas ngs 
has been increasing lhis year In response lo higher pdces In bolh Ihe spol and forward merkels. Aaordhg lo Smilh 
Inlernallonai. natural a18 ria6 have Increased bv more l han  17 wrcenf  o r  bv needv 140. slnca the start of this 
y ~ a ~ -  There are currenUv almost 570 woririna horizontal rias. a new record. EIA still an t ic lw tes  e d e c i l n e h  
2010 Droduction because of the laq Ume arlslna From low driillng ratea last year and steer, decline rates 
assoclated with newlv- drilled wells. However, continued recovery o f  drl l l lnq da 6ctlvltv. lncreaslna drilllng 
efnclencv. and the Dolential fo r  hlgher Droductlon rates fmrn shale gas wells could load to hiaher-then- 
expected DmducUon thls year and n e x t  

EIA exoects US. net imDorts to be sllahUv higher In 2010 as a Drolected decline In olpoline ImDorta is ORaet 
& lower emom end hlaher ImDorts of l lauened natural aas ILNG). While cold wealher across Ihe northem 
hemisphere hes helped absorb some 01 the new LNG supply lhal has recenlly come ons l ream U S. LNG imports 
are lorecasl to lnueese by nearly 0 8 Bcfld over last year in the llml quarter 2010. For 2010 as a whole. US. LNG 
ImDorts 6re forecast to Increase bv about 45 oercent lor0.56 Bcf/d). As alobal LNG demand end Import 
capacltv BXDwId next war. EIA expects U.S. LNG ImDorts to show IIffle vear-over-year a m w t h  In 201 1. 

- 

Global Crude Oil and Liquid Fuels 

Crude ON and LlquIdFuels Overvlsw. EIA's more opUmistic updated expedalion for global ewnomic growth 
dudng 2010 drives the 2010 forecast for oil consumption grMh upward6 to 1.5 million barrels par day (bbVd) from 
1.2 mlfflon bbVd in lasl monlh's OuUook. Thls Increased a r o W  in 2010 oil cmsumrr t ion SIIDPO~~~ a f l rmlna of 
crude oil ~ r l c e s  at  above $80 Der barrel thls summer and accommodates a fuNer drawdown o f c o m m e r d a l  
all i n v e n t o r b .  While EIA has also reduced I t s  arolections for sumlus DroducUon caoacltv In the 
Ornanlzation of the Petroleum Expor tha  Countries (OPEC). sumlus caeacltv remains amde. damDenina the 
l ikel ihood o f  6 larae upward s l n a  in rrrices. 
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Tuesday, March 23,2010 

Supply glut seen keeping gas sub-$6 this year 
lnveslment bank Ravmond James' top qas analyst Isn't backlnq awav from the firm's $5.6OlMcf 
prlce forecast for 2010 but cautloned Monday that $6/Mcf aas may not happen this vear. 

The biggest factor keeping prices down? Gas output hasn't fallen much at all, analyst Marshall Adkins 
said in a note to clients. 

"Natural aas production has vet to show the hard rollover that manv of the pundlts [read: bulls) 
were Dointlna to throuahout 2009." Adkins said. 

onlv fall about 1 Bcfld in 2010 from 2009. Worse for bulls. 
doubledlalt Production qalnsfr  
productlon could b 

Analysts at Prilchard Capital Partners said Monday that growlng rig counk and supply are making 
investors bearish on gas prices. 

"Bearlsh sentiments prevall on coneems that due to Increased drilllnq acllvlhr. supplles may 
actuallv rise In 2010. exacerbatina the situatlon In an already Well-sUDPlhd m a r k e c  Prilchard said 
The firm noted that the Baker Hughes rig count rose by another 12 rigs last week to 939 rigs. an increase 
of 41% from lhe 
low point in July. 

Offselling h e  recent cold snap's abilily lo get gas out of storage Is an Increase In llquefied natural gas 
imports, Adklns noted. While storage levels are below those of a year ago, they are SUI/ above the five- 
year average wilhoul the balanclng of as many power plank switching from coal to gas, Adklns said. 

"Unless operators start cuttlnn back on natural qas drilllnq lor  a0 back to vertlcal wells). thle 
summer could be ualv for natural qas prices." Adklns sald. "In fact, qlven recent storage data, we 
would Probablv take the under on  our $ m c f  forecast for the thlrd quarter of 2010 - heck, we m a r  
even have a $3 handle thls week." 

From its peak in the fin1 quarter of 2009, gas prodyFlion. according to Raymond James' analysis, has 
only fallen 2.2% (700,000 Mcfld) for private producers, 0.5% (100.000 Mcfld) by independenls, and 8 2% 
(900.000 Mcfld) for the majors. 

"The Odds are stacklnq UP aaalnst the bull case of natural aas," Adklns sald. "In fact, we belleve 
domestlc US natural aas productlon may have already bottomed." 

'We are still (conservatively) estlmaling 'normalized' gas supply falling approximately 1 Bdld year-over- 
year in 2010,' Adkins sald. "Reaardless of whlch US aas SUDD~V scenario plavs out, It looks like $6 
qas Is not In the cards this summer."- Bill Hollsnp' 



Case No. 2008-175 
Attachment A 
Page 39 of 334 

Tuesday, March 23,2010 

arcellus to dwarf area demand by 2015: Bentek 

Productlon from the Marcellus Shale Is l ikelvto double In flve veaffi and far outaace reqlonal 
demand qrowth durlnn that tlme. aotentlallv disalacina other supplles such as Canadlan or 
Rockles aas, Bentek Energy said in a Monday report 

Bentek's 'Beast in the East,' report forecasts aroductlon to clfmb from 2.3 Bcfld In the first ouarter 
of thls Year to about 4.1 Bcfld in  2015. based on current riq count levels. In a more aasressive 
scenarlo. the consultlna firm sald the 4 Bcfld level could be reached by early 2011 If Marcellus 
producers continue to double aroduction each Year. 

In contrast, actual demand growfh for lhe region looks set to increase only 800,000 McVd by 2015 from 
2009 levels, the report stated. Bentek puts power sector growth by 2015 at only 0.3 Bcf/d, bul lheir 
scenario did not take into account a potential shifl away from coal-fired generation to gas 

"The bottom llne In thls demand analvsls Is that the Dace of reqlonal qas demand qrowth, 
lnciudlntr storaae inlectlon demand. Is unllkelv to match the pace of arolected SUDP~V arowth 
withln the retalon." the report stated. 

As such. s ~ p l y  displacement wlll be felt across the natlon and downward aressure will ultimately 
be applied to retrional nrtces. 

"If Marcellus produdion is expected lo grow at least 1.8 BcWd over the next five yean, it could completely 
eliminate the need for 1.4 Bcfld of Canadian imports in the summer, or lhe 1.6 BcWd of gas that comes 
from lhe Midcontinent and Rockies,' the report staled. 

More than 30 pipeline expansions have been proposed to carry the gas to market, including 22 short-haul 
and galhering projects totaling 6.8 Bcfld and 12 market access projects of 5.9 Bcfld, according to the 
report. 

More plpellnes mean tlghter spreads 
Although not all of them will get built, even a handful will ensure a tlghtening of regional price spreads, the 
report noted. Among Ihe markets that will see prices drop are: Transcontinental Gas Pipe Line's zme 0- 
New York and non-New Yo&, Texas Eastern Transmission's zone M-3, Tennessee Gas Pipellne zone 6, 
Iroquois Gas Pipeline's zone 2 and the Algonquin Gas Transmission's cily-gates. 

As Soulheast and Gulf gas gels displaced by Manellus supplies, prices at upstream markets such as 
Transco's zones 4 and 5. as well as Texas Eastem's zone M-2, will also be yanked lower, lhe report 
contends. 

Bentek noted the average forward basis price In Ihe premium Norlheast markets through 2013 has 
declined to $0.93/MMBtu, compared to $1.35 last year. 

"This Is an Indication that me market is beginning to respond to the expected plpeline capactty additions 
and Marcellus growth,' the report stated. 
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Analysts have noted that while forward basis at Northeast cily-gate markets would shrink because of lhe 
onslaught of Marcellus supplies, they were unlikely lo get crushed because the vast majority of proposed 
projects stop just short of h e  actual city-gates. ensuring that botllenecks and constraints would remain. 

Analysts were also bullish regarding gas demand growth post-2013 as the economy recovers and gas- 
fired generation gels a boost from expected climate change legislation 

Indeed. the Plans fonvard curve is in contango through 2013 w~lh assessed full values at Transco's zone 
6-New York rising from $6 18 in 2011. to $6.92 in 2013 on Monday 

lntercontinenlal Exchange indicaled the 2014 full value for the market was $7.19 on Monday. 

Additionally, Benlek forecasls that because of infrastructure constraints some 550 Marcellus wells, 
totaling 705.000 McWd, are currently shut in because they lack either gathering or processing lines. or a 
connection to a larger pipeline. 

The consulting firm also pegs the breakeven price a l  the play at $3.16/MMBlu. which falls In the [Ow end 
of current analysls estimates that range from the mid- $3 00s to the mid-U.00s. - Sarnanlha S a m  
Maria 
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Tuesday, March 23,2010 

Bearish coal market could weigh on gas sector this summer: analyst 

Weakness in the coal market could put additional oressure on the already bearish naturalaas 
market for the next several months, an analyst with Slralegic Energy and Economic Research said 
Monday. 

Even though a hotter-than-normal summer could boost cooling demand and provide some support to gas 
prices, "the potential decline in coal prices provldes slsnificant downside risks to natural sas 
prices." according to Ron Denhardt, SEERS vice presldent of natural gas services. 

'Our current model projections indicate that Henry Hub prices are likely to be below coal prices for two or 
three months of the non-heating season,' Denhardt said, estimating lhal gas consumption for power 
generation will fall by about 1.2 Bcfld as a result of fuel-switching. 

Wlth current NYMEX coal prices tradino at around F64.5Offon. Henry Hub prlces would have to 
averaae S4.251MMBtu or less to dlsplace coal. But, Denhardt noted, last vear coal prlces fell to the 
$dStton level; at those prices. Henry Hub Drices would have to drop to around S3.701MMBtu to 
dlsalace coaf. 

Wm wealher across the US expected to remain mild for the rest of March, storage levels should start the 
traditional injection season at around 1.65 Tcf, or roughly the same level as last year, he said. Should 
fuel-switchinff from gas to coal proceed as expected. Denhardt predlcted that worklno sas in 
storase at the end of October will reach "feasible capacllv" of around 4 Tcf. 

That downward pressure on gas prices will likely lead lo lower liquefied nalural gas imports and lower 
domestic drilling, the analyst predicted. 

'With natural gas production from many shale plays attractive at prices of $4.00/MMBtu or less, natural 
gas prices will have lo decline enough lo stop the rig count from growing," Denhardt noted. Currently, the 
horizontal rig count - indlcative of shale producllon - is around 8% above its previous peak in October 
2008, he sald. 

On the LNG front, the analyst sald that liquefaction capacity should increase by between 4 Bcfld and 5 
Bcfld. Wflh 2 BcWd headed lo markets in Asia, the Middle East and Latin America, that would leave 
between 2 Bcfld and 3 BcVd for the North American and European markets. 

European markels currently h d d  a premium to Henry Hub, whlch would imply that most of that additional 
LNG will head to Europe. - Mehie Taturn 
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COMPARISON OF HISTORIC SPOT 8t PROJECTED PRICES 
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Still warm in the Northwest 

Jun PWCDD' Forecasts 'IOY Normal updIIlad to '0048 

Change: +3.6 .,,,,-,-- 

NDA Earthrat Weather 601 1 Exmibe Blvd, Suilo 400, Rodnrille, ND 20852 Tel(240) 833 8300 Fax (240) 833 8301 
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Todav's Forecast: 
MA's Renlaiti Aloiiy M i d l  01 East For First Half 

Chance For Cooler Plains Late In Period I 

Forecast Confidence: 5 

MQA Earthsal Weather GO1 1 Execlnive Bivd., Suile 400, Rockville, MD 20852 Td (240) 833 8300 (badtup. 301- 2314664) 
Fax (240) 833 8301 www.mdafederal.corn/wx/ 02010 (Momlng Baric-Page 3, Venlon 2.11 
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Thursday, April 8,2010 

CSU predicts active hur r icane season as El Nino dissipates 

The Colorado State University forecast team on Wednesday predlcted an aboweaverase 2010 Atlantic 
basin hurricane season based on Ute assumption that El Nlno conditions will dlsslpate by summer 
and that "anomalously warm" tropical Atiantlc sea surface temperatures wil l perslst. 

Forecasters at the school called for 15 named storms to  form In the Atlantic basin between June 1 
and November 30, with elnht expected to qaln hurricane strenqth. Of those elaht. the team sald 
four will llkelv develop Into maior hurricanes of  Cateqow 3 or qreater. 

Long-term averages for the Atlantic hurricane season are 9,6 named sloms, 5.9 hurricanes and 2.3 
major hurricanes. 

"We expect current moderate El Nino conditions to transition to n e u M  conditions by this year's hurricane 
season,' said Phil Klolzbach, lead forecaster on L e  CSU team. 'The dlsslpatina El Nlno. alona with 
the expected anomalously warm Atlantic ocean sea surface ternDeratures. will lead to favorable 
dvnamlc and thermodvnamlc condltlons for hurricane formation and Intenslflcatlon." 

El Nino, a phenomenon marked by a warming of sea surface temperatures in the tropical Pacific, is 
belleved to act to discourage the development of tropical storms in the Atlantic basin. 

"Based on our latest forecast, the probability of a malor hurricane maklna landfall alonn the US 
coasfflne Is 69% compared with the iastcentuw awemqe of 52%."William Gray, a long-time 
forecaster at CSU, added. 'While patterns may change before the start of hurrimne season, we believe 
current conditions warrant concern for an above-average season.' 

Precursor factors to this year have a number of similaritles to early April conditions that preceded the 
hurricane years of 1958,1966,1969,1998 and 2005. All five of these seasons had above-average 
acllvlty, especially the seasons of 1989,1998 and 2005, the school said. Klokbach and Gray predicted 
that L e  2010 season will have slightly less. 

7he team also forecasted a 45% chance that a major hurricqne will make landfall on the East Coast 
including the Florida Peninsula, up from the long-tepn average of 31% and see a 44% chance that a 
major storm will make landfall along the Gulf Coast from the Florida Panhandle lo Brownsville, Texas, UP 
from uw! long-term average of 30%. 

The team also predicted a 58% chance of a major hurricane tracking into the Caribbean, compared With 
the long-term average of 42%. -Jeff Berber 
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Weekly Natural Gas Storage Report 
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Tuesday, April 27,2010 

Barclays slices price forecast 22% to $4.30 
Analvsts at Barclavs Capltal slashed their 2010 US qas price forecast bv 22% on Mondav. savinq 
producers - particularlv those thal need to keep their leases in Louisiana's Havnesviile Shale - 
continue to drill for qas in an alreadv qiutted market. 

We are "lowerlnq our commodihr prlce outlook for natural qas to reflect current oversupplv and 
lack of short-term demand catalvsts." Earclays' Richard Gross and Jim Harmon said in a report 

For the first quarter, Earclays said Henry Hub prices averaged $5.18/ Mcf, about 2% below its forecast of 
$5.3O/Mcf. For the rest of the year, Barclays sliced its esl'males by 24% for lhe second quarter lo 
$3.87iMd; 31% for the third quarter to $3.821Mct and 28% for the fourth quarter lo $4.331Mcf. 

For all of 2010. Barclavs said it now expects US qas prlces to averaqe $4.301 Mcf. down from 116 
earlier forecast of  $S.SO/Mcf. 

While the analvsts said thev expect prices to rebound by about 10% In 2011 to $4.75/Mcf. thal  is  a 
27% drop from thelr ~ rev ious  2011 forecast. 

Further out on  the curve, Barclays trimmed its qas price forecasts to f61Mcf for 2012.11% below 
their previous estimate: b5.501Mcf for2013, a 13% drop: and 65.501Mcf for 2014. a k a  down 13%. 

Barclays said it expects drilling activity aimed at relaining Haynesville leases will decline next year as 
producers complete wells fasler than required. The firm also said furlher cuts in drilling will come as the 
above-markel hedges that producers currently have in place expire. 

One traditional risk belna discounted bv investors thls vear. the analvsts said, Is hurricane 
season. "The risk to potential Impacts on production has been miUaated bv the movement of Gas 
develoDment to onshore shale plavs." Gross and Harmon explained. 

Meanwhile, "we don't think liquefied natural gas will be a factor since It's more lucrative lo ship elsewhere, 
but this could change by the third quarter.' - Bill Hollend 
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Tuesday, April 27.2010 

Analyst: Rig count to cap prices through fall despite power demand 

Despite an uDUck in the use o fpas  for power aeneratlon, prlces will stav low until next 
heatlna season as the ria count continues to rise, Ron Oenhardt, vice president of natural gas 
services at Strategic Energy and Economic Research, said in a report Monday. 

Oenhardt predicted that Henrv Hub prices wil l averaae $4.25/MMBtu from May throuah October, 
sllahtlv below current NYMEX priclnn for that period. 

He noted that the futures market 'moves 20 cenW MMBtu or m o e  each week as working gas storage 
injections exceed or are below expectations. These significant moves in prices reflect the uncertainty 
about the current supplyldemand balance and how consumption and supply respond to prices." 

Oenhardt expects production to increase by 0.5% during the non-heating season this year compared with 
the same period of 2009. The US aas rlq count has risen by 34 to 973 throuah mid-March and Is UP 
44% fmm last Julv. whlle horizontal rias have reached 734.13% above the peak in October 2008. 

'With breakeven prices of many shale projects at $4/ MMBtu and substantial sunk cost on both 
conventlonal and nonconventional production, it is unclear what price will be necessary to stop the rig 
count and production from growing," Oenhardt said. 

Meanwhile. @as consumption for Dower aeneratlon is expected to increase bv  I Bcfld thmmh 
October compared wlth the comparable vear-aqo Period, the analyst noted. He cited very IOW hydro 
supplies in the West, wlW flows at 65% of normal, as well as lower nuclear generation levels, higher coal 
prices and forecasts for a hot summer. 

If current Prices hold, aas could dlspiace the same amount of coal as it did last war, he added. 

Low US gas prices are also creating a strong incentive for as much liquefied natural gas as possible to go 
to higher-priced markets in Europe and Asia, Denhardt said. This year, global LNG liquefaction capacity 
is likely to rise behveen 4 and 5 Bcfld. but most will go to markets olher than the US, he predicted. 

Oenhardt sald he expects gas storage levels to reach 3.9 BcUd by the end of October, just 200 Bcf below 
his estimate of operationally feasible capacity - assuming a 5% warmer-thannormal summer, no 
hurricane impact to productlon and more than 1 Bcfld of additional gas consumption due to the low hydro 
levels. - Stephanie Seey 
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Tuesday, April 13,2010 

Analysts: Supply glut may ‘overwhelm storage’ 
Beam appear set to dominate the US qas market for some tlme, analvsls with Ravmond James 
& Associates said Monday. warnlnq that hlaher- than-expected supplles threaten “to 
overwhelm storaqe thls summer.” 

Marshall Adklns, Pave1 Molchanov and John Filzqerald cut their 2010 qas price forecast bv 15% to  
$4.25/Mcf. “It was only three months aqo ... that we cut our 2010 US natural qas price forecast 
from f5.501Mcf to t5IMcf.” thev said In a report. “Onlv three short months and It’s alreadv tlme to 
take the axe to our (mevlouslv bearish) qas forecast vet aaain.” 

The analvsts also antlclpate a 2011 qas price of $4.75/Mcf and a lonaer-term price of t61Mcf. 

On the whole. domestlc aas supplies appear to be qrowlnq much faster than anvone thounht. “In 
fact, recent weekiv storaue data polnts suqaest that US aas production Is alreadv increaslnq” on a 
year-over-year basis, the analvsts sald, estlmatlnq S U ~ D ~ V  qrowth of 1 Bcfld thls summer. 

At the same time, US imports of liquefied natural gas are pmvlng larger than anticipated and should also 
increase by around 1 Bcf/d this summer. ‘Global supply is up over 5 BMd this year, but our import 
assumption will remain conservalke given our low gas price scenarit in 2010,’ the analysts said. If US 
gas prices move higher, ‘LNG imports could go meaningfully higher. 

Gas demand does stand to increase by around 1 Bcf/d this summer due lo greater use by industrial 
customers and power generators, and it would not be offset by gas-tocoal fuel switchlng as long as gas 
prlces hold below $4t/Mcf. At lhe same tlme, nuclear, not gas-fired, generation should offset lower levels 
of hydroeieclric power, the analysts sald, 

As a result of those factors, US qas storaqe at the end of October should once aqaln loom near 
the 4-Tcf mark, sumasslna the 3.837-Tcf record set last fall, thev predlcted. 

The anaivsts sald thev expect US qas prices to remaln range-bound between $3.50/Mcf and 
$6.50/Mcf for the next few veam. ‘If gas prices move toward $G/Mcf, it would encourage more drilling, 
more LNG imports and more gas-tacoal fuel-switching,’ they said. ’Thus, we see little sustalned upslde 
potenttal for 
natural gas prices above $5/Mcf.’ 

The analysts’ predictions take into account the Energy Information Administration’s antkipated downward 
revislons to gas pmductlon data later this month. ‘Since we are basing our US gas supply trends on 
recent gas storage data. any downward revisions In [producUon] data don’t change the fact that 
US gas production is trendlng slightly up since September,’ they explained. 

On Ihe oil brit. renewed weakness in the US dollar has helped keep prices relatively strong; as such, the 
analysts maintained their price assumptions for oil of $81.66/barrel in 2010 and $95/barreJ In 2011. - 
Melanle Tatum 
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Aprll6, 2010 Releaso 
(Ned update M%y 11,2010) 

Natural Gas 

U.S. Natural Gas ConsumpUon. EIA expects total natural aas consumption to Increase bv 1.9 Mircent to 63.8 
BcWd In 2010 and decllne by 0.6 Mircent In 2011. Total U.S. heatinq deareedavs fHDD5) during the first 
quarter 2010 were about 0.7 percent hlpher than last year. However. in the Soulh region, tintquarter HODS were 
about 20 percent hlgher than the same period last year. The cold weather helped boost vearsver-vear natural 
sas consumDllon In the electric power sector. eddlns to the Increase In Industrial sector consumptlon 
brouoht about bv the imaroved economlc condltlons. 

In last month's Oullwk, EIA revlsed upward the foremst for natural gas consumption In the elect& power sector for 
this year largely because of the higher spam heating demand due to cold wealher in the South. Thle month's 
Ouilook Includes another upward revision to the elecblc Dower sector consumption forecast, However. this 
revlslon reflects EIA'e expectation that lower natural qas Drtces relatlve to coal prices will Increase the 
Utlll?atlOn of natural-aas-fired aeneratlns facllltles In the baseload power SUPDIV. 

EIA's forecast for 2011 Indudes consumptlon dedines in all secton except the lndustdal sector. The projected return 
lo near-normal wealher reduces wnsumption In the reddentla1 and commercial sectors, while higher natural gas 
prices reveffie the coal-to-gas switching trend Observed In 2009 and forecast to conllnue In 2010. COnSUmpUOn in 
the Industrial sector, supported by conlinued ewnomlc gmwh, is pmjecled to increase by 1.7 p e m t  in 201 1. 

US. Nalurai Gas PmducUon end Imports. EIA oxwcts total markeled natural oas DIUducllon to Increase by 
0.4 Bclld f0.7 rwrcent) to 60.9 Bcf/d In 2010 and decrease bv 0.7 Bcfld 11.2 nercent) In 2011. In last month's 
Oullook. domestlc produdion grow& was forecast to dedine by 0.5 Bd/d in 2010, reflecting the lagged eHed of lower 
drilling rates last year. The higher produdion forecast In thls OuUook reflects the latest January 2010 pmdudion 
astimale from the EIA-814 survey and the conlinuing increase in the number ofworking natural gas rigs over the last 
month. Any slgnificsnl revision to esUmaled January 2010 natural gas pmduction would affed this forecast. The 
number of workhg natural gas rigs has increased by almost 200 slnca the end of lest yeer. WHh no further Increase 
from the currenl950 natural gas rigs cumnlly worklng, EIA expeds production to begln to show monlh-tomonth 
declines beglnning in the second quarter thls year. However. production Is not expected lo begln to show year-over- 
year dedmes until the Em! quarter of 201 1. 

EIA exwcls U.S. net natural aas lmwrts to decllne In 2010 6s hlaher lmoorts of Ilauefied natural aas ILNG)- 
and lower DlDeflna exnorts-are more than offset by a steep dedlne In Dlpellne Imports as Canadlan natural 
gas Droduction drops off. The atobal LNG market appears to be wellaupolled In 2010a In addition to the ramp 
up of new global Ilquefdlon cspadty bmughl on-slream last year. about 3 B d d  of new cepaclty Is set to slart up thls 
year. Spain, whlch relies on LNG In part for etedrfdly generallon, cumnUy has hydmeledrlc reserve8 34 percent 
above last yearend 47 percent above the pmvious 6-year average. Whlle EIA cunrtnUv expects U.S. LNG 
Jmwhs to Increase bv about 0.6 Bcfki thls Year over last the falluw of qlobal demand to keep pace wlq 
Increased alobal SUDPIV could lead to aven hlcrher U.S. W G  Imports than cumntlv forecast EIA expects 
that an Increase In alobal LNG demand next vear will keep U.S. W G  ImDorts rouqhlv unchanged fmm 2010, 

Global Crude Oil and Liquid Fuels 

CNde ONandUguidFueis Owrv/ew. EIA's assessment ofworld oil markets IS lamelv unchanaedfmm last 
month's Oullook. and world oil prices wfll lkelv contlnue to firm end Increase sRqhUv In response to the 
global economlc recovery. As long as the global econMny continues to recover, end the Organkallon of the 
Petroleum Exporthg Counlries (OPEC) remains saUsW with Bs mnstmined supply largets. global oil markets 



Case No. 2008-175 
Attachment A 
Page 63 of 334 

should remain in this situation. Majw uncerlainties induda the pace of global economic recovery and (he edent lo 
which lhe largest economies mntlnue lheir stimulus and other economic policies, 

EIA's projections for West Texas Intermediate (WTI) crude oil spot prices have changed very little over the last live 
Outlwks even as spol uude oil p k e s  mnlinua to nuduale on a daily basis. EIA expects Wn Drices lo averase 
above $81 per barrel lhla summer, slhhtly less than $ 8 1 8  
the fourth Quarter of 2011. 
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Gas Commenlal OporaUons 
Hodglng Program 

.MsrLoL lndlcslafa Summary 
May 26,2010 

page 
Ref Commenls ----- 

tomperalum In Ute cenlral portion of CONUS 

-.- j iJm is pledidad lo be normei based on 10 year normats and July is i 13 
prediclsd lo be 1.8% warmer (hen 10 yesr normnl. 

Norms1 lo Above Nwmal for mosl of Ute munlly. Not qfflle hot enough Y 
lo came a io1 of PJC toed. Short Tern FOrOWSl (6-10 days) 

supply 

011 Markel 
____ 
NleeUng Mlnuiea: 10th Floor No~ih Conference Room - 200 pm 

Anendeer Jeff Kern. Jm Henning. Mirth MeNn, JoechQ Fisdlassar. Mike BNmbadt. Teny 8efas Slave Nmderbaurner 
Discussed wmnl model mrdlons. whem OukeOMo and Duke.KY are relalhw lo Ule hedghg program. hlgh historic Slorapa levels. 
analyst opmma 88 well as prqediorrp frcm pc~emmentsl sgsndatr atid lndusby puWcatrons In addition. dlscursed VW new bad f m s l  
Ihst has been hwpornled hlo the Hedging Program - Cunenl PoslUan'delall Based on Ihe cumnl level of price$. andy5ls OplnlonS. 
end swplyfdemand fadom (he dedsfon was made no1 lo hedge om eddlllonal volumes at Ws lime 
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PARISON OF HISTORIC SPOT & PRQJECTED PRICES 
TO CURRENT FUTURES PRICES 
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W8rmer tn the Mldwost Slight warm Change8 In tho I Northwest 

MOA Informatinn Systems, Inc GO1 1 Executive Blvd., Suite 400, R o ~ l l c ,  MD 20852 Tel(240) 833 8300 Fax 1240) 8 3 3  8301 
www mdafederal.com/w/ cQ2010 130.60 DayOullook, Vcnion 2.1 1 
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Above normal temperatures In the Midwest could be a little 
stronger during the early part of the period, and this warm risk 
carries over in the Ml&Atlan(ic for the mid-period. Even with his 
warm rlsk existing acloss these regions, the likelihood for ex- 
tremes Is very low. By the second half of the period though. 
cooler temperatures begin to advance into the Midwest Cooler 
than expected readings are possible as the American models 
depict this outlook best. The Noriheest cwld be reluclant to see 

Forecast Confidence: 5 

MDA information Syrkms, lnc. 601 1 Executive Rlvd., Suilc 400, Rockville. MD 20852 Td (240) 833 8300 (backup: 301.231-0664) 
Fax (240) 83'1 8301 w.rndafederakorn/wx/ 02010 [Morning Bark-Page 3, Version 2.11 
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Atlantic Tropical Weather Outlook Page 1 of 1 

Local forecast by 
"Cily. SY' o r  "ZIP' 
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FOR THE NORTH ATLANTIC" I .CARIBBEAN SEA AND THE GULP OF MEXICO.. . 
THE NON-TROPICAL LOW PRESSURE SYSTEM LOCATED ABOUT 450 MILES 
SOUTHEAST OF THE NORTH CAROLINA MlAsT W I N S  DISORGANIZED...AND 
THE POTENTIAL FOR THIS SYSTEM TO ACQUIR8 SUBTROPICAL 
CWUULCFGRISTICS CONTINUES TO DIMINISH. THERE IS A LOW CHANCE...IO 
PERCENT...OF THIS SYSTEM BECOMING A SUBTROPICAL CYCLONE DURING THE 
NEXT 48 HOURS. THE LOW IS DRIFTING GENERALLY NORTH-NORTHWESTWARD 
AND A TURN TOWARD THE NORTHEAST IS EXPECTED OVER THE NEXT COUPLE OF 
DAYS. THIS SYSTEM CONTINUES TO PRODUCE A LARGE AREA OF 
SHOWERS...THUNDERSTORMS...AND GALE FORCE WINDS. FOR ADDITIONAL 
INFORMATION...PLEASE SEE HIGH SEAS FORECASTS ISSUED BY THE NATIONAL 
WEATHER SERVICE...UNDER AWIPS HEADER NFDHSFATl AND WMO HEADER 
FZN'TOI KWBC...AND STATEMENTS FROM LOCAL NATIONAL WEATHER SERVICE 
FORBCAST OFFICES. NO ADDITIONAL SPECIAL TROPICAL WEATHER OUTLOOKS 
ON THIS SYSTEM ARE ANTICIPATED. 
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Weekly Natural Gas Storage Report Page 1 of 1 

kkn. W#Uk Weekly Natural Gas Storage Report HDO vs tu irniltvnmm - 

Summsly 
WarWnQ pas In storage was 1,165 W a s  01 Fddsy. Hay 14. 1010. aecordlng 10 EIA utlmalai Thk Rpmrenll a ne1 
moease 01 76 E d  Irnm the pieybus week. 51or.i~ w m  73 Bd htghcr lhnn la11 year at lhls llme and 108 Ed abavc the S- 
year aver8Qc ol 1.857 M. in Le East Regton. slacks wam 120 Wabavo Ihc S . p r  avemge follarlng nei lnlMlonr al  34 
M. Slorks In the Prndurtng Regton wem 107 W above the S.year avcrcgc of 707 W anera net Injectton of 27 Bd. 
Slocks In the West Replan were 81 Bd sbwe Ihc S w a r  aveiagc a n n  a ne1 sddltlan of 15 M. A I  2.165 Ed, lolal wnrklng 
gas Is above the 5-vcor hlnonrcll rnwe. 

m n h a U . h ~ D M Q S m l D . c ~ ~ * s . r m  l b v o  

hltp:Nir.eia.gov/ngs/ngs.html 
I6 
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April 27, 2010 MA T U R M  GAS 

Tho collapaa of Mareh.Apdl OWHODS pushed PIRA'a 
lo tho and of .funs. Fmm 
rlabfas wlll be CDD8 and L o  

ocUvlty om won mom poalllm lhsn before. 

Y N  gmwih appsors lo ham slowad fmrn L e  O X ~ W I ~ I M I ~  
peco lndlwtsd In Dacember43 and January-'IO, but L a  

' 
/ndusMa/ Sector 

manufactudng rebound ahauld koopfutum gmwV, elrabb. 

?damgod Monay'o shorl NYMEX luWms posHlon oxcoodod 
260,000 lots on April 20- a lovol nul m n  sfnco OClobQr48 
when SpacuWve poslUons wore conlracUng amidst tho 
ffnsnclal molldown lhal epboda showcased tho Impact 
commodity and cmdn ksuce can hove on pdcos slongslda 
the s h h  In na~msrhol  lundamantsl aereaotlonm. 

Prlcs OuUwk 

DespHs the recent rscovefy of Honry Hub gas prkss hum sub. 
$4 too 54.00 LO S4.30 trading range signinoant near-tom upalde: 
potonUol rnmalm w l L  norno Insurance sgslnato return to 
eMiler low fmm coabb-gas wbsUluUon In ma Northeast ond 
Soulhsantpcmarrnarka. 

- -- " _  -I ~ 

I_ " - ~ - .  _ _ _ _ _ _ ~  
PlRA Energy Group. 3 Pa& Avenue 26" Floor New Yo&, NY 10016-5989 (Tal) 2128WBOB (Fax) 2124866828 www ptra mm 

For eulhoruod SubsCnaers only CopvriehlO 2010 PlRA Enwgy Group MI dghm roMtrved 9 
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15 cents to average in the niid-$J.30~. 
In the Siiuthwmt, Kern River Gas Transmisslun. dellvered. fell inure tllan 

20 cenls to the high $3 805 on ICE. I'rices in the productloli basins fell 
around 20 cents, with El Pam Natural Cas In the I'ermian Rasln avcragitig in 
the niid-SXM0s alter trndlng volurnes fell by more than lialf. 

241.000 M d  to top tire I-Bcf mark 011 ICE. Prices there 141 abiiut 15 cents to 
avcrage in the  low $l"J0$. - Murkcf SfoflRcportr 

At the  Parlflr G d s  u Electric citpgale, Ilyuidlty Increased by nearly 

FERC: Storage, hydro to help set summer prices 
Near-record.hlgli gas storage lnventorln and near-record-low Northwest 

hydro levels will he key drlvrrs lor summer gas prices, R d e n l  Energy 
Ilegiilalory Cummlsrioii rtaff si ld "Thursday. 

Au alway%, the  'largest wlidcord golng lnlu summer Is weather," the 
Offlce of fnforcenirnl'r Steve Rcirh said in a presentaliun at FERCP nionrhlv 
mwtlng 

Itriclr sald snowpack was lust 7(M(, of the Iilstorlral average In the 
Nurthwnt  and, as a result, sprlng and summer runoff Is expected l u b e  the 
"'17th drlest 01 50 years uf rc.riiriied data and the lowest since 2001." Thai 
lihely will spur deinand IUI gas-flred gcneratlun, putting upward pressure cm 
Xorlhwert spot prlrrr tliat arc already rlsing relatlve to Hwry  Hub prlces, lie 
said. 

hfeanwliild. "Changes in natural gas market dynamics lhls sumlner cam- 
pared to last summer are having a slgniflca~rt effect on power prices," llelch 
said. He attrlhulrd that in part to lasl year's extension uf the Rockies Express 
Pipeline lo caslern Ohio. a developmenl that has Increased com~ielltloo In 
the Northeast lor Rockier gas. 

"llils shift moved uver 1.5 Hcf/d from Mldwestern markets to the plpc- 
line's Intcndrd Northeastern cuiliimers," he said. Thal change, along wllh 
the addition of anotiier 5W.OW Mcl/d of prodoclion from the  hlarrellur 
Shale, has pushed Surllicauenr Iiasls downward. 

For example. the arrrage prrmlum of 'Transcontinental Cas Pipe I.toc 
zone 6 tu Henry Huh i s  expected to fall from 70 centslMMHtu in 2009 tu 4 4  
ccnts/MMDtu tliir summer 

I'riceu on the  wlnter futures strlp are about SIIMMRtu Iilglicr than cur- 
rei11 spot prices, "provldlrrg ari incentive to buy gas now, pul it Into stor. 
age and sell I t  at whiter prices,' Relcii sald. With producllon near f i  Hrf/tl. 
a level not seen since the early 1970s. arid mow storage capaclly available, 
atraiyrtr cxpeci Invenlory levcls thls year to rcach 4 "L'cf fur the first tlnie. he 
said. 

'I'liosc niarket ftindameatalr "point to prlcer in the range that they are 
currently in" througli tlic sunimer. Heich sald. 

Vemand for gas In the power-generatlon Sector also Is on the rise Irt the 
Southeast as gas prices iiare fallen relatlve tu coal, Relch sald. --- Crofx Cnnu 

NEB. Canada enec~y pricesbo inch 
Canadian contumrn ran expcc~ prices for natural gas, crude oll and elw. 

tficity to increase maleralsly 1114s summer as energy demand rlm: along with 
improvrnwntr In the global econurny. the Natlonal b e r g y  Beard %Id Thursclay 

Gar prlces are expected to trade In the range of USS4 tu SS/MMBtu as 
prcxluctiori arid slurage levels are "ampte; the Chadlan r ry la tor  said in I ts  
Sumnier Outlook. 

er. a strurigcr cronumlc recovrry than rxpmed. lower liqueflcd natural gas 
Factors that could change ilia1 fomast Include prolonged hut or dry tveatlt. 

FEAC approves capacity hlkes 
at pair of gas storage facilitles 

Two gas storage optwtofs c.ur ~ i r i n w l  will1 iJms 
to ~IU~CBY) cnpauly at i l w  uinloppurir) i ~ n m r r s  in 
Alabama and Kansas. liw FcWctl  Eiicipy Acwtatov 
Cnrvnission sou Thursday 

MoBay Slofagc Hub ashcd FERC for permission to 
boon capacity at lhrm fac1IitIcs OH the coasl of Mobile. 
Alaboma. m c  pqm mwhns allding nlnc mjeciton wous 
to the 21 apprcvcd 

fho pqcn wll increase w o r t u q  gas capacity by 9 6 
8cf for a total or 59.6 act 

SUrlOLmdCd by a cluster of inleistate plpelines 
along me Gull Coasl. tlw facilily mn be able to send and 
reccrve up IO 1 BcVd the cmipany said. 

FERC atso found lhal the bulig tachs ugnifkanl 

rates MoBav 1s a Urnally owned subudlary of Falcon Gas 
SlOragc 

Central Cas Pipelinc s fcqucst to bwst cap;lc~ty a1 as 
Elk Clty stomgo field in Elk. Chautauqua and Monlgomcv 
mmtrcs of souv1cast Kansas 

Southern SIBI'S piqeEt would boos1 wmklrq: gas 
xmcily by 4 Ocl to 11 8 8cf. Thc maumum mlhdrawl 
amy IS expected to increase fmm 229.000 Mcl/d to 
169.000 MWd 

RRC agreed lhal marketasod rates wcm justified 
o facditatu conslwctlon of We prolea. 

A 9ubsidialy of Southern Star Ccnlnt. (ho plpellne 
IM storage company prondes gas lo rnuniclpalitles and 
mwer gcncratars in Ihc Midwest - Meghsn G w o n  

tho CM~NSYOII In 2006 

market Wwcr and wld it Wuld &@e markctbased 

In a scparale ordcr. FERC amroYW Southern Slar 

For forward pricing, more and mare 
companies are tumlng to the most 

reliable, methodical and independent 
source of forward prices 

the Pleth-ICE Forward Curves 
for natural gas end elactiicity. 

Plst~s-lCE Foward Curve-Natursl Gas 
pmvldes, every afternoon of every 

business day, daily asoessmemof Ihe 
financial basis swap market81 

21 keytrading hobfortradlng pscksaes 
ewtending through 2511. 

The Platk-ICE Forward Curve-Electricity 
pnwldes each afternoon daily ass6smonlr for 

on-peekandoff.peekpDwwfwardiot 
17 kaytradlng hubs fcfmsdimg packager 

atanding thmuah 2012 
I__--^_ 

fin a sample data wt please call I llDD I ' l A l  I'dl 
For odiloridquanurna. ptoase callni aitnll 

Mike Wilczek 12024!?J.2245;mtks mkniWildr1r t unl )  

or Brian Jordan 1202,383 2181. bllaii ~ u t i l . v ~ W u l h  t tmil 
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2 In the mid.SJ.9Os, bringing the point to a 8.cent diwuiint to Klngsgate. A reglon- 
al trader sald a lack of water in most rglurwl rerervuin, mupled wlth lnnearlng 
air-condltlunlng load, could result In cugeneratlon plants coming onlinr earlier 
than they have In the past to meet elc%triclty loads. 

111 the  Mldcontlnent, spot prices at OUalloma p h i s  jump4 10 to IS cents. 
"It feels as though (nshj  lust wants to  stay strong In the early part uf the iniec- 
tion season," a trader said. 

At Panhandle Eastern Pipe line, caslr rose more than I O  cents to average In 
the nrid S4.1Qs OII ICE, whlle prlws at ANR Pipeline-Oklahnma rlimbed nearly 15 
ccnts. 

In the Upper Mldwert, cash rallied, with hllchlgan points leadlng the way 
wlth tlrc hlghat gains. Cash at Mlciilgan Coruolldated Cas jumped more than 
IO mnts to average In the hlgh $4 50s on ICE Mlchlgan remained one of the 
strongest polntr In the rrglun and wldened Its premlum to the Chlcago city-gates 
to nearly 20 cents. - &fork1 SlOtJRcprds 

FERC urged to weigh in on gas quality debate 
Cas quailly issues sprlnglng up  in the Mldcontlnent and the Rocky Mountalns 

h a w  shippen and customers who have had thelr margins undercut by r e d u d  
volumes and unchanged financial obligatlons looking to federal rewlators for a 
resolution. 

last Thursday, Northern Natural Gar annuunced that i t  would ease capaclty 
rcrldalonr on gas mining Into I l s  interconnection with Trailblazer Mpllne near 
katrlce, Nebraska -mare than a month after the plpellne had to llmlt m l p t s  
at the polnt because the gar lrom Tiallbhlwr Irad levels of CO2 that Northern 
Natural wld *slgnlllcantly enmlrul' llr 2% tariff Iimlt. 

made on upstream drlivcdes Into Trallblazer that have resulted In lower COZ 
levels. Consquently, Northern Is able to accept higher volumes of receipts from 
Trallblmer.' 

However. the company alsusald Ihat wllh storage lnlcalon season beglnnlng 
In June, "the abillty to accept off-spec gas may still be limltd by system dynamln 
and the contlnuing ablllty to blend hlgh CO2 gar." 

Mcariwhlle, Wyomlng Intentate Company. whlch dellven gas Into Trallblazer, 
ended a nronths4ong battle wlth various markel playen when It wlthdrew a tariff 
fillng that would allow It to reduce gas mrlpt r  i f  CO2 levels exceeded down- 
stream speciflc~tions. WIC stated In a May I I web slte pcntlng that It 'antid- 
pates. that dellverh to Trailblarer ivlll Improve with respecl to the COZ levels. 

The gas quality Issue har caused enough of a sllr that Chevron and Shell, both 
firm capacity l idden  on the Trailblazer and Northern Natural systems, urged the 
Federal Regulatory Energy Commlsslon to 'promptly convene a forum" for a dLF 
cuslon on gas yuallty Issues. 

Ihw gas qualily lmn are vcry dlsruptlve to ga, marketing efforts because 
thcy undennlne predidability and rcilabrllty." the companlm sald in a recent 
joint filing to RRC. *They also affect exploration and development of gar sup 
plies." 

The compnfes a h  wld they have not been afforded relief fmm rerrrvailon 
charges dcspile the curtailments. 

FERC has not sald whellrn such a forum wlll take place. %e case Is still 
pnding. Well lust have IO ~ a l t  and see when the commiulon wlll act. It's hard 
to ray how lung It will take as each maller Is handled on a casebycase basis." 
sald WAC spokerwoman Tamara Young-Allen. 

The slgnlflcanre of the Issue p m m p t d  WIC on FrlJay to add a posting on 
gasquallty lo Its elmronlc bulletln h a d  that will provldeongoing Infnrmatlon 
aboul the 93s quality belng dellveml to the Dullknife WIC-toTrallblazcr delivery 

Mlchael Lot!ffler, a spukaman for Northern Natural, sald 'changes have been 
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Jan-08 
Feb-08 
Mar-08 
Apr.08 
May48 
Jun-06 
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11.27 
12.69 
11.09 
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Enerav Information Administration 
Henry Hub Pricing 

Per MMbtu 
May 11,2010 Release 
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Summer 
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2009 
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4.51 
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3.49 
3.83 
3 80 
3.38 
3 14 
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4.00 
3.66 
534 

Jan-10 
Feb-1 0 
Mar-10 
Apr-10 
May-IO 
Jun-10 
JuClO 

Aug-10 
Sep-10 
OCl-10 
NOV-10 
Dee-10 

Average 
2010 

Summer 
2010 

5.03 
5.32 
4.29 
4.03 
4.04 
4 02 
4.01 
3.97 
3.90 
4.33 
4.82 
5.27 

Jan-11 5.49 
Feb-11 5.47 
Mar-1 1 5 36 
Apr-I 1 5 15 
Map11 5.19 
Jun-11 5.13 
JUl-11 5.19 

AUg-11 5.23 
Sep-11 5.25 
Oct-1 1 5.35 
NOV-1 1 5.52 
Dec-I 1 5 83 

Average 
$ $ $ 2011 $ 

Summer 
$ $ $ 2011 $ 

Winter 2008- Winter 2009. $ Wnter2010- $ 
2009 $ 2010 201 1 

Hedging Meeting 5-26-2010.xlsrn 5l18l2010 

az- 
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May 11.2010 Release 
(Nexl updare: June E, 20fO) 

Natural Gas 

U.S. NahrralGas Consumptlon. EIA expects tolal natural aas consumption to increase by 3.0 percent to 64.4 
bllllon cublc feet oar dav IBdld) In 2010 and decllne by 0.4 percenl In 2011. ConsumpUon arowth In 2010 Is 
led bv the Industrial and electric power sectors. Desplta htahor natural aas prices In the first ouarler of 2010 
compared wlth the same period In 2009, natural aas accounted for a sliahtiy hlaher share of seneration In the 
electric Dower sector. This gain In (he natural gas share of electric power-seetor generalion is expected to continue 
through this year. In the industrial sedor, EIA's natural-gas-weighted industrial pmducllon Index (a measure of 
industrial activity in natural-gas-intensive industries) showed a year-over-year lncraase of 6 8 percenl during the firs1 
quarter of 2010 and is forecast to rise by 5 percent on average for h e  enlire year. 

EtA's exoectation of continued qmwlh in Industrial outnut In 2011 leads to a prolected 1.3 percent Increase in 
Industrial natural qas consumption next year. However. the forecast of hlqher natural aas orlces restrains 
patural oas use In the elecMc power sector next vear. In addilion. the assumption of a 2.2 penent decline in first- 
quarter heating degree days next year. end the resulting dedine in space heating demand, reduces residential and 
commercial sector consumpUon next year. 

consumption end total production) for 2009 and Jaoualy 2010 of about 0.5 Edld on average are primarily reflected In 
a smaller (less negative) balancing item in lhls forecast. 

Althouah the workina natural aas riq count has declined In recent weeks, the resurqent trend In drilllnq 
activlb from last veafs low contributes to the outlook for omduction amwth In 2010. With a forecasl of lower 
prices lhroughoul the remainder of 2010 relative to the firs1 quarter. EIA expects some conllnuatlon of the recent 
redudion in drilling activity. The tagged effed of sustained tower drilling In the forecast conlribvtes to a slight decline 
In produdion during2011. 

Ltauelied natural clas (LNG) lmoorts have fallen In recent weeks as maintenance. feedqas shortaqes. and 
slartu~ delavs reduce the amount of orevlouslv expected alobal LNG SUPP~V. Hiaher orlces In other LNG- 
consumino countries in Eurom and Asla continue to attract carqoeg away from U.S. DO&. However. EIA 
continues to expect tha t  new LNG SUDD~V tratns comtno cn4rtmn In Qatar, Yemen. and Peru wtll more than 
satlsfv alobal demand and contribute lo a 0.4 E c M  increase In U.S. LNG Imports durinq 2010. Thls Increase 
does not offset a projected 0.7 Ecfld dedine in pipeline imports during 2010. The majority of U.S. pipeline imports 
come from Canada, where natural gas productton has been In recenl dedinB as a result 01 lower drltling activity. 

Global Crude Oil and Liquid Fuels 

Crude Ollend LlquldFuels Ovewlew. Ems assessment of ~ I o b a l  economlc arowth. alobal oll demand. and 
world 011 Prices are all sllahtly hlaher than in last month's OuUook. Expeclation of a somewhat more robust 
global economic racovew euworts the UDdated price fomcasf. particularly if the Organization of the Petroleum 
Exporting Cwntn'es (OPEC) conUnues to remain satisfied with its supply targets as global oil consumDtion conUnues 
to grow. The mosl important downside risk to lhls forecast is lower-than-expeded economlc growth 
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From: 
Sent: 
To: 
Subject: Product Idea - Selling Summer Floors Can Improve Winter Cashless Collar Range 

Just wanted to let you know where a couple of products are currently valued (at the Henry Hub): 

Adding a ffoor for July - Sept. lowers the ceiling on the Cashless Collar: 

Please call if you need live quotes or alternative strike levels, or any other scenarios priced out at (281) 293-3898. 

Thanks, 

Glenn 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT' FUTURES PRICES 

NfMEX 

lOYO6-09/11 

Mon 
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Earthsat Weather 

Cooler trends in the Northwest 

Aug-2009 301.4 

MDA Inforination Systems, Inc 601 1 Fxccutivc 8!d,  Suile 400, Rockvllle, MC) 20852 Tel(240) 833 8300 Fax (240) 833 8301 
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Tuesday, June 22,2010 

WSI: Hot summer likely across much of the country 
Most of the US will experience above-normal temperatures from Julv throuah 
September. althoush the lack of drousht conditions should temper the heat 
somewhat, private forecaster WSI said Monday. 

Only parts of the central and northern Plains are expected to escape lhe hot 
weather. which would push up cooling demand across the country. “For the July- 
September period as a whole, we are forecasting 836 population-weighted cooling 
degree days, 7% to 8% more than last year and about 10% more than the 1971- 
2000 mean.” WSI said in a stalement 

WSI credits the development of La Nina. a weather phenomenon characterized 
by unusually cool temperatures in the Pacific, for the expected warmth “A 
new La Nifia event continues to rapidly evolve as we head deeper into summer 
This will favor more heat across lhe northern US as the summer progresses.’ WSI 
chief meleorologist Todd Crawford said in a statement 

By eariy July, WSI said that it expects heat to spread across most of the western 
US and to persist in the Southeast, while the norlhcenlral and northeastern 
US will still see some relatively cool weather. 

”Gas demand from the power sector for coollns wil l likelv be strons in all 
reqions exceat for the Northeast and North Central areas” durinq Jult, said Paul 
Flemming, director of power and gas at Energy Security Analysis, which issued 
the joint statement wilh WSI. The heat is expecled to spread by August and 
September to most of lhe northern US, however, WSI said 

During August and Seplember, Fleming said that power prices in the Norlheast 
markets could be volatile and gas demand will generally remain strong. - Carla Bass 
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Monday, June, 21,2010 

Natural Gas, Gas Liquids and Power Market Update 

Too'avS Markel -We slarl a new week I and the official beginning of summer. ..with more than a few new 
items pegging their exogenous influences on price The big news is that China joined the rest Of the 
socioeconomic global community over the weekend and unsnapped their currency, the yuan, and will now 
let It float against all other currencies. This will have a net bullish impact on most markets this week as 
everyone on the planet decides for themselves how and where they individually stack up against the 
great unknown China's economy. As this transmogrification proceeds, we'll see a lot of econoinic 
Posturing ahead of uncertain values. It's a cinch that crude oil will react bullishly to this news This is a big 
step for China and one that the West has been pressuring China to do for well over a year China flat- 
lined lheir currency about 2 years ago at the height the financial crisis This announcement comes a week 
before the upcoming 620 meeting and will pretty much eliminate this as a major discussion item The 
change shows a bit of confidence and maturity of the Chinese economy as well as a view by the Chinese 
government that they have confidence in global economic growth continuing going foward It also shows 
China's commitment to grow their internal consumption at the expense of exports As the Yuan increases 
in value it will make exports more expensive and motivate industry to focus more on growing internal 
consumption. On the other hand it does help both importers and exporters who rely on imported 
resources and commodities to make their goods as they will be buying them with cheaper dollars and 
selling them into a stronger local currency market. Assuming the Yuan does In fact appreciate in value. it 
will be good for the global economy and be supportive for most commodity prices as we are already 
seeing this morning in the energy complex. Overnight equity markets in Asia responded strongly to the 
news with a global equity and commodity rally underway and spreading from Asia to Europe and already 
into US futures markets. There are no tropical systems in the Atlantic Basin lo speak of, but we are 
continuing lo watch lhe wave of energy that helped drive prices up early last week. It's quite ugly, from a 
general hurricane allure perspective ... i f  that's possible. After aU of a is above ... I T S  HOT east of the 
Front Ranae in the CONUS. When I say hot...l mean hot! Forecasts will grosslv miscalculate the 
intensltv and heat index capabiliiv of this heat driven event. That fact, alone. makes me bulllsh 
over the next week. or so. This heat Is the characteristic pattern for what I'm expectlna this 
summer. and I don't see it endlna in the near term. Since this is the month of weddings I thought I'd 
load you up with a useless piece of information A poem written to celebrate a wedding is called an 
epithalamium. Also. in Michigan, there's a law that states a wife's hair legally belongs to her husband SO, 
those that are potentially tying knots this month. .take a look a1 the small print. 
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E a r t h S a t  W e a t h e r  

Forecast Confidence: 5 

Forecast Confidence: 6 

Forecast Confidence: 4 
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Atlantic Tropical Weather Outlook 
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Thursday. June 3 2010 

CSU now expects 10 hurricanes, says Gulf cleanup could suffer 

Colorado Slate University forecasters on Wednesday revised their outlook for the current Atlantic 
hurricane season. now predicting 18 named storms and 10 hurricanes, of which five are expected 
to become rnaior hurricanes of  Cateqow 3 strennth or areater. 

The revision IS based on 'much warmer-than-normal tropical Atlantlc sea surface temperatures and 
cooling ltopical Pacific conditions," the CSU research team said. In its April forecast, the Ieam called for 
15 named storms, eight hurricanes and four major hurricanes Lonq-term (1950-2000) averaaes are 9.6 
named storms. 5.9 hurricanes and 2.3 malar hurricanes Per Year. CSU said. 

"We have increased our forecast from early April, due to a combination of a transition from El NiAo 10 
current neutral conditions and the continuation of unusually warm tropical Atlantlc sea surface 
temperatures,' forecaster William Gray said in a statement "We anticipate a well above-averaqe 
probability of United States and Caribbean maior hurricane landfall." 

The CSU team said it also updated its US landfall models and now believes the "probabllitv of a maior 
hurricane makins landfall alonq the US coastline Is 76% cornDared with the tast-centuw average 
of 52%: according to lead forecaster Phil Klokbach. "We expect that the current trend from El Nifio lo 
neutral conditions will persist and that weak La Niiia conditions will develop by the most active Palion Of 
this year's hurricane season (August-October)." 

The forecasters predicted a 51% chance that a major hurricane will make landfall on the East Coast, 
including the Florida Peninsula, compared wilh a long-term average of 31%. There is a 51% chance of 
one hilting the Gulf coast from the Florida Panhandle west to Brownsvitle, Texas, compared with a long- 
term average of 31%, and a 65% chance that a major hurricane will track into the Caribbean, vs. a long 
term average of 42% 

The Caribbean looks to be very active in 2010, with overall tropical cyclone activity approaching levels 
experienced in 2004 and 2005. CSU added 

Klokbach said that if as active as predicted. the 2010 hurricane season that runs through November 
could have an impact on lhe cleanup of the oil spill in the Gulf of Mexico. "If the storm tracks to the west 
of the oil, there is the potential that lhe counter-clockwise circulation of the hurricane could drive some of 
the oil further toward the US Gulf Coast." he said 

Last week, in a daunUng sign for the already beleaguered offshore oil and gas industry. the National 
Oceanic and Atmospheric Admlnistration said the Atlantic hurricane season could b e  one of the 
most active on  record. Dredictina that It could brinq 94 to 23 named storms and elqht to 14 
hurricanes, o f  which three to seven could reach Cateaorv 3 strenath or oreater. - Carla Bass 
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Tuesday, June 8.2010 

Officials differ on hurricane season J impact on gas prices 
Two industw officials offered differina views Monday on the impact an actlve Atlantic hurricane 
season miqht have on qas prices, with a shalezreated supplv glut and volatilltv brouqht about by 
Eoaosed financial reform marklna their dividinq lines in the sand. 

” t he  market lumped 50 centsllMMBtu1 in a heartbeat iust on a forecast of a hurricane season 
much like the 2005 one;: said Paul Corby. senior vice presMent of risk management firm Planalytks. at 
the LDC Forum Northeast in Boslon 

Suggesting L e  end resun of the currently debated financial reform bill in Congress would resul1 in greater 
volalilily inthe markels. Corby predictedlhal “financial reform will only putmore upward PreSSUrO on 
prices.” 

‘For some reason, the market can’t break $4/ MMBtu on the downside,” Corby said “Wo’re more 
likelv to see $5 or $6 aas before we see 93.” 

James Duncan. ConocoPhillips’ Gas and Power‘s market analysis director, disagreed Citinq climbinq 
production volumes, laraely,from shale plavs. and possible record storaqe stockpiles toward the 
end of the summer iniection season, Duncan said even with an actlve storm season, Prices would 
not be areatlv impacted. 

“There’s still siqnificant downside pressure qoinq into winter,” Duncan said. “You’re not qdnq to 
see the double-diqit prices that came with the hurricanes of 2005, but more a Rattening of !he 
contango on the [futures] curve.‘ - Samantha Santa Maria 

I 8  A 
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Tuesday. June 22,2010 

Analyst: Hot summer, hurricanes to cap storage 
Hotter-than-normal weather this summer and the possibilitv of an activehurricane season are 
likelv to keep a l id on qas storase lniections this vear,analyst Ron Denhardt said Monday 

"The weather outlook i s  now for much warmer-than-normal weather throuqhout most of the 
countw for the remainder of  the non-heatinq season. with some meteoroloqists talkinq about the 
hottest summer in 30 years." said Denhardt, vice president of natural gas services for Stralegc Energy 
and Economic Research 

Last Year's storaqe refill season ended with about 3.804 Tcf of qas. he noted. addina that this 
season is likelv to end on par with that despite robust inventories to start the summer. 

Weather that is 10% warmer lhan normal through October would reduce the working gas storage level by 
about 150 Bel. he said, adding that cooling degree days have averaged more than 40% greater than 
normal during the past four weeks 

He also noted that National Oceanic and Atmospheric Administralion has forecast 14 to 23 named storms 
this season within the Atlantic Basin, including eight to 14 hurricanes, of which three lo seven could be 
severe The Enerqv Information Administration estimates the median amount of lost qas 
production from a hurricane to be 166 Bcf. 

"With CDDs 10% qreater than normal toqether with a production loss o f  the maonitude imolied by  
the EIA. natural gas Drices could be above the level needed to disolace coal seneration for the 
remainder of  the non-heating season and worklnq qas storase would end October below 13.9 
Tcfl." Denhardt said. Natural qas orices "could exceed SWMMBtu for a month o r  two and still not 
have workinq gas storaqe exceed caaacitv In October," he added. 

Gas DrOdUCtiOn remains hiah and "caused us and manv others to be bearish on  prices." the 
analvst said. "If the weather moderates and productlon continues to  mow. Henrv Hub prices could 
move back to $4.2SmMMBtu or below." 

Higher gas prices would be needed to attract imports of liquefied natural gas, according to Denhardt 
"Prices at the National Balancing Point in the UK are over $7.00/MMBlu and Henry Hub prices might have 
to exceed these levels by a $50 to $l.OO/MMBtu to draw sufficient LNG to put strong downward 
pressures on US prices.' Also. prices would go higher as Europe and Asia respond by bidding up LNG 
prices to maintain their supply, he added. 

A substantial price jump would support a further increase in drilling and accelerate already rapidly 
growing US supply, he noted. But the market could ignore those longer-term implications and set up a 
boom-and-bust scenario. "Thus a tight market this summer could lead to a much looser supply-demand 
balance in 2011," he said. -Rodney WhMe 



Case No. 2008-175 
Attachment A 
Page 102 of 334 

*.I.,,* *O<O"l. 
x~.n",I.rtlr,.,'YpO .,.(I Weekly Natural Gas Storage Report 

..---I.__._ .- -- ____I.- "....."....-___I__.._ 
A*. . . ? a  . -  I 8. I . I.. I . .  ,. .',.. ,+". "-.,a i 
, , . * , , _ I .  ... ,. . , 

http://ir.cia.gov/ngs/ngs. html 61 18/20 i 0 

http://ir.cia.gov/ngs/ngs


Case No. 2008-175 
Attachment A 
Page 103 of 334 

Jan-08 
Feb-08 
Mar-08 
Apr-08 
May-08 
Juri-08 
Jul-08 

Aug-08 
Sep48 
Oct-08 
N0v-08 
Dec-08 

Average 
2008 

Summer 
2008 

PlRA 
North American Gas Price Overview 

Per MMBTU 
May 25,2010 Release 

- 

Jan-09 
Feb-09 
Mar49 
Apr-09 
May49 
Jun-09 
JUl-09 

Aug-09 
Sep.09 
Oct-09 
NOV-09 
Dec-09 

Average 
2009 $ 

Summer 
2009 $ 

Winter 2009. Wnler 2010- 
2010 $ 201 1 

Jan-10 
Feb-10 
Mar-10 
Apr-10 
May10 
Juri-10 
Jul-10 
AuglO 
SeplO 
Oct-10 
Nov-10 
Dec-10 

Average 
2010 

Summer 
2010 

Hedging Meeting-6-22-2010 xlsm 

Jan-1 1 
Feb-11 
Mar-1 1 
Apr-11 
May I 1  
Juri-1 1 
Jul-1 1 
Aug 11 
Sep-11 
Oct-11 
NOV-1 1 
Dec- 1 1 

Average 
5 2011 s 

Summer 
$ 2011 $ 

$ 

PlRA Prices 



Case No. 2008-175 
Attachment A 
Page 104 of 334 

May 25. 2010 NATURAL GAS 

GAS PRICE' SCORECARD: JUNE 2010 - OCTOBER 2010 
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Monday, June 21,2010 

Jump in gas prices causes 'pain train' for funds 
The recent iump In natural qas arices may have some !-*funds scramblinq to cover their - short positions. resultinq in potentiallv larqe losses In some cases, industw sources said Friday 

Noncommercial gas traders - including hedge funds ---have been short in the gas market for the 
past year. according to the Commodity Futures Trading Commission's Commitments of Traders report 

Bul over Ihe past month. speculative interests have begun covering their short positions and in some 
cases increasing long positions in the NYMEX gas futures market 

-- "Fundamentallv. qas has a well-suopliod market." a Houston-based trader said. "Even with the 
heat. we've socked away a lot  of  qas. If we don't match last vear's storaqe fill. we will be at the 
second-laraest on record. There's n o  reason for us to be really runnlnq UD, so havinq a bear 
spread on makes fundamental sense." 

H e  said it is not just a select few funds that have been hurt by the run-up He said almost everybody 

"They have everybody violated on short positions; he said 'The pain train begins That in itself starts 

He said funds are short the front of the NYMEX curve and Ions the back. To cover In the event 

he knows in the gas trading field has lost money in what they had expected to be a beansh market 

driving the market higher 

o f  a short saueeze they have to buv the front and sell the back- which i s  whv aas arices have 
risen shamlv at the front of  the curve. while the back has not climbed as fast. 

The trader noted that the Oclober-November and October-January spreads on NYMEX are big fund 
favorites and the narrow 20cent differential between the October and November contracts is 'absurd" 
compared with other years 

'It's been driving all these people out and created an arttficially tight level of some of these spreads " 

But he said he believes the spreads will eventually widen to typical levels because weather forecasts 
are starting to point to a warm winter. 'There will be a swift move back out but by then !he damage [lo 
funds] will have been done 

MF Global analyst Tom Pawlickl said the jump of nearly 19% in the value of NYMEX gas this month 
may have inciled steep losses for hedge fund SandRidge Capital. He cited media reports, saying the $1 
billion Houston-based fund said it lost more than 19% on the year and 15% in June to dale due to bad 
bets on natural gas 

Several calls to SandRidge went unanswered Friday 
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Traders also mentioned the names of several other hedge funds that may be 'down big." according to 
one Gulf trader. who asked not to be named because he is not authorized IO speak for hts company 
However, exact losses. i f  any al all. at these funds could not be verified 

Enerjay broker Jay Levine. meanwhile. was unconvinced of a potential shorl squeeze on funds. saying 
the gas market has been rising in an orderly fashion for much of the month 

"Hedge funds are liquidating in a melhodical basis rather lhan a wholesale basis." he said *I've not 
seen what is characterized as a true short squeeze Typically when you have a markel short squeeze. 
the bulls don.! like to let go" so soon suggesting there may be upside slill lo come in the markel 

He sard 11 is almost impossible to tell how many posilions still need to be liquidated but he thinks the bulls 
will not let momentum get away from them anytime soon. - Chery/ Buchla 

23 
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Wednesday. June 9.2010 

NGSA: Summer supply ample despite Gulf ban 
The wholesale qas market this summer should be similar to last year's - well-SUpph?d and moderately 
priced - desDito the suspension of deepwater drilllnq permits in the Gulf of Mexico, Ihe Nalural Gas SUpplY 
Associalion said Wednesday 

'This summer is shaping up lo be a repeat of last summer. which is good news for natural gas consumers." said Skip 
Horvalh. president and CEO of NGSA 

NGSA spokeswoman Daphne Magnuson said more than 10% of the nation's qas  comes from tho Gulf. but the 
drillins moralorlum. whlch the Obama administration imposed In tho wake of the BP oil spill. is not eXDeC@! 
to affect SUDDIV meaninsfullv this summer. That Is larqelv because of the steady increase in onshore 
production from shale oiav&she explained. 

Maqnuson also said it apoaars that the Interior DeDartment will continue to pennit drillins in the Gulf's 
shallow waters. where most of the Gulf's qas is extracted. 

In ils annual report on summer supply, NGSA sald the economy's improvement is the sinsle biqaest factor that 
could put upward pressure on oas orlces In an otherwise bearish market NGSA said GDP is Droiected 
increase 4% voar over war. ComDared with last summor's decline of 3.2%. thoush the unemDlOVmCnt rate is 
expected to remain hiqh at  around 9.7%. 

Manufacluring. a key component of gas demand, Is projected show spirited growlh. improving 7 7% from last 
summer, NGSA said 

Weather oanerns lhis summer are likely to be simllar to last summer's. and that should help keep a Ild on 
gas prices. the oroducer trade qrouD sald. The National Oceanic and Atmospheric Administration has 
predicted the continental United States will see weather that is a modest 1.5% wanner than the 30-vear 
averaqe. 

An independent analysis performed by Energy Venlures Analysis for NGSA said there will be 1.175 cooling degree 
days lhis summer, nearly idenlical lo last summer's 1.174 CDDs. But as always, the wealhw is a wildcard, with the 
severily of the Atlantic hurricane season expeded to influence supply and the severily of the drought in the PaCifiC 
Northwest likely lo aHecl demand as some hydroeleclric capacity may have io swilch lo gas 

EVA Proieded lhal overatl summer demand will increase by about 1 Bcfld from a year ago lo 54 4 BcVd 

While induslrial-sector demand is forecast to grow. eleclric-generation demand is expected to decline by 1 4%- EVA 
said. Coal-to-gas displacemenl will again be significanl lhis summer. although not lo the exlenl of last summer. the 
1~POrt said. Gas demand by the mmmerdal sector is predicied lo increaso slightly, while residential demand should 
remain flat. 

lolesale wlces. however, the ntport said. 

Domestic gas produdion this summer has been forecast by the Energy Information Administration lo be around 58 1 
Bcf/d. up slightly from last year, NGSA noted. The active gas rig munl has risen from 71 1 last summer IO Over 950 
today. il noled. 

NGSA and EVA are forecasting that imports from Canada will average 6 9 Bcfld. unchanged from summer 2oO9. 
Liquefied nalural gas imporls are expeded to rise from 1 7 BcVd lo 2 1 BcWd due lo an increase in ItqUefadkm 
capacily -Rodney WhMe 
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Thursday. June 3.2010 

Consultant: Gas could fall below $3 this year 
The combination of a mild summer and robust qas supplies could send prices tumblina below 
$31MMBtu later this year, Energy Ventures Analysis said in a report Wednesday. 

- "For the second half of 2010, there is a qrcater potential for lower gas prices ... than there is for 
hiqher qas prices." the Arlington, Virginia-based consulting firm said. 

'At present. the NYMEX strip for 2010 is about $4,65/MMBlu, with EVA'S gas price projections for the fUti 
year being about $4 44/ MMBtu,' the report said "However, the contribution of a milder summer and a 
surge in liquefied natural gas imports could result in the 2010 gas prices being below that level " 

The current SUPPIV qlut is beins driven "primarily by hiqh domestic production levels." EVA said. 
"AS a result. initial storaqe infections have been at record 1evels"and are currentlv well above 
historical averaoes. "Storase inieclions likely will remain at verv hiah levels for the rest of the 
year, with the key tension point comina in Auqust" 

If July and August are 'very hot. natural gas demand for the power sector could surge. which would 
reduce storage injections in that period," the report said "Alternatively. if the summer weather is close to 
normal or cooler than normal as currently forecasted. then storage injections would remain at 
relatively high levels." 

Heftv iniections andlor a surae in LNG imports durinq the second half of the year due to excess 
qlobal SUPPIV could "result in season-endinq storaqe levels reachlnq maximum capacitv levels." 
EVA cautioned. "if the latter occurs, expect sharp downward pressure on aas prices in late 
summer or earlv fall." 

Looklno ahead, EVA said the excess S U D D ~ ~  could parsist throuqhout 2011. which would keep qas 
prices around FNMMEtu "and cause further coal-to-qas fuel-switchins." That prediction "is due to 
the ~ersistent lv hish aas-directed riq count and the potential for hiaher LNG imports." 

According to EVA, 'key driven in h e  surge in domestic production are increases in both rig and well 
productivity as a result of advances in drilling techniques; the prolific nature of the shale plays. the 42% 
rebound in the gas directed rig count since the low point in July 2009; and h e  higher percentage 
of the more prolific horizontal wells in h e  overall well count: 

Furthermore. "based upon announced drilling plans, 2010 production levels likely will be 0 6 Bcflday 
above 2008 levels and only 0 9 Bcf/day below production levels in 2009,' N A  said 

Some Of Ihal Supply will be absorbed by growing demand, with EVA predicting a 3.2% increase in GDP 
for 2010. 'This continued recovery in the economy definitely is helplng industrial-sector gas demand and 
overall electricity sales.' Ihe firm noted 'As a result industrial-sector gas demand h i s  year likely will 
reach 18 I3 Bcfld, a 7% (1.2 BcWd) increase over last year. However. a slight decline is projected for 
201 1 "-Rodney White 

2 4 
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Monday. June 14,2010 

Producers flock to emerging Michigan shale play 
-- Numerous energycmpanies - includinq on0 of the blqqest domestic producers of qa5 - are 
znstchinq UP leases in the Collinqwood Shale in northern Michlqan. lured by the plavIs strateqic 
locatlon at the heart of the Mldwest market, 

Michiqan is "now titillatinq the world with its own excitinq shale oxtravaqanra." Atlas Energy CEO 
Ed Cohen said in a recent earnings conference call 

Much of the industry buzz surrounding the Collingwood IS based on particularly promising results from 
one well in Missaukee County, analysts say 

Encana subsidiary Petoskev EXDlOratiOn drilled the horizontal well to a vertical depth of about 9,500 
feet and tarqeted the Colllnqwood. the companv announced late last month. The well flowed about 
2.500 Mcf/d, includins natural qas liquids and condensate. The gas is being produced primarily from 
the Colllngwood. with contribution from an overlying formation. the Utica Shale. Encana said 

The Dresence of NGLs added to the excitement over the shale's potential. as the liquids fetch a 
hiqher Price than qas. "It sounds like it has hiqh oi l  content, like the Eaqle Ford Shale." said 
Georse Lippman. president of  Lippman Consulting. "That will be a huqe heln for the economics of 
the Play." 

Atlas, Michigan's largest gas producer, recenlly leased an additional 20,000 acres, to bring its total 
Colllngwood holdings to 70,000 net acres. Cohen said that Allas purchased its latest leases at an 
average $3001acre between April 2 and May 2. 

Just a few days later, a slate of Michigan auction for leases, mostly in the Collingwood, generated an 
average bid of aboul$1,500/acre. The high bid was for $5,5OO/acre for several parcels in Charlevoix 
County. according lo slale lease records 

In contrast. leases in the oily and relalively new Eagle Ford shale play recently were valued at around 
$7,20O/acre 

Mlchlqan's auctlon vlelded bids totallnq $178 million - a level that stunned state officials - on 
about 118.000 acres of state-owned land. That value nearly eclipsed the $190 million total tha? 
Michiaan has received in oi l  and qas leases since 1929. state officials said. 

"We were very surprised at the unprecedenled showing at this auction, and the future of oil and gas 
exploration in Michigan looks very bright.' said Rebecca Humphries, director of lhe Michigan Department 
of Natural Resources and Environment. 

In  addition, she said that the "spin-off impact of the proposed exploration of the formation could provide a 
significant economic lift to many communities." 

Bidders included 0.1 L Niagaran, Antares Exploration Fund, Pine Energy, Mason Dixon Energy and 
Energy West according to Michigan records Some energy companies were represented by brokers. the 
records show. 
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Although 11s name was not included on the Michigan records Chesapeake Energy -which has mveded 
heavily in other shale plays including the Marcellus and Haynesville - was alSo a bidder in the sale. 
according lo Slephen Beck, an analyst with The Land R g  Newsleffer Chesapeake said last week that It 
was “not prepared to confirm any engagement in Michigan.” 

Mark Pease, chief operating o f f i r  at Ereitburn Energy Partners. said his company holds about 90.000 
net acres in areas where it believes the Coltingwood -is prospective ‘The company is in a good posibon 
lo capitatize on any ramp up in production, he said, because of significant assels in the area 

Ereitburn operates more than 150 miles of high-pressure gas gathering lines, more than 1,000 miles 01 
low-pressure gas galhering lines, more than 100,000 horsepower of compression, three gas processing 
plank and four NGL recovery plank in northern Michigan, Pease said in a recent earnings call 

‘The vast majority of our acreage posilion is held by producbon, which gives us the flexibility to monitor 
tnduslry activity and delerrnine the best course of action to capture that volume,’ he said. 

Encana ps also a major player in the Collingwood. The company recenlly announced that it had 
purchased leases for about 250,000 acres of land on the Collingwood shale at about $IbOlacre 

Randy Eresman, president and CEO of the Calgary-based company, said the move was in line with 
Encana’s “approach of quietly assembling large land positions on promising unconventional natural gas 

“It’s too early to know the economic potential of this new Collinqwood shale play. but we Plan to 
drill additional exploration wells this year that will help determine the play’s ultimate potential.” 
Eresman said 

Alan Boras, a spokesman for Encana, said the Collingwood’s proximity to a vast network of midstream 
infraslruclure and production facilities makes the play increasingly attractive 

According to Plans Powermap data, the Collinqwood Is close to established infrastructure. demand 
centers and vas1 storaqe fields. lncludinq the Great Lakes Gas Transmission interstate Pipeline, 
ANR Pipeline and Consumers Enerav transmission pipeline. These lines connect the area to 
Detroit and Chicaqo. as well as the US Northeast and eastern Canada. 

The shale, which sits beneath Cheboygan. Kalkaska and Missaukee counties, is also near two key Prim 
points in Ihe area -the Michigan Consolidated Gas and Consumers Energy city-gates. 

Kalkaska County alone has six storage facilities with more than 1.8 EcWd of deliverability. according to 
Platts Powermap data These facilities indude ANR Pipeline’s Cold Springs 12 facility, which has a total 
storage capacity of 28 Ecf, and ANR‘s Rapid River 35, with a total capacity of 15 Bcf. It is also home to 
the 54-Ecf Blue Lake Gas Storage Company facility. 

Upper Midwest traders said that the Collingwood play has potential to displace gas coming into Chicago 
and Michigan from Ihe Rockies and Midcontinenl and, if successful, could alter dynamics in the region. 

However, others caution that such speculation is premature, Simon Mauger, director of gas services a l  
Ziff Energy, said that the initial well results from the Collingwood are encouraging, bul that more wells are 
needed to “assess the magnitude of changes in the market dynamics.” 

“in general, financial success in the Collingwood would lend lo displace highercost gas, perhaps starting 
with that carried by lhe closest interstate pipelines,’ he said. 

Some believe the excitement over the Collingwood shale boosted lease sales at another long-time 
Michigan shale play - tJw Antrim Shale - at the May 4 auction Beck said the Antrim is cheaper to drill 

plays 

27 
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because the wells are shallow and the rock is soft enough to be tapped by air drills However dewatering 
and relatively low volumes [are] a real challenge in Ihe current pricing environment. hesaid 

Lippman said production in the Antrim has declined in recent years, from 373,000 Mcfld tn 2007 lo 
358.000 McVd in 2008 to 345,000 McUd in 2009 

'Volumes from this shale play have declined even during this period of very high gas prices " he said 'So. 
at this point. I see very little interest in future development of this shale play Without some new method of 
completions or much higher gas prices I do no1 see much future from the Antrim * 

However, Lippman said the Collingwood could be lucrative for companas buying acreage 'before things 
are known or successful The payoff is very large if  they are right You are talking about prices going from 
a couple of hundred dollars per acre to as high as twenty thousand dollars an acre This is exactly what 
was done in the other major shale plays ' - Eunrce Bridges 

28 
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Short-Term Energy Outlook 

Natural Gas 

US. Natural Gas Consumption. Total natural qas consumption is about 0.5 Bcf/d hiqher in this forecast than 
in last month’s Outlook, averaqina 64.9 Bcf/d and 64.6 Bcfld in 2010 and 2011. reswctivelv. Proiected 
ConsumDtion wows bv an averase 2.4 Bcfld (3.8 percent) in 2010 led bv stronq qrowth in the electric Dower 
and industrial sectors. Forecast natural gas consumption in the electric power sector increases by an average 1 0 
BCVd (5 5 Percent) in 2010 over last year. driven primarily by higher electricity demand EIA’s proiected natural- 
gas-weiqhted industrial production index la  measure of industrial activity in naturatqas-intensive indust rM 
&reaseS b y  6.7 percent in 2010. teadina to a 1.0 Bcfld I6.l-percenl) increase i n u r a l  qas consumption jg 
Ihe industrial sector. 

Proiected natural qas consumption falls stiqhtlv in 2011 as forecast qrowth in the industrial sector stows to 
0.2 Bcfld. This clrowth is more than offset bv ihe projected 0.5 Bcfld decline in natural qas consumption in 
the electric power sector. 

U.S. Nalurat Gas Produclion end Imports. EIA expects total marketed natural qas production to increase by 
1.2 Bcfld (2.1 percent) to 61.2 Bcf/d in 2010. an upward revision of 0.5 Bcfld from last month’s Outlook. 
Natural gas production grew steadily over Ihe first 3 months of this year as the number of working natural gas rigs 
reported by Raker-Hughes increased from 759 to 941 The production forecast was revised upwards as the 
pumber of workinq rim continued to increase to almost 970 at the end of,May. 

The increase in production is partially offset by new estimates of shut-in production based on NOAA’s latest hurricane 
forecast Tropical storm aclivily and (he accompanying production outages are expected to be significantly higher 
this year than last year EIA estimates the median outcome for prolected total shul-in woduction due to 
tropical storms from June throuqh Novembor 2010 is 166 Bcf compared with an estimated I9  Bcf shut-in 
production last Year. 

Forecast natural qas marketed production In 2011 falls almost 0.5 BcVd to 60.8 Bcfld In 2011. TMs fOreCaSt 
includes EIA’s oretiminary estimates of the total cumulative reductions In output of natural aas from Ihe 
deepwater Gulf of Mexico of 8 Bcf in 2010 and 74 Bcf In 2011 because of the 6imonth drittino moratorlum. 
The reductions in nalural gas production increase from a monthly averaga of about 0 03 Bcfld in September 2010 10 
0.24 Bclld by December 2011. 

PrOjeclod liquefied natural gas (LW) imporls increase by 0.27 Bcf/d (22 percent) and 0 16 Bcf (11 percent) in 2010 
and 201 1 respectively. Despite this growlh. high prices in the European and Asian markets relative to Ihe United 
States will continue to draw LNG cargoes, with Ihe United Slates serving as a secondary market. Forecast piperine 
imports in 2010 have been increased by 0.29 Rdld from last monlh’s O u f b k  Pipeline imports are expecled to play 
an important rote in offsetting forecast hurricane-related production outages in the Gulf of Mexico 

Global Crude Oil and Liquid Fuels 

Crude 011 andLlquidFuels Ovendew. EIA has lowered I t s  prolections for wodd oil prices sltahttv for 2010. 
Uncertaintv about economtc amwth in China and in the Euro zone has continued to weiah on oil markets, 
and doclines in esuitv markels have led to fears Ihat the economic recovew mav not proqress as fast as had 
been hoped. To date, Ihe Organization of Ihe Petroleum Exporting Countries (OPEC) has publicly made no 
suggestions that i t  would adjust its supply targets despite m e  downward adjustments in oil prices 
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PARISON OF HlSTORlC SPOT Ek PROJECTEO PRICES 
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Tuesday, July 20.2010 

WSI: Hot weather to continue across most of country into fall 

Private forecaster WSI said Mondav that the hot weather prevailinq in 
much of the countw this summer is likeiv to continue into the fall. 

The combination of a newly emerging La Niiia event, a relatively cold north 
Pacific and a record-warm north Atlantic are quite bullish for a very warm late summer 
and early fall period,” said WSI Chief Meteorologist Todd Crawford. ”On the other 
hand, very high soil moisture levels across the Plains, along with a lack of any 
significant drought conditions in the US, will temper the overall magnitude of the heat 
a little.” 

From August through October, WSI is forecasting 571 cooling degree days, 15% 
more than both last year and the 1971-2000 mean. 

The only exceptions to the forecast are parts of the Southeast and the California 
coastal cities, which should experience normal or slightly cooler-than-average condi- 
tions, WSI added. 

“Gas prices are unlikely to move siqnificantlv hlaher on the Aucrust heat, 
however, as cooler temDerahrres in California and the South will combine with 
strong Droduction figures to keep the market well suaalied.” said Chris Kostas, 
senior analyst at ESAI. In accompanvina market cornmentaw. The heat will be 
necessaw to “keep gas prices from collapsina under the weight of increasing 
shale aroduction and risina inventorv levels.” 

“We do not exDect much upside without a hurricane disruption.” said 
Kostas. who noted that WSI has called for above-normal hurricane activitv in the 
Atlantic Basin this vear. - Siephanie Seay 
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g May Occur In Northwest b t c  

Cooler tempetalures could briefly move into the Great Lakes 
and Narlheast dunng the first hall of the period with more sea- 
sonal readings possible. The southern Midwest and Mid-Atlantic 
could see a push for hotter condllions far the second half of the 

Forecast Confidence: 6 

Forecast Confidence: 5 Forecast Confidence: 5 

MDA Informalion Systems, fnc 601 1 Execulive 81vd.. Suile 400, RockviHe, MD 20852 Tel(240) 833 8300 (backup: 301~231-0661) 
Fdx (240) 633 8301 w mdafederal.com/w/ 02010 [Morning BasicPage 3, Version 2.1 I 
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Atlantic Tropical Weather Outlook Page 1 of I 
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Friday, July 18.2010 

Gas storage build of 78 Bcf raises inventories to 2.84 Tcf 

A lower-than-averaae storaae iniection of 78 Bcf lifted US aas storage inventories 
to 2.84 Tcf during the week that ended July 9, the Energy Information Administration 
reported Thursday. 

The build was at the low end of consensus expectations of 78 to 82 Bcf and was 
smaller than both last vear‘s 88-Bcf iniection and the five-year averaae of 89 Bcf. 

In the same week of 2009, EIA reported 2.873 Tcf in storage. As a result, the 23-Bcf 
deficit to the year-ago level widened to 33 Bcf, while the 285-Bcf surplus to the 
flve-year average of 2.566 Tcf narrowed to 274 Bcf. 

Citi Futures Perspective analyst Tim Evans said although the injection was in line with 
market expectations, it was supportive in relation to the five-year average. 
“And so, in economic terms, this was a bullish outcome,” he said. “Onaoina forecasts 
for warmer-than normal [weather1 suqrcest more supportive storage results 
in the weeks ahead.” 

The news sparked a rally in NYMEX trading, with the August contract trading more than 
20 centslMMBtu higher after the report‘s release. 

According to EIA’s data, inventories now are 47 Bcf above the five-year average of 
1.337 Tcf in the East, 93 Bcf above the five-year average of 377 Bcf in the West, 
and 134 Bcf above the five-year average of 852 Bcf in the producing region. - 
Sfephanie Seay 
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Weekly Natural Cias Storage Report Page I of 1 
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June 25, 2070 NATUWL GAS 
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Wednesday, July 21.2010 

Canaccord trims price call, but sees no autumn ‘crash 

Canadian investment bank Canaccord Financial on Tuesdav trimmed its 2010 
Henrv Hub clas orice forecast 5% to $5/MMBtu, citinq expected increases in 
groduction. 

“Althouah the MYMEX 2010 strip price suqqests 2010 aas prices 30 centslMMBtu 
lower than our estimate, we are inclined at this time to sive summer demand a 
chance to help clean up the storane surI)lus,” said analyst Irene Haas with the 
bank‘s research arm, Canaccord Genuity. ”Our forecast for this year does show storage 
refilling to last year‘s levels” of around 3.8 Tcf, ... but we do not expect the market will 
have to shut in the roughly 150 B d  that it did last year. “Effectivelv. we see a ticlhter 
phvsical market this year than last Year and do not expect to see gas crash in 
September and October.” 

Canaccord expects US production to rise 1.4 Bcf/d year-over-year through the end of 
the storage injection season, with all of the gains coming from onshore shale 
plays. But Canadian imports to the Lower48 states are expected to drop 600,000 
Mcf/d, and Haas expects power and industrial demand to continue picking up as 
the economy recovers. 

Haas thinks aas-fired power production will continue to wow next vear and that 
shale was production will “temper.” 

“The growth rate in activity levels in these plays over the past 18 months has slowed 
and may flatten,“ Haas said. “Ultimately, decline rates will have an impact on these 
plays and production growth will slow.” - Bill Holland 
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Tuesday, July 20,2010 

Bentek: Prices to hover below $5 through 2015 

The Drompt-month NYMEX qas futures contract is unlikelv to averaqe higher than 
$5lMMBtu in any year between 2010 and 2015 as the result of a long-term shift in market 
fundamentals. Sentek Enerav said in a new report 

Despite the NYMEX strip currently averaninn in the mid- to umer $5/MMBtu range, 
shale-related growth in SUODIV and an extended recovery in demand will keep actual 
prices well below that, Bentek predicted. 

"The futures market has not fully adiusted to the fundamental chanaes that are 
expected to take place," the flrm said, anticipatinq an averaqe price of $4.66/MMBtu over 
the five-vear period, includinq a peak of $4.92/ MMBtu in 2013. 

"Multi-year lows typically follow certain conditions ... a counter-trend rally fails, and then the 
market retests the previous low, creating the popular 'double bottom,' " the report said, 
estimating that the prompt-month contract should reach a low between $3.15/MMBtu and 
$3.5O/MMBtu this fall. 

US gas production has recovered from the lows of 2009. and up to 1.5 Bcfld of gas is 
preparing to come online in the Marcellus and Haynesville shales, the report said. Producers in 
the Haynesvilie and Fayetteville shales continue to drill aggressively in the face of low prices, 
and newer plays such as the Eagle Ford Shale in Texas will see aggressive development, which 
will lead to prices remaining low through 2011 and into 2012, it said. 

Bentek exflects that shale drililnq boom to continue as prices rise, leadinq to a net 3.7 
Bcfld increase in SUPDIV through 2015 as domestic production increases to 4.6 Bcfld 
while Canadian and liquefied natural gas imports decline. 

Bentek also expects the extended qas glut to retest 2009's low prices later this vear. 

Production growth and increased storage capacity will also keep gas storage levels high, with 
current projections calling for a 3.&Tcf average over the next five years, with injection seasons 
beginning each year at a higher level than historical averages. Bentek predicts that the injection 
season for 201 1 will open with 1.7 Tcf in storage. 

The report noted that forward curves currently hover around the $5 to $61 MMBtu level 
beyond 2012, and if producers hedge aggressively, production could rise even more through 
2015, keeping prices even more depressed. Bentek also cited the possibility that exceptionally 
low prices through 201 1 could force a retraction to drilling programs next year, leading to a 
quicker balancing of supply and demand. 

That rebalancing will have to come primarily from the supply side, the report said, as 
commercial and industrial consumption is expected to grow slowly over the same period. 
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"Demand from the commercial sector is expected to average 21.6 Bcfld over the forecast 
period from 2010 to 2015 based on expected normal weather conditions .... [while] the 2007 
peak of industrial demand of 20 1 BCWd is not expected to be reached until Q1 2014," the report 
said. -Joshua Stames 
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Monday, July 19,2010 

Goldman slices gas price forecast, cites shale 

Goldman Sachs on Friday sliced its US gas price forecasts for this year and next, 
citina a continued rush of shale aas production. 

The investment bank cut its NYMW price outlook 17% for the second half of 2010. to 
g4.63/MMBtu from $5,60/MMBtu, and its 2011 estimate bv about 12%. to 85.251MMBtu 
from $6/MMBtu. 

"US natural qas production continues to surge this year. driven by the shale aas 
revolution," Goldman said, notina that oubut has thus far exceeded its 2010 forecast 
of bv around 3 Bcfld to 58.5 Bcfld - auttinq downward pressure on prices. 
"Althouqh its impact on the supplydemand balance has been somewhat obscured 
bv the extreme movements in weather and the tiahtenlnq shlfts motivated bv lower 
prices. US natural qas Droduction qrowth has been impressive so far thls vear." 

The bank also raised its 201 1 production forecast by 3.7 Bcf/d to 58.1 Bcf/d 
based on robust drilling activity in shale plays. 

"We still factor in a slightly declining production path over the rest of 2010, as 
we continue to expect some response to production from the lower conventional 
rig counts," Goldman noted. "However, as prices begin to move higher, we expect 
production to respond accordingly and return to an increasing long-term trend." 

Wlh that domestic output growth, "we now expect US liquefied natural gas imports will need 
to remain restrained in order to keep the US natural gas market balanced" through 2011, 
Goldman said. "With the European markets markedly higher than the US market this spring, 
we believe a substantial amount of this LNG can be absorbed." 

The UK August futures contract - a key indicator of whether LNG cargoes 
are likely to be directed to the UK - showed a $2.483/MMBlu premium to the 
equivalent Henry Hub contract on Friday, which backs up the economic case for 
sending cargoes to Europe. 

However, "Europe and Asia will likely not be able to absorb the entire 
surplus created by the increased production in the US," Goldman predicted. 
"Consequently, we expect that global liquefaction capacity utilization rates will 
likely need to remain subdued going forward. .., Further, we believe that as global 
natural gas prices fell in Q2 ' IO ,  LNG producers responded in a similar fashion 
and reduced liquefaction activity." - Staff Reports 
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Tuesday. July 13,2010 

Heat-related demand boosts Q3 price forecast 
by 49%: Raymond James 

Citina warmer weather spurrins sas-fired power demand and increased industrial 
and petrochemical demand, the natural gas team at investment bank Raymond 
James raised its thirdsluarter natural sas price forecast 19% on Monday to 
$4.15lMMBtu and its full Year price forecast 6% to $4.5llMMBtu. 

But the St Petersburs, Florida, bank said it remains fundamentallv bearish on 
%as this year. “We continue to believe that, under more normal weather 
conditions, US qas supplv will ovennrhelm aas demand arowth and drive prices 
below $4IMcf later this summer.” the bank‘s top gas analyst John Freeman said. 

Raymond James admitted that its $3.70/MMBtu second quarter call was off by 11 % as 
actual Henry Hub prices came in at %.IO/MMBtu, with demand well above 
their expectations and offsetting increased US supply. 

But a late summer plunge in prices could well be in !he cards, Raymond James 
predicted. 

The firm expects gas supplies this summer to be 3.5 Bcf/d greater than last year, an 
increase from their previous modeled growth of 2 Bcf/d. 

Gas demand will also increase on a year-over-year basis, to 2 Bcf/d more this summer, 
Raymond James said, driven mainly by an improving economy but with the 
variable of warmer weather. 

“Addinq it all up, we still expect to averaae 1.25 Bcfl dav looser this summer lor 
storaae iniections of 250 Bcf more than last year). This puts theoretical summer 
endinq storaqe at  over 4 Tcf. and implies 100-200 Bcf of incremental shut- 
inslproduction curtailments,” Freeman said in a note to clients. “Last year, 
natural aas prices had to crater to below $3IMcf to force 100 Bcf of shut-ins. and 
we still expect a repeat of the same aas price collapse storv later this summer.” 
-- Bill Holland 
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Jan .08 
Feb-08 
Mar-08 
Apr-08 
Map08 
JUn-08 
Jut-08 
AugO8 
Sep-08 
Oct-08 
Nova8 
Dec-08 

Average 
2008 

Summer 
2008 

Winter 2008- 
2009 

7.99 
8 54 
9.41 

10.18 
11 27 
12.69 
11.09 
8.26 
7.67 
6.74 
6.68 
5 82 

$ 8.862 

$ 9.700 

$ 5.242 

Hedging Meeting-7-22-2010 xlsm 

Enercrv ~ n ~ r ~ a ~ i o n  Administration 
Henry Hub Pricing 

July 7, 2010 Release 

Jan-09 
Feb-09 
Mar-09 
Apr-09 
May49 
Jun-09 

Aug-09 
Sep-09 
Oct-09 
Nov-09 
Dec-09 

Average 
2009 

Summer 
2009 

Winter 2009- 
2010 

Jut-09 

5.24 
4.51 
3.96 
3.49 
3.83 
3.80 
3.38 
3.14 
2.97 
4.00 
3.66 
5.34 

$ 3.943 

$ 3.516 

$ 4.888 

Jan-10 5 83 
Feb-10 5 32 
Mar-10 4 29 
Apr-10 4 03 
May-10 4 14 
Jun-IO 4 80 
Jut-10 4.58 
AUg-10 4.58 
Sep-I 0 4.56 
OCl-10 4 48 
NOV-IO 4 71 
Dw-IO 5.16 

Average 
2010 $ 4.707 

Summer 
2010 $ 4.453 

26 
7/21/2010 

Winter2010- $ 5.136 
201 1 

Jan-1 1 5.34 
Feb-11 5 30 
Mar-1 1 5 17 
Apr-1 I 5.04 
May-11 503 
JUn-11 5.02 
JUl-11 4.99 
AUg-11 4 92 
Sep-1 1 5 01 
Oct-1 1 5 13 
NOV-11 5.40 
Dec-1 1 5 74 

Average 
2011 $ 5.174 

Summer 
2011 $ 5.020 

EIA Prices 
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July 7. 2010 Release 
(Next updare August 10. 2010) 

Natural Gas 

US. Natural Gas Consumpfion. EIA prolects total natural aas consumotlon will averaae 64.7 blllion cubic 
feet per day (Bcfld) and 64.8 Bcfld in 2010 and 2011, resmctivelv. Estimated yearaver-year consumption 
growth averased 2.8 Bcfld (4.3 percent) In the flrst half of 2010. with slqnlflcant Increases In the declrlc 
power and lnduslrial sectors. Thls qrowth Is expected to continue at a slower Dace in the sccond half of the 
year With an Increase of 1.5 Bcfld f2.6 oercent). EWs pmjecled naluraCgaeweighted industrial pmduclion index 
(a measure of industrlal acUvity in natural-gas-Intensive Industries) Increases by 7 5 percenl in 2010. leading lo a 1 0 
Bcf/d (5.8.percent) increase in nalural gas consumption in the industrial seclor. 

Prolected natural aas consumotion Is vlttuatlv flat In 2011. The Drolected 2.7 percent increase In the natural- 
gas-welahted Industrial Droduction Index and NOAA forecast of sllahtiv colder weather next vear H.4 oarcent 
Increase in heatina deareedavs) contrlbute to consumption amwth In the residential. commerclal. and 
Industrial sectors In 2011. However. thls arowlh Is offset by a decline in natural aas consumdon In@ 
electric Dower sector because of the forecast Increase In natural qas Drlces relative to coal prices next vear. 

U.S. Natural Gas Production and lrnporis. EIA expects total marketed natural aae DrOdUctiOn of 61.3 Bcfld In 
2010. an Increase of 1.3 Bcfld over 2OW lave(s. EIA protects a continuina decline In Gulf of Mexlco 
production. whlch is offset bv aains in onshore production. Forecast marketed Droduction declines bv 0.4 
Bcfld to 60.9 Bcfld in 2011. 

Federal Gulf of Mexico nature1 aas Production falls bv about 10 percent In both 2010 and 2011 as a result of 
hurricane outaaes. the announced offshore drillina moratorium. and the decline In active drilllns rim over 

~~ ~ 

the last 4 years The eslimaled median outcome for hurncane outages from June lhrough November IS a cumulative 
166 Bdlhls year, compared with 18 B d  in 2009. The offshore drilling moralorium Is pmjecled to reduce Gull of 
Mexico production by an average of 0 05 BWd for the last 6 monlhs of 2010 and 0 25 Bd/d for 201 1 

Prolected lower48 onshore production increases by 2 Bcf/d 13.8 percent) in 2010 and 0.2 Bcfld 40.3 percent) 
I_ In 2011 According lo Baker-Hughes, nalural gas rig counls have dimbed from under 670 in July 2009 to aboul950 
In Apnl this year and have remalned relatively stable since lhen 

Forecasted lmwNi of liauefled natural qae ILNG) averaae 1.37 Bcfld in 2010. a downward revlslon of about 
0.14 Ecfld from laat month. Profected hoot73 Increase to 1.52 Bcfld In 2011. White imporls are expeded to 
grow. higher prices in European and Asian markets will likely divert LNG cargoes from the United States EIA also 
foreas6 gross p i p a h  imports of 8.8 Bdld in 2010. a decrease of about 2.6 percenl from 2009. EIA expects gross 
pipeline imports of 8 2 Bd/d in 2011. 

Global Crude Oil and Liquid Fuels 

Crude 011 and UquldFuals Ovenlaw. EIA's view of Ihe world oil markel is largely unchanged from recent 
Outlooks EIA forecasts that world oil PdCeS will rise slowlv as an exwcted renewal of alobal economlc 
growth leads to hiahar world oil demand and members of the Omanlzation of the Petroleum ExDorUnq 
Countries fOPECI continua their S U D W ~ ~  of Drices near current levels. 

a4 
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Duke Energy Kentucky 
Hedging Program 
Curronl PosHlon 

system Hedged lo Dale NexkTa~el(lOPJ1110) 
Delivery Supply ___ Tala1 Required Allowed 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

liiuoric Pn'm: 

.............. Sept $6.87 

Nov $7.80 
...... Dec " ......... $7.62 

......... Feb . $6.61 

............... Mar $6.49 

OS! ", $7.15 

??!.~* $7.28 

"Af? ....... $6.37 
.M?Y.,.,. $6.72 

.July ... $6.92 

....._. ....... 

.................. June $6.63 

;ing Price 

Last Yea1 
j2w9.2010] 

$2.84 
$3.73 
$4.29 
$4.49 
$5.81 
$5.27 
$4.82 
$3.84 
$4.27 
$4.16 
$4.72 
$4.77 

NYMEX 
22-Aug-1( 

$4.117 
$4.137 
$4.342 
$4.606 
$4.752 
$4.736 
$4.662 
$4.561 
$4.585 
$4.639 
$4.701 
$4.751 

I Sept OU Nov Dec Jan Feb Mar npr May June July Aug 
-I -I--- - 
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c3 -0.9 to 0.9 

No slgniflcant changes overall 

Midwest and East 

No slgnliksnt changes overan 

Mldwest end East 
Remahlng warm across the SUI1 qUkR warn JCrOQB the 

MDA Informalion Syslcmr, Inc 601 1 Execulive Blvd, Suile 400. Rockville, MD 20852 Tel(240) 833 8300 Fax (240) 833 8301 
www nidafederal com/wx/ 432010 130-60 llay.Ou~look, Version 2 11 

13 



Case No. 2008-175 
Attachment A 
Page 150 of 334 

Tuesday, August 24,2010 

WSI predicts very warm autumn across most of US, except Pac-NW 

Prtvate forecaster WSI Corporation said Mondav that the US Is llketv to see a continuation of 
above-averase temueratures throuah October. with the lone exceution of  the Pacific Northwest 

‘The combination of the La Nina event, a relatively cold no& Pacific and a record warm North Atlantic 
are quite bullish for a very warm fall period, especially across the northeastern quarter of the country.“ 
said WSI chief meteorotoglst Todd Crawford. “However, the historically persistent negative phase of the 
North Atlantlc oscillation, which would act to keep temperatures down in much of the eastern US, looms 
large as the most significant source of forecast uncertainty.” 

For September throush November, WSI predicts 901 qas-welahted heatina degree davs. 3% less 
than last w a r  and 9% less than the 1971-2000 mean. 

Looking ahead to November, WSI forecasts abovenormal temperatures in every region except the 
Southeast and coastal Califomla. -- Sfephanie Seay 

reqion. 
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Ing easterly flow along the South may keep the region on the 
seasonal side throughout the lint half as well. Some showers 
and storms along the Gulf may a160 keep temperalures cooler. 
However. with that hlgh pressure advandng away from the 
coast, wanner readings should return late. Pads of !he Norlh- 
west and Canadian Rockies have the potenUal lo see more 
much belaws. which could eventuallv dlve into aodlons of the 

’ Forecast Confidence: 7 
&+ r> 

Forecast Confidence: 6 

Forecast Confidence: 6 Forecast Confidence: 5 

MDA Information Systems, tnc 601 1 txeculive Blvd., Suite 400, Rockville, MD 20852 Td (240) 833 8300 (backup: 301- 23 146641 
Fax (240) 833 8301 w.mdafederal.corn/wx/ (82010 IMoniing BarioPoge 3, Verslon 2.1 I 
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Atlantic Tropical Weather Outlook Page 1 of 1 
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Atlantic Tropical Weather Outlook 
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W Z O  IWHC 231136 
IWOAT 
'IllOPICAL HFATHER W M O K  
NUS TPClNATlONAL INRRICANE CENTER HIM1 FL 
800 AM BUl' WON AVC 23 2010 

FQR THE NORTH A T W I C .  ".CARIBBEAN SEA RND THE GULP OF HEXICO.. I 

TllE NATIONAL HURRICANE CENTKR IS ISSUXND PDVZSORIES ON TROPICAL 
STOW OANIELLE.. .UXATBD ABOUT 850 Hlte9 WeST OF THE SOUTHERNHOST 
CAPE VBmE I s m .  

AN AREA OF DISTURBeD WEATHER LOULTBD NBlvl THE WEST COPS OF M I C A  
IS ASSOCIATED WITH A TROPICAL WAVE SOME SLOW DEVELOPHBNT O F  M I S  
S Y S I M  IS POSSIBLE OVER THB NEXT COUPLE OF DAYS Rs IT MOVES 
NESIHARD NEAR 15 HPH.  nlERE 13 A LOH CHANCE., , l o  PWCMP. I ,OF M I S  
SYSTW BECWINC A TdOPlCAL CYCLONE DVRINO THE NEXT 48  HOURS. 

BLSw1ERE...TROPIcAb CYCLONE FORMATION IS NOT EXPECTED DURING THE 
NEXT 48 noms .  

t S  
FDRWASTER 6EP.Q 

http:/lwww.nhc.noaa gov/textlMIATWOAT.shtml 8/23120 IO 

http:/lwww.nhc.noaa


Case No. 2008-175 
Attachment A 
Page 153 of 334 

Friday, August 6,2010 

NOAA says 'significant' Atlantic hurricane activity still likely 

Federal sovernment forecasters on Thursdav sllqhtly modified thelr outlook for the 2010 Atlantlc 
hurrlcane season to a ranqe of 14 to 20 named storms and elqht to 12 hurrlcanes. down from the 
14 to 23 named storms and elqht to 14 hurricanes they predicted In Mav. 

But the Natlonal Oceanic and Atmwpherlc Admlnistration warned that "slaniflcant actlvitv" still Is 
expected before the season ends November 30. 

NOM, which predicted three to seven major hurricanes of Category 3 strength or above in its May 27 
outlook, said Thursday that it now expects the current season to produce four to six major storms. 

The aqencv said its update calls for a 90% chance of a busier-than-normal season. with onlv a 
10% chance of a near-normal season. Because early-season storm activity has been less than 
originally forecast, the agency said it was reducing the upper ends of its predicted ranges. 

"The atmospheric and oceanic conditions now in place over the tropical Atlantic Ocean and Caribbean 
Sea are very conducive to hurricane formation, as was predicted in NOAA's pre-season outlook issued in 
May,' the agency said. 

"These conditions are expected to persist throughout the peak months (August-October) of the Atlantic 
hurricane season, in association with three climate factors - the tropical multidecadal signal, La Nilla 
and very warm temperatures in the tropical Atlantic Ocean and Caribbean Sea." 

While NOM does not make landfall projections, It said the "historical probabilities for multiple hurricane 
strikes increased markedly during very active seasons for both the Gulf Coast and Atlantic Coast" -Jeff 
Barber 
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U S. Energy Informalion Admln~slrabon @ twemwnnismmcs adnhwus 
Hwm tJ~mfi51 i WxUyN.M.G*aStm?R.ym 

Weekly Natural Gas Storage Report 

Prlvaeylsecurlh I A u e s ~ l b l l I t y  Ccpyrlpht a Rswa . Contad Ur I F U ~ ~ C L  I Careen I About em 
FedStah I US*.pov I DcpartmIInl of Energy 
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Friday, August 20,2010 

Storage tops 3 Tcf despite producing-region pull 

Even with another net withdrawal in the producing region, US gas storage inventories surpassed the 3- 
Tcf mark during the week ending August 13, the Energy Information Administration reported Thursday 

The onhr tlme storaae stocks reached 3 Tcf earlier In the refill season was in 2009, when they hlt 
3.023 Tcf In the week endlna Julv 24. 

EIA reported a 27-Ecf injection last week, lifting Inventories to 3.012 Tcf. The build was slightly below 
consensus expectations and well under the 54-Ecf injection reported last year and the five-year average 
of 50 Ecf. 

By region. EIA reported builds of 40 Ecf in the East and 3 E d i n  the West. But the producing region saw 
its fourth consecutive weekly withdrawal, and its largest of the summer at 16 Ecf. Still, that area's 
inventories remain 10.9% above the flve-year average. 

Ben Caplan, an analyst at Gelber 8 Associates, said unusually hot weather last week, especially in the 
South, caused demand to spike and left little gas to inject into storage. 

Ron Denhardt, an analyst at Strategic Energy and Economic Research, belleves that once the heat 
breaks. lniectlons wlll Rick UP and storaae wll l neartv flll bv the end of October - even with 
hurricane-related SUPPIV disruotlons fiaured In. 

Denhardt said the record heat this summer has prompted utilities to turn on inefncient gas turbines to 
meet increased air-conditioning demand, making it difficult to estimate the true supplyldemand in the US. 

On the SUPIJ~V side, Production remalns robust. with both EIA and Lipoman Consultlns data 
showlnn an increase of 0.8% to 0.9% each month. Denhardt said. 

"If YOU multlolv that bv 12. YOU qet a 9.6% increase in Productlon for the vear." he said, addlng 
that consumotion usuallv qrows by only 1% to 2% a year. 

"it lust looks like a very SIOPPV market. and we're not seeinn it because of the extreme weather." 
he added. "That's why orices have been so low. even thouah we've had hot weather. Thev are 
looklna at that klnd of data and thinkina it lust can't hold." 

The kev will be September. when coollna degree days start to dror, off, accordlnq to Denhardt. 
"Once we start to see lniectlons takins olace In Seotember. the market wll l see more downward 
pressure unless a hurricane comes alona." 

Caplan offered one caveat: economic incentives are not there to inject gas into storage, with the back of 
the NYMEX curve much flatter to the prompt month than in years past. 

"There's a lot of production, and it will be interesting to see how [drillers) react to the need to wver costs 
vs. the lack of premium going into storage." Caplan said. -Cheryl Buchfa, Sfephanie Seay 



Jan-08 
Feb-08 
Mar-08 
Apr-08 
May-08 
Jun-08 

Aug-08 
Sep-08 
Oct-08 
NOV-08 
Dec-08 

Average 
2008 

JuI.08 

Summer 
2008 

Winter 2008- 
2009 

Case No. 2008-175 
Attachment A 
Page 156 of 334 

PlRA 
North American Gas Price Overview 

- 
Per MMBTU 

July 26, 2010 Release 

Jan-09 
Feb-09 
Mar-09 
Apr-09 
May49 
JUn-09 
Jul-09 

Aug-09 
Sep-09 
Oct-09 
NOV-09 
Dec-09 

Average 
2009 

Summer 
2009 

Winter 2009. 
201 0 

Jan-10 
Feb-10 
Mar-1 0 
Apr-10 
May-IO 
Jun-IO 
Jul-10 
AUg-10 
Sep-10 
Oct-10 
NOV-IO 
Dec-IO 

Average 
2010 

Summer 
2010 

Winter 2010- 
201 1 

Jan-1 1 
Feb-11 
Mar- 1 1 
Apr-11 
May-1 1 
Jun-1 1 
Jut-I 1 
Aug-11 
S e p l l  
Oct-11 
Nov. 1 1 
Dec-11 

Average 
201 1 

Summer 
2011 

Hedging Meeting--8-24-2010 xlsm 

1 9  

8/22/2010 PlRA Prices 



Case No. 2008-175 
Attachment A 
Page 157 of 334 

July 26, 201 0 NATURAL GAS 
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Wednesday, August 11,2010 

Tudor Pickering slashes price forecast by $2 

Cltinq expectations of contlnued production arowth throuqh 2011. Investment bank Tudor 
Pickerinq HOB on Tuesdav sliced its NYMEX gas futures prlce forecast for the second half of this 
year to $4,50/Mcf from $6.50/Mcf. 

Despite a strlno of companies recently announclng plans to shlft capital to oil and liquids 
oas Prices recover, Tudor Pickerlns sald In a report that the transltlon will be qradual - leavinq 
the industw still focused on qas development throuqh the better part of 2011. 

As a result, the firm 1s forecastinq 10% vearsver-vear qrowth In production thls veal a n d m  
growth in 2011. 

'These guys are a victim of their own success," said Tudor Pickering Managing Diiector Dave Pursell. 
"They're very smart, entrepreneurial guys who wanted to drill for gas and developed the Bamett Shale 
and took that knowledge and expanded it. And now they're saying, 'uh oh, we have to get oily.' ' 

But "a CEO of company X saying they're going to get more oily is like my wife saying we're going to reUre 
on the French Rivera. Il's a nice idea but that doesn't mean they can do it," Punell sald. 

Nor, he added, can domestic producers stop drilling for gas while looking for new oil-rich plays without 
facing large short-term declines in their asset portfolios. 

"If vou spent live years qetllnq qood at belnn shale Dlavers, you don't want to throw that out." 
Purse11 said. "Thev still want to be shale players. they iust want lo be more balanced. Plus vou've 
got a lot  of acreage YOU need to drill to hold, and vou have joint ventures with lots of  cash that are 
allowlno that and better access to  debt markets." 

Further, exploration companies have begun locking in 2011 hedges in the $5 to $5.50/Mcf range 
'signaling a willingness to continue to invest at those levels" rather than lay down rigs to force a gas price 
increase, Tudor Pickering said. 

With nearly 1,000 gas rigs operating - a 44% jump from a year ago - despite futures prices for the first 
half of 2010 having averaged just $4.70/Mcf, Tudor Plckerina'a new SUDPIV model calls for 2 Bcf/d of 
annual s u ~ ~ l v  nrowth In 2010 and 2011. It estlmates demand growth at iust 1 Bcf/d over t h e m  

The resultlna oversupplv should keep prices below ItilMcf on averaqe for the rest of thls vear, the 
report sald. addlns that prices should not Increase much bevond that in 2011 because there Is "no 
clear incremental catahrst for the ria count to fall materiallv in the near term." 

That bearish outlook continues out to 2013 as high productivity from shale gas plays exacerbates the 
supply/demand imbalance, Tudor Pickering said, As a result, it cut its NYMEX prlce forecast for 2013 to 
$6 from $6.50/Mcf. - Joshua Stames 
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Tuesday, August 17,2010 

Heat soaks up gas, eases imbalance: analysts 
In addition to propping natural gas prices up above $4IMcf, this summer's heat has soaked up enough 
burgeoning US gas supply to prevent a repeat of last fall's gas-on-gas competition, industry analysts said 
Monday 

While not ready to declare themselves bulls, analysts at investment bank Raymond James declared they 
were firmly in the "think about it" camp after nearly two years of Institutional pessimism. 

"We have uneaulvocallv been one of the most bearish natural qas shops for the past two years," 
the bank's top qas analvst Marshall Adklns said. "In fact, had it not been for one of the warmest 
summer8 In recent hlstow. we remaln convinced that we'd be lookino at qas prices well below 
$4/mcf. That said, recent production trends have even us, the popularly coined 'perma-bears,' a little 
neivous.' 

Productlon seems to be flattenins accordinq to oovernment reports and the bank's own survev of  
public Droducers In the mldst of a summer In whlch above-normal heat burned UD excess qas. he 

'As we entered the summer. US qas storaqe had about 100 Bcf more qas In the svstem (looser] 
than the prior year." Ravmond Jamee sald. "Today, storaqe Is about 150 Ecf tiahter (less qas In 
the svstem) versus last Year. Was the secret not some fad diet called "falling gas supply'7' 

No, Adklns sald. The secret was reboundlno lndustljal demand coupled with one of the hottest 
summers on record. Both factors drove aas demand 250 Bcf to 300 Bcf over normal. taklno the 
slack out of the storage situation. 

Jefferies 8 Company analyst Subash Chandra agreed. 'The best is behind US,. he said Monday "Price 
spikes unllkely ahead. But the severe gas-on-gas competition from last year also unlikely.' 

One side effect of slightly cooler weather will be to lower gas prices slightly, but enough to keep them in 
the window to compete with coal, Pritchard Capital Partners analyst Anin Sharma said Monday. 

"We expect that although the moderating temperatures will reduce the overall cooling demand across 
much of the US." Sharma said, "the current price level makes natural gas increasingly competitive over 
coal." 

But Adklns wasn't readv to return to being a bull so qulcklv. SUDPIV Is still qrowlns. although the 
orowth rate is flattenlna. he sald, and Droducere are still drilllng lots of holes and dellverlna gas to 
the market. 

"Get out your sweat rag because the natural gas debate is getting hotter,' he said We're not yet ready to 
change our tune, as the availability of domestic supply remains a structural problem for the natural gas 
market ' - Bill Holland 
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Monday, August16,2010 

Storm premium sheared from futures market 
Gas futures traders have all but abandoned exoectattons of maior hurricane-related nroduction cuts In the 
Gulf of Mexico this summer and have trimmed most of the storm Dremlum from (he NYMEX contract over the 
past few weeks. analvsts say, 

For months. market bulls have watched as lropical waves appeared on the horizon, only lo see them dissipale or 
veer away from oil and gas rigs in the Gulf. 

Pax Saunden. rn analyst with Gelbar 8 Associates, said gas market players holding long posilmns are experiendng 
'disappointment" in the hurricane season. He noted that the lack of lronlcal actlvlhr and a milder lemoerature 
forecast for the second half of Auaust have hetDed erase 70 centslMMEtu or so from We frontmonth 
contract In lust two weeks. 

'September futures have been lrapped in four days of congestion between the $4.251MMBtu and $4.38/MMBlu area, 
which would indicate that they don't want to go any lower for now: Saunders sald Friday. 

Tim Evans, analyst at CiU Futures Perspective, agreed that the lack of storm related oil and gas curtailments through 
mid.August -and the absence of tropical edivity on the horizon -- have wiped out the storm premium built in when 
forecasters first called for an extremely active hurricane season. 

But Evans remlnded hls cltents that the season IS far from over. "The mosl active mld-Auqusl to mld-Oclober 
portion of the season Is sUtl ahead." he sald Fridav. "There's 6.6 Bclld of SUDD~Y - aboul 10% of the US total 
-at risk In the Gulf of Mexlco." 

Despite the seemingly lackluster stalt. most forecastem have refused lo back away from their predictions of an active 
season in the Atlantic Basin. 

Dale Mohler, senlor meteorologist at AccuWeather. said this season's tropical adiity has, in fact, been near normal 
So far there has been Hurricane Alex, which made landfall In Belize on June 27 and again on June 30 about 100 
miles south of Brownsville; Tropical Storms Bonnie, which was destroyed by wind shear. and Colin, whlch veered off 
the Atlantic seaboard; and two tropical depressions that failed to form into anything serious 

Mohler sald warm ocean temperatures remaln rim for the FormaUon of hurricanes. AddlUonallv. wind shear 
-which has caused most of the storms this veer to dlssipale - should beqln to fade ae a Sub-lrODlCal hlah- 
pressure system to the notih elrenalhens. 

Maps now Indicate that the high. which is typically strongest between August 15 and September 15. is starting to 
build, which should 'allow signillcant energy off Africa lo malntain storms.' Mohler said. 

Colorado State University hurricane forecasten also sUtl expect the season to be exceptlonallv busy "due to 
unusually warm troplcal Atlantic sea surface temrwralures." Phlllo Klokbach and William Grav sald In_&& 
Auaust 4 report 

Over the past several months, La NiRa conditions have continued to develop, and a moderate La Niiia wilt remain 
over Ihe next several months, the CSU forecasters said. That should lead to reduced levels of vedkal wind shear 
compared with last year - and an inwease in storm formation, they said. - Cheryl Buchfa 
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Tuesday, Augusl24.2010 

Denhardt cuts 2010 price 10% on supply growth as drilling continues 

If recent US aas production data showins a 10% year over-year increase are correct. prices are 
faclnq "enormous" downward pressure this winter and throuqh much of 2011. an industw analyst 
said Mondav in reduclns his 2010 price forecast by IO%,  

Strateslc Enerqv and Economlcs Research Vice President Ron Denhardt said he wasn't sure how 
- fargrlces would fall throuqh next vear because, at certain levels. oas beqlns taklnq market share 
awav from coal. Nonetheless. Denhardt reduced his 2010 aver 
$4.75/MMEtu to f.4.251MMBtu and 1' 

3 estima 

Just below those prices, Denhardt pointed out, are the points at which producers qult drilling (around 
$3.50/ MMBtu) and power plants start switching to gas (around $J.lO/MMBtu). 

"We are not predicting these price levels, but there is a reasonable chance lhat prices could fall this low," 
Denhardt said in a note to clients "SEERS projected Henry Hub price for the heating season is 
$4.20/MMBtu, vs the forwards market of %4.45/MMBlu." 

The economics of most shale gas production "becomes marginal at $4/MMBtu, and conventional 
production is unattractive at considerably higher prices," Denhardt added. He pointed to Oklahoma City- 
based Chesapeake Energy's recent announcement that it would stop drilling for gas until prices 
reached $6/MMBlu as evidence that drillers are becoming sensitive to price. 

Denhardt acknowledged some uncertainty about his projections. 'Our discomfort with our ouUook is 
because storage injection regressions indicate the weather-adjusted supply-demand balance is lighter 
than last year and about 1 Bcl tighter than the fwe-year average,' he said. 

In other words, the recent heat waves that have spread across the US have skewed his models and, 'with 
extreme heat our models are no1 reliable because of limited observations " - Bill Holland 
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AUgU5t 10,2010 ROleJSR 
(Next updele Sephrmbcr 8, 2010) 

Natural Gas 

U.S. Narural Gas Consumption. EIA exDects total natural aas consumotion will increase bv 3.8 Percent f roq 
2009 levels to 64.9 billion cubic feet Der day (Bcfld) In 2010 and then remaln flat In 2011: Growth In tha use of 
natural aas in both the Dower aeneratlon and IndusMal sectors accounts for the bulk of the Increase In 
consumption In 2010 over 2009. Use of natural aas for Dower ameralion Is emecled to qrow bv more than 1 
Bcfld l o  20 Ecfld In 2010. despite a vear-over-year Increase In natural qas Drlces. Although the use of natural 
gas for electric Dower aeneratlon has been on a qeKI6 ~ p ~ a n l  trend overthe las~s~eral years. it Is 
exDected to decline sliqhllv in 201% 

EIA estimates natural gas consumplion in the eleclrtc power sedor during the month of July a129.1 &fld. an upward 
revision from 27.6 Bcfld in last month's OuNook, and 15 pemnt higher lhan lasl July's 25.2 Bcfld The revision 
accounts for greater air-conditioning demand resulting fmrn a very warm July, which was 36 percenl warmer than lasl 
year as measured by papulation-weighled cooling degree-days. 

Prolecled natural aas consumption In the Industrial sector also arowa slaniflcsntlv In 2010. Increasing bx 
almost 7 Dercent from 16.8 Bcfld In 2009 lo 17.9 Bcfld In 2010. Forecast Industrial-sector consumDUon 
q r o h  slows to 1 percent in 2011 as the Drolected arowih In the nalural-aas-welahted industrial DroducUon 
Index slows from 7.9 percent In 2010 to 2.3 Dercent In 2011. Residential and commercial consumption is 
DroleCled to remaln relatlvek flat over the forecast, 

U.S. Natural Gas PmducUon endlmporis. EIA expects Iota1 marketed nslural aas DmducUon will Increase by 
1.1 Bcfld (1.9 Dercenll to 61.1 Bcfld in 2010. Prolectad DrodqcUon declines araduallv In 2011. falllna bv 0.8 
Bcfld 11.4 penenll as relaUvaly low Dricea deDre6a drilling actlvihr. 

Natural gas produdon shut in because of hurricanes during June and July was less lhan EIA had originally 
projeded. The original forecasl called for outages totaling 20 Bd compared with actual outages from Hurricanes Alex 
and Bonnie in June and July of 8 Bcf Nevertheless. Ihe next 3 monlhs are typically Ihe height of the hurricane 
season and additional oulages are likely. Based on the Mav N O M  hurricane forecast shut-in DmduCllon from 
Auqusl lo October Is Drolected to total 146 Bcf. The offshore drilling moralorlum le prolacted to reduce Gulf 
of Mexico DmducUon bv 10 Bcf over the lasl 6 monlhs of 2010 and 92 Bcf durlnq 2011. 

EIA lorecasls gross pipeline import6 of Q 05 Bcfld In 2010, an Increase oFaboolO.1 percenl from 2009. EIA expects 
gross pipeline imports of 8.95 Rcfld in 201 1. Forecasted imports of liquefied nalural gas (LNG) average 1 35 Bcfld in 
2010 and 1.42 in 201 1 Higher LNG prices In European and Aslan markels could divert the growing world supply of 
I NG away lmm Ihe Untled States. 

Global Crude Oil and Liquid Fuels 

Crude 011 and LlquldFuels Overvlew. EIA's view of the world dl market Is larselv unchanaed from last 
month's Outlook. EIA expacts world 011 ~ r i c e s  will rise slowlv aa wortd 011 demand Increases because of 
prolected QIObal economic arowth. slower arowth In non-OPEC oil SUDD~V. and Conhued DrOdUcUon 
restraint bv members of the Ornanlzation of the Petroleum EXDOtihQ Countries IOPEC). A aradual reducllon 
In alobal oll lnventorlas expected over the forecast Deriod algo should lend SUDDOI~ to nn lna  oil Drices. 
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9/22/2010 
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Cumnt PasiUan 
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$4.466 
$4.391 
$4.313 
$4.338 
$4.388 
$4.461 
$4.498 

D 
Hedged Prices 

I Ocl NW Dec Jan Feb Mar Apr May Jumt JuV Aug Sep 

Pricing for Hedging-423-2010 xfsm 
/ I  
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Slightly Wanner Midwest 

Warm Domliiated Pattern 
to Persist 

Slightly Wanner Midwest 

Warm Domliiated Pattern 
to Persist 

Changes were mlnhnal overall lar lhia updale. bui I n W e d  some 6ligM 
warn adiU8ltnentS In UIQ Mldwesl and marglnal cool changes In (he 
NorlhwasL The warm dominulad pSlQNl I6 SI111 erpedsd to be ddmn by 
B mmblnaPM oflha moderalefslmng La NIRa, lnueastngly negslhn, 
Padfic Decadal (Xdllullon (PDO). and B p s i h  Eastem P e a k  
@anallon (EPO). All Wee of lhese bdlcatorn canelale Ion slmilar 
panem over UIs US. as shown balm. Sam cooler & asscdaIed 

Oct 2010 Fcst: 

CJa.9 to 0.9 

Still Very Warm Across 
Sotcth-Central States 

adiualad lust sWhW In l e  coolerdlredolon 
Racklag and Ihs NonhsaM. Thls mlnor ad]usE 

Iws well wim UIQ l a  NIRa mnelalon. whlch ahowa 
glan me cooler norlhem Rodrles b a strong A I  la 

Nov 2010 Fcst 

MDA Information Systems, tnc 601 1 Execullvc Hlvd, Suite 400, Rockvile, MD 20852 Td (2.10) 833 8300 Fax (2.10) 833 8301 
w,mdafederal cotn/wx/ Q2010 13060 Di~y.Oullook, Version 2.1 1 
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Tuesday, Seplember 21,2010 

WSI: US can expect warm weather in October, cold end to year 

Private weather forecaster Weather Services International said lale Monday that the 
expect warmer-than-normal weather overall in October before a cooldown In most realons for the 
last two months of the year. 

"The combination of the La Nina event, a relatlvelv cold north Pacific and a record warm north 
Atlantic are quite bulllsh for a very warm October, esDeclallv across the northeastern quarter of 
the country." said WSI Chief Metwroloaist Todd Crawford. "However. the historlcallv oersistent neqative 
phase of the North Atlantic Oscillation a id  the strength of the North Pacific climate signals suggest t iat 
the wldeswead warmth In October will be shortllved. with more widestwead cold across the 
eastern US in November and December." 

Overall, WSI predlcls 1,776 gas weighted healing degree days through December, within 1% to 2% of 
bolh last year and th&1971-2000 mean. 

In October alone, WSI predicts'warmer-than-nbrmal weather In every region except the Southeast and 
Northwest. For November, WSI says the Southeast, Northwest and Southwest will be cooler than normal 
Then in December, the Northeast. No& Cenlral and Northwest regions, as well as coastal California, 
should be cooler, with warmer-than-normal conditions expected in the Southeast. South Central and 
Southwest regions. - Stephanie Seay 

. 
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Todav's Forecast: 
Much Of West Remaining Quito Warm 

Cooler Conditions In South From Upper Level Low 

The biggest concern to the forecast is the upper level low Uiat 
will be spending some time in the South. There will be some 
isdated cooler conditions associated with (his feature, but 
points north and east of this system could be wanner than ex- 
pecled for the first half of the period. This may push sbonger 
above normal readings into the Northeast. In the West, the 
warn risk continues to preside over the region with more much 
above normal average possible through much of Re period. 
Late in the period, a high pressure system diving into the Plains 
may provide below normal readings to parts of the region. How- 
ever, Uie origin of this high pressure is not a very cold one. 

A +3F to + 4 F a  A +SF to +7F 

MDA Information Syslcms, lnc. hU1 I Fxcculive Blvd., Suite 400, Rocbile. MD 20852 Td (240) 833 8300 (backup: 301- 231-0664) 
Fax 1140) H33 8301 w.mdafcrImLcorn/w/ a32010 IMornirig 8aric.Page 3, Vcrslon 2.1 I 
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Attantic Tropical Weather Outlook Pagc 1 of I 

Local loltlcasl hy 
'City. SI" or "LIP' 

Altomalo vanlona 

Got Storm Info 

-A 
Taxt-anly I POA I Call 

SbtollltB I Radar 
Alrcrait Rocon 
Advlsory Archive 
Exporlmsnlai 
Mobllo Products 
E-mall Updalos 
AudlolPodcasIs 
GI9 Oat8 I R S S m  
Help wllh Advlsorlas 

hlarlna Foroca6ts 
Atlanllc and E Paclllc 
Analysls Tools 
Grlddod Marlna 
Help whh Martnr 

Hurrlcano Awamnoss 
Bo Prepared I Learn 
Slorm Surgo 
Froqusnt QuaeUons 
Research 
Hurrlcano Hunlon 
SaMr.Slrnpaon Scale 
ForocaeUng Nladals 
GloasarylAcronyrns 
Storm Names 
Broakpolnts 

Hurricane Hlatory 
Saaaons Anhlve 
Forecast Accuracy 
ctlmatology 
Most Ertmmo 

AhoUI (he HHC 
Mlaslon end Vlslan 
Pononnol 1 Vlsltors 
NHC Vlnual Tour 
Llbrav 
Jolnl Hun Teslbod 
Tho NCEP Conlors 

Contact Us- Hnlp 

Atlantic Tropical Weather Outlook 

000 
m o  m c  221141 
'WORT 
TROPICAL WEATHER OVIIM)R 
NWS TPt/NATIONAL HURRICANE CENIER HIAMI FL 
800 AH EDT WED SEP 22 2010 

m R  nm NORTH ATLANTIC.. .CARIBBEAN SEA AND THE OULP OP MEXICO.. . 
THE NATIONAL HURRICANE CPNIER IS ISSUING ADVISORIES ON TROPICAL 

VERIlE ISLANDS. 

SURFACE OBSERVATIONS...SATELLSTE Irw)Bs...AND RADAR DATA PROM 
CURACAO INDICATE W T  N1 ARM OP Lon PRESSURE HA9 P O W Q  OVER THE 
S O M I - C E W I T A L  ULRIBBEAN SEA. THIS S Y S T W  HA9 THE POTONIIRL 'Io 

smm L I s n . . . m m  ABOUT MI HILES WEST-HORTHWEST OP THE CAPE 

a e c w  A TROPICAL DEPRESSION m m  TODAY OR  ORRO ROW AS IT MOVES 
WES~VARD AT is MPH TOWARD THE WESFERN uu(IaBeAN. THERE IS A HIGH 
CHANCE.. .GO PLIRCENT.. .OF mxs SYSTEM BECCUING A TROPICAL 
NMNE DURINO me NEXT I S  n o m .  R~OARDLESS OF ADDITIONAL 
DWELQZHENT.. .SPUALIs ARE LIKELY TU OCCUR OVER THE 
RKPILLBS.. AND THE NORTHERW COASTS OF WESTERN Vff lEZUBLR AN0 
COLWBXA TODAY, THIS SYSTEY4 ALSO HAS THE FUTKNTIAL TO PROWCE 
IIEAW PAINS OVER WRTIONS OP CPXTRAL AMERICA IN A COUPLE DAYS. 

EL~EWHW.. .TROPICAL CYCLOHE m m T m  IS ~ u r  EXPECTW DURINO me 
NEXT 48 HOURS. 

hnp://www.nhc.noaa.gov/textJMIAlWOA'l'shtml 9/22/20 IO 
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Friday. September I f .  2010 

Triple-digit build ends 13-week storage slump 
As a particularly sweltering summer across much of the US comes to and end, so, too, has the string OF 
below-average weekly gas storage injections. 

The Energy Information Administration on Thursday reported a 103-Ecf build for the week ending 
September 10, lifting nationwide stocks to 3 267 Tcf. The trlple-dlsit Injection marks the first above 
averaoe build in 13 weeks, halting the erosion of the surDlus over the flve-vear averaqe, which had 
dwindled to 166 Bcf as of September 3. 

Thursday’s reported injection. which was well above consensus expectations, showed a reversal in that 
trend. Now, analvsts sav the evaporatlno heat means the market will start to see the strong 
production qrowth that the hotter-than-normal summer had prevlouslv masked. 

Ron Denhardl analyst at Strategic Energy and Economic Research, sald there has been a lot of 
uncertalntv about the underivina suppivldemand balance. “Last week and this week sunsests it is 
auite loose, which Is what we suspected. but it wasn’t showino UP in the data,” Denhardt said. 

“I think we wil l see contlnued bearlsh lstoranel reaorts through the rest of  the non-heatlng 
season,” he added. “Lookino at it without hurricanes. we should end UD at 3.75 Tcf“ as of the end 
of the lniection season, or sliahtfv below last vear‘s 3.807 Tcf peak. 

Pax Saunders, an analyst at Gelber 8, Associates, said that until the past two reports the producing 
region had seen primarily net withdrawals this summer - not injections. 

While many in the marketplace attributed the unusual drawdowns to the extreme heat in the region, 
Saunders said lhey likely were a Function of the weak premium in winter-month gas pricing, which took 
away the incentive to inject into storage. 

Until last week, Henry Hub cash was trading above the NYMEX contract, but when that trend reversed 
itself, it gave marketers added incentive to store gas for the winter, he said. 

Saunders also believes storage inventories will keep on making up lost ground through the remainder of 
the injection season, which ends around November 1. He noted, however, that the October and 
November NYMEX contracts have already priced in that theory, though the winter-month NYMEX 
contracls might begin to decline. -- Cbery/ 6ucbfs 
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Augusl26,ZOlO NATURAL GAS 
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Analyst says supply to overwhelm demand in 2011 

Caiiina the uas market "unreienUnstv URIV." investment bank Raymond James & Associates said 
Mondav it has cut I t s  2011 aas price forecast to $4.2S/Mcf from 84.751 Mcf and Its lona-ten-aas 
forecast to 85.50lMcf from $G/Mcf. 

"The key suppivldemand fundamentals In 2011 - core supplv. Industrial demand. and electrical 
demand - look even worse today than thev did six months aqo," Raymond James analyst Marshall 
Adkins said in a report. 

The four variables lnfluencina the market for next vear, Adklns said, are a sharp Increase in qas 
SUDPIV compared with 2010: a modest rise in Industrial and Dower aeneratlon demand: additional 
coal-to-nas switchinq: and a return to normal weather, which should reduce vear-over-year aas 
consumption. 

That trend could yield a "theoretical summer-ending storage of over 4.2 lo 4.4 Tcf" in 201 I ,  Ihe report 
said. 'This means the market will need to price out about 300 Bcf, or roughly 1 Bcfld, of natural gas 
supply. Since that probably Yon't happen, at $4.75, we've lowered our 201 1 natural gas price forecast 
from $4.75/Mcf to $4.25/Mcf. 

As a result of "stubbomlv hiah aas drllnna acUvltv and lncreasina well productlvitv." US qas 
SUDPIV has seen "robust aas suppiv qrowth since late 2009," Adkins pointed out. Even thouah 
that arowth trend has recently flattened. "we believe the stagnation is bottleneck-related 
Iploellnes. frac crews, etc.) and temporarv In nature." 

Accordlnnlv. the flrm expects qas SUPP~V wil l resume ile upward march, lncreaslnn 3.5 Bcf/d on a 
year-to-year basis throuqh 2011. 

Despite tepid projections for the US economy, Adkins said he anticipates a 500.000 Mcfld increase in 
economy-related power generation demand next year, as well as additional fuekwilchlng. 

'China's voracious appetite for coal has teff Europe in need of more thermal coal," Adkins said. 'Since 
they will likely look lo the US to fire their coal plants. we expect Increased US coal exports to increase US 
natural gas demand by about 1 Bcfld In 201 1.' 

But all of that wilt not be enough to sustain prices, according lo Adkins. "Even assuming a robust increase 
in the economy-related gas demand In 2011, the gas market will still need additional coal switching or 
producUtn shut-ins next year,' he said 'This will likely require prices much lower than our prior $4 75/Mcf 
forecast -Rodney while 

21 
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Thursday, Sepfsrnber 18.2010 

Report: Gas prices may be pressured lower by LNG imports in 2011 
US oas prices. alreadv under pressure from low-cost shale production and depressed industrlal 
demand, could move even lower next vear if predictions of Increased liauefied natural nas ImDOrts 
materialize, Deutsche Bank analvslg said In slashlno thelr 2011 price forecast to L4.5OIMMBtu 
from S6IMMBtu. 

In a note to clients made public Tuesday, the bank said that while the industry has largely viewed 2009 
and 2010 as a cyclical low for prices, 201 1 Is ’potentially a worse year to come.” 

“Much will depend on the behavior of Qatar in bringing LNG into the market, but our view is that volumes 
are highly likely to arrive.’ Deutsche Bank said. And given that US demand has been relatively impervious 
to lower prices, any boost in LNG imports will force highercost domestic production to shut in. 

The analvsts armed that volumes of Qatari LNG have been understated and will create a larqer 
Impact than expected. ”We belleve the market Is underestlmatlng the qrowth In Incremental LNG 
supplv that Qatar will s u p ~ l v  over the coming vear. doublinq the US LNG Imports to 2.6 Bcfld into 
a market we expect to remain oversupplied.” the report said. Demand recovery “Is the onlv wav to 
avold a verv aalnful two yearn. 2011 and 2012, for marqlnal US aas producers. land1 we are not 
convinced It wlll happen.“ ---Adam Bennett 
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SeptemberZO. 2010 

Natural gas fell over 20 cents today on moderate volume and a rise in volatility. The 
market started to fall last night and never recovered. Desplte the decent move todav, It 
was falrlv aulet as we slid down into a zone that the market oerceives as the area where 
i t  belonas based on  all fundamental Infonatlon. That is why the increase in volatility is 
a little confusing. Normally, dropping into a zone like thls would be accompanied by a 
drop in volatility. We are still 6 business days away from October expiration and it rose 
5.2% in volatility and even November rose 2.2%. This leads us t o  believe that there is a 
stronq chance that the market wlll not stav In this area for lonq and based on the fact 
that there Is nothlna usual In the 6 to 15 dav forecast and there are no hurrlcanes 
anvwhere at the moment, we think that a move lower Is eminent and the $3.50 level wlll 
be tested wlthln the next week to ten davs. 

3 3  
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Jan48 7.99 
Feb-08 8.54 
Mar-08 9.4 1 
Apr-08 10.18 
May-08 11.27 
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Dw-08 5.82 

Average 
2008 $ 8.862 

Summer 
2008 ’ 9*700 
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Enerqv Information Administration 
Henry Hub Pricing 

September 8,2010 Release 

Jan-09 5.24 
Feb-09 4 51 
Mar-09 3 96 
Apr-09 3.49 
May-09 3.83 
Jun-09 3 80 
Jul-09 3.38 
Aug-09 3.14 
Sep-09 2.97 
Oct-09 4.00 
Nov-09 3.66 
DIX-09 5.34 

Average 
2009 .$ 3.943 

Summer 
2o09 $ 3.516 

Winter2009- 4.888 
2010 

Jan-IO 5.83 
Feb-IO 5.32 
Mar-I 0 4 29 
Apr-10 4 03 
Map10 4.14 
Jun-10 4.80 
Jul-10 4.63 
Aug-10 4.32 
Sep-IO 3.89 
Oct-10 3.99 
NOV-IO 4 53 
Dec-IO 4 77 

Average 
2010 s 4.545 
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Winter2010- .$ 4.774 
201 1 

Jan-I1 4 98 
F e b l  I 4.84 
Mar-1 I 4.75 
Apr-I 1 4.61 
May.11 4.60 
Jun-1 1 4 59 
Jul-11 4.56 
Aug-11 4.55 
Sep-11 4.65 
Oct-I 1 4.76 
NOV-I 1 5.02 
Dec-I I 5 24 

Average 
2011 $ 4.763 

Summer 
2011 $ 4.617 

EIA Prices 
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Short-Te 
SwptembBr 8,2010 Release 
(Nexf updale Ocfobar 13. 2010) 

Natural Gas 

US. Narural Gas Consumption. EIA expects total natural aas consumpUon will increase bv 4.0 percent from 
t r  
generation and industrial sectom account for the bulk of the Droiected Increase in consumption in 2010 over - 2009. 

Pmlected consumption of natural aas for Dower oeneration arowa by neadv 1.3 Bcfld to 20.2 Bcfld in 2010. 
The use of natural aas for electric Dower aeneration sumed this Year because of the 23 percent Increase in 
US. coolina deame- days. resultinn in an over 300 Bcf (1 1 Dercentt increase in natural aas consumntlon in 
the Dower aeneration sector over h e  last 4 months compared with the same period last year. Prolocted 
natural aas consumption In the power aeneration sector falls bv 0.4 Bcfld (2.0 percent) next vear because of 
the expected-return to near-noma1 s u m m e ~ t e m ~ r e s ~  

Projected use of natural gas in (he industrial seclor also grows slgnificanliy in 2010, Increeslng by 6 4 percent from 
16.8 Bcfld in 20m lo 17 9 Ed/d in 2010. Forecasted induslrial-sector consumplion growth slows l o  1 2 percent in 
2011 as the projected increase in the nalural-gas-weighted induslrial production index slows from 7.0 penenl in 2010 
lo 2.1 percenl in 201 1. 

U.S. Natural Gas PmducUon andlmports. EIA predicts total marketed natural Pas Dmduction will increase by 
1.2 Bcfld f2.1 wrcentl to 61.2 Bcfld In 2010. Prolected Droduction declines aradualiv In 201% fallina bv 1.2 
Bcfld (1.9 percent) as relativelv low nrlces depress ddllina actlvitv. 

A toial of 7.9 Bdof nalural gas production was shut in because of hwdcanes during June, July. and August 
compared wilh EIA's original projection of 57.4 E d  for those 3 months. Nevertheless, the next 2 months are typlmlly 
the heighl of lhe hurricane season and additional oulages are included in lhis forecad. Based on lhe lalest NOW 
hurricane forecesl, during the final 3 months of Ihe hurricane season thls forecast indudes 66.3 Rcf in outages wilh 
almost lwo-lhirds of ihal tolal occurring In September. 

EIA forecasts gross pipeline imports of 9.2 Edld in 2010, an increase of 1 3 percenl fmm 2009 Forecasled imports 
of liquefied natural gas (LNG) average 1.25 BcUd In 2010 and 1.32 Bdld in 2011. Low U.S prices have discouraged 
imports, and ampla domestic natural gss production has reduced Ihe need for large quantities of LNG despila 
signHicanlly higher consumplion. 

~ 

Global Crude Oil and Liquid Fuels 

Crude Oil and LfquldFuefs Overview. For the third month in a mw.EIA's view of lhe world oil market remains 
laraelv unchanaed. Despile a slight reduction in forecast global demand growlh and the drop in world oil prices In 
recent weeks, (he projected gradual reduction in global oil inventories over the forecast period should lend support lo 
firming oil prices Wodd oll prices are exwcted to rise slowlv as alobal economic srowth leads to hlaher 
global oil demand. amwth in non-OPEC oil supnlv slows In 2011. and members of the OraankaCion of the 
Petroleum ExDorUnn Countries (OPEC) continue to S U D D O ~ ~  world oil edces. 

EIA prolects that the West Texas Intermediate MI) spot orice. Which averaaed $77 oer barrel In Auaust, will 
averaae $77 Der barrel in the fourth Quarter of 2010 and $82 Der barrel In 2011. ellahtlv below the forecasts In 
last month's OuUook. 

27 
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10/19/2010 

Ouko Energy Kenlucky 
Hedging Program 
Current PoslUon 

Syslern Hedqed to Dale N e x i T ~ e t ( 1 0 / 3 1 / 1 ~ ~  
Delivery - SUPPIY Total Required Niowcd 
Mona DWmo DWday DVllmo dllUday dudday 

Target Levels By Odobm 31,2010 
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COMPARISON OF HISTORIC SPOT 8 PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

Nov 
. Dec 
Jan 
Feb .. 
Mar 

.... .... 
.- - 
.............. 

........... 
.Aer ." . 
wrs... 

h!!V" " 

see... 

June 
July 
......... .._.. 

"... . 

Oct .-...... .. 

Historic Price: 
NYMEX( -- 

5-yr. avg. 
DYOW9/10 

$7.80 
$7.62 
$7.28 
$7.28 
$6.61 
$6.49 
$6.37 
$6.72 
$6.63 
$6.92 
$6.10 

$4.29 
$4.49 
$5.81 
$5.81 
$5.27 
$4.82 
$3.84 
$4.27 
$4.16 
$4.72 
$4.77 

2 Mon 

NYMEX 
19-0ct-~O 

$3.431 
$3.870 
54.130 
$4.165 
$4.122 
$4.095 
$4.130 
$4.189 
$4.256 
$4.303 
$4.326 
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Earthsat's 30-60 Day Outlook 

0 -0.9 to 0.9 

Only marginal tweaks 

a rn;-rlorri 1 it ate d o t i  tlo - K ,v c r;* I I 

There was jus1 a Jighl warm change in the November outlook wlh the 
belows hedged back a bit across Western Canada Olhewse. the outlook 
remains the same wlh wdespread above normal temperalures across !he 
majonty of the US wlh a focus of the strongesl warmth over Ihe soulhern 
Plains The forecasl is still based pnmanly on the strengthening La Nina. wlh 
the Nino 3 4 region of the Paufic now a1 -1 8C below normal The most 
recent ME1 value for Aug-Sep was -1 99 which is a record for that limeframe 
and is the lows1 reading of any tfme period since 
1955 Looking a1 the five slrongesl ME1 years 
(1954, '64 '70. '73 and '88) since 1950 only 1970 
saw more HDDs man normal natronwde for 
November (and 1970 was very dose to normal) 
The composite map for those years is seen lo the 
nghl 

lNov GWHDD** Forecasts '1OY Normal updated to i ~ ~ a s  I 

MDA Information Systems, Inc GO1 1 Execrllive Blvd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 Fax (240) 833 8301 
wlvw.nidafederal.com/wx/ 0201 0 I3060 Day-Outlook, Version 2.11 
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Earthsat’s 6-1 0 Day Forecast-Detailed 
7. 

Tuesday, October 19,2010 
Forecaster: BH/AC Earthsat Weather 

Forecast Confidence: 6 

Today’s Forecast: 
Stronger Cool Down Occurs In West 

‘Warmer Ternipi-racura!s 3t!ik$ into b1or;hcast Late 

Cooler risks lie in the Upper Great Lakes and Northeast during 
the onset of the period, but risks quickly switch to the warmer 
direction for the second half of the period as strong southerly 
flow sets up in these areas llnder that warm risk, more wide- 
spread much aboves may occur. The East Coast may stay 
warmer late, particularly with the chance for an additional day of 
much abave normal temperatures at period’s end Meanwhile, 
a stronger cool down may take shape in the West as depicted in 
the operational models More much belows could reach the 
Mid-Continent at period’s end. 

Forecast Confidence: 7 

Forecast Confidence: 5 

a A +3F to +4F A +5F to +7F MA +8F to +14Fm SA +I5 or Higher 
I%fI B -3F to -4F M B -5F to -7F MB -8F to -14F m SB -15 or Lower 

MDA Information Systems, lnc. 601 1 Executive Blvd., Suite 400, Rockville, MD 20852 Pel (240) 833 8300 (backup: 301- 231-0664) 
Fax (240) 833 8301 www mdafedcral.corn/wx/ 0201  0 [Morning Basic-Page 3, Version 2.1 1 
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rage I or I 

Local forecast by 
"City, St" or "ZJP" 

I 9  
Alternate versions 

Get Storm Info 
Text-only I PDA I Cell 

Satellite I Radar 
Aircraft Recon 
Advisory Archive 
Experimental 
Mobile Products 
E-mail Updates 
AudiolPodcasts 
GIS Data I RSS a 
Help with Advisories 

Marine Forecasts 
Atlantic and E Pacific 
Analysis Tools 
Gridded Marine 
Help with Marine 

Hurrtcane Awareness 
Be Prepared I Learn 
Storm Surge 
Frequent Questions 
Research 
Hurricane Hunters 
Saffir-Simpson Scale 
Forecasting Models 
GlossarylAcronyms 
Storm Names 
Breakpoints 

Hurricane History 
Seasons Archive 
Forecast Accuracy 
Climatology 
M o s t  Extreme 

About the NHC 
Mission and Vision 
Personnel I Visitors 
NHC Virtual Tour 
Library 
Joint  Hurr Testbed 
The NCEP Centers 

Contact Us - Help 

Atlantic Tropical Weather Outlook 

000 
ABNTZO PNHC 1 9  1 157 
TWOAT 
T R O P I C A L  WEATHER OUTLOOK 
N W S  T P C / N A T I O N A L  H U R R I C A N E  CEN'PEP M I A M I  FL 
800  AM EDT T U E  O C T  1 9  LO10 

FOR T H E  NORTII A T L A N T I C . .  . C A P I B E E A N  S E A  AND THE GULF O F  M E X I C O  

A LARGE LOW P R C S S I J R E  S Y S T E M  I S  LOCATED OVER THE NORTHWESTEHN 
( 'ARIRREAN S E A  ABOUT MIDWAY BETWEEN HONDIJRAS AND T H E  CAYMAN I S L A N D S .  
SHOWERS AND THIINDERSTORMS HAVE RECOME A L I T T L E  B E T T E R  O R G A N I Z E D  
ACID E N V I P O N M E N T A L  C O N D I T I O N S  ARE W N D U C I V E  FOR SOME A D D I T I O N A L  
DEVELOPMENT OVER T H E  NISX'P C O U P L E  O f  DAYS.  T H E R E  IS A MEDIUM 

4 0  P E R C E N T  . . O F  T H I S  D I S T U R B A N C E  BECOMING A T R O P I C A L  
DLIHING 'THE NEXT 4 8  HOURS AS I T  MOVES TOWARD T H E  

NORTH-NORTHWEST AT 5 TO 1 0  MPH. AN A l R  FORCE R E S E R V E  U N I T  
P E C O N N A I S S A N C E  A I R C R A F T  I S  SCHEDULED T O  I N V E S T I G A T E  T H I S  S Y S T E M  
T H I S  AFTERNOON.  . I F  N E C E S S A R Y .  

ELSEWHEHE T R O P I C A L  CYCLONE FORMATION I S  NOT E X P E C T E D  DIJRING T H E  
NEXT 48 HOURS 

55 
F O P E C A S T E P  S T E W A R T / C A N G I A L O S I  

1_-11-.----- __-I__-._____1 --._-_. ~ --.-- I -- 
Quick Navigation Links: 

NHC Active Storms - Atlantic and E Pacific Marine - Storm Archives 
Hurricane Awareness - How to Prepare ' About NHC - Contact U s  
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Stocks in billion cubsfeet  ( s a )  Historical Comparisons 

Region YearAgo(l0/08/09) 5-Year (200s-Zoos) Average 
10/08'10 10'01/10 Change Stocks ( E d )  4b Change Slocks ( E d )  4b Chvngc _ _  
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l'age 1 o f 1  

Producing 1,124 

G9 U S Energy Information Administration 

Weekly Natural Gas Storage Report 

Independen1 Slalistcs and Analysis 
Home , HaturalGsr ' W e e k l y  Natural Gas Slorage Report 

1.082 968 16 1 4 7  1,180 

Total 3,590 3,499 
- 

9 1  3,708 -3.2 3,343 7.4 

S u m m a r y  
Working gas in storage was 3.590 Bcf as of rriday, October 8, 2010, according to EIA estimates This represents a net 
increase of 91 Bcf from the previous week Stocks were 118 Bcf less than last year at this time and 247 Bcf above the 5- 
year average o f  3,343 Bcf I n  the East Region, stocks were 40 Rcf above the 5-year average following net injections of 43 
B d  Stocks in the Producing Region were 156 Bcf above tile 5-year average of 968 Bcf after a net Injection of 42 Bcf 
Stocks in the West Region were 51 Dcf above the 5-year average after a net addition of 6 Bcf At 3,590 86, total working 
gas is  wltliin the 5 year historical range 

Woiku," Cas in Uiideigiouncl Stoiage Conigmed wnlr 5-Ycar Rmse 

Data 
Historv (YLS) 

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

References 
(XLS) 

Methodology 
oilfercnces Between Monthly 
and Weekly Data 
Revision Poticy 

Related Links 
Slorage Basicl. 

Natural Gas Weekly Update 
Natural Gas Navigator 

Note: The shaded area indicates the range between the hlstorlcal minimum and maximum values for the 
weekly series from 2005 through 2009. 
Source: Form EIA-912, "Weekly Underground Natural Gas Storage Rcport:' The dashed vertical lines indicate 
current and year-ago weekly periods. 

Privacy/Security I Accessibil i ty I Copyr ight  & Reuse + Contact Us i Feedback I Careers i About E I A  

Fedstats I tJSA.gov i Department of Energy 

/ k  
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PlRA 
North American Gas Price Overview 

Per MMBTU 
September 27,2010 Release 
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September 27, 2010 NATURAL GAS 

GAS PRICE SCORECARD: NOVEMBER 2010 - MARCH 2011 
Bearish Neutral Bullish mmm 

The post-March slowdown of production growth has been 
replaced by a clear-cut acceleration that points to dry gas 
production mopping 60 BCFlD in 4010. Horizontal gas rig 
counts are the driving force. 

LNG Imports have dropped to contractual minimums with 
little change foreseen In the months ahead since Henry Hub 
prices will remain too low to justify sales into the GOM. 

As we had expected, widening storage deficits caused a re. 
direction of supply away from exports, and net shipments to 
the U.S. have moved to sizable YPI deficits. 

I ’.’. Production E 

I 
I 
I 

L.NG imports [-7 r--J m 

Canadian Exports CI] 

I Mexlco’s IMEF monthly survey has been relatively flat over 

;of demand would push dependency on US. supply higher. 
Mexican Pipeline h p O &  0 the past several months, but stronger structural Y N  growth , 

I 
In the current month, storage refills aro on a pace to top the I i 

The IWM U.S. economic seesaw continues with a decided 
Economy [-I c7 improvement over the past month as opposod to the macro- 

economic signals delivered in July. Volatility is in vogue. 

Further Henry Hub gas price markdowns s h e  last month’s 

within striking distance of 2010 levels. 

The pace of Y N  Industrial gas demand growth Is expected to 
moderate In the months ahead, and PIRA’s indicators of gas 
demand by U.S. manufacturers through August 2010 are in 
step with that assessment 

PIRA’s “Hybrid“ (Le. tho average of 30-year and IO-year 
normal HDDs) points to small 4Q10 Y N  losses widening to 
lamer dcelinns In 1011 

ElecfriC Generation LT E] report have helped future gas-fired EG to move higher and 

/nduSfrja,Sector f-7 r-, 111 

Res/Com Heating r? k ? l  r] 

NYMEX futures have been range bound due in part to 
offsettlng position shifts held by commercial and non- 
commercials. Net noncommercial shorts increased over the 
past few weeks. but the related bearish price pressure was 

NYMB( prices and SpeCUbf;On I$I a a 

month’s forecast but tha Y N  percentage markdowns relative to 
NYMEX gas futures are extremely similar. The intensive pace 
of horizontal gas drilling over the past month sets the stage for 
even more bearish US. fundamentals next year than before. 

Price outlook a 
- . -- -------l_-l_--____- 

PlRA Energy Group, 3 Park Avenue, 2kjrn Floor. New York. NY 10016-5989 vel) 212686-6808 (Fax) 212-686-6628 www.pira corn 
For authorized subscribers only. Copyright 0 2010 PIRA Energy Group Ail rights reserved 
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Gas Daily 
Friday, September 24, 201 0 

Analyst eyes late 2012 for gas price recovery 

US gas supply and demand,are expected to remain out of balance throuqh the end of 2012, 
keepinq downward pressure on prices, a veteran energy analyst said Thursday at Platts’ Pipeline 
Development and Expansion Conference in Houston. 

According to Wood Mackenzie Vice President Ed Kelly, drilling to hold acreage for production, 
along with cash-and-carry agreements with joint-venture partners and asset sales, are keeping 
gas flowing despite bearish price siqnals. That situation wil l begin reversinq itself starting in the 
fourth quarter of 2012, when “price alone will have to support production,” he said. 

Until that point, however, the US qas qlut is expected to remain, leading Wood Mackenzie t o  
reduce its forecast for 2011 from above $5/MMBtu last month to $4.58/MMBtu. 

Given the ongoing domestic production boom, particularly in shale plays, imports of gas from Canada 
or abroad are likely to decline due primarily to a lack of demand, Kelly said. 

“We’re now calling for a peak of 2 BcWd of liquefied natural gas imports into the US next year, then a 
steady decline, so it is almost irrelevant on the supply side,” he said, comparing that figure to previous 
estimates of up to 4.5 Bcfld of LNG imports by the middle of the decade “The LNG wave has become a 
trickle ” 

- to take advantaqe of  an increasing price spread between gas and oil. The upshot, Kellv said, is  
that the rate of return for drv qas production wil l have to increase in order to entice producers to 
shift capital budgets back toward gas. 

“Current riq counts don’t reflect sustainable supplv qrowth eauilibrium.” he explained. “But 
they won’t really change in 2011. It’s not until 2012 that the cure really begins to take hold. Demand 
growth begins to take up around the same time .. with positive gas demand growth in power generation 
[by 20131. And by 2015 it‘s sort of off to the races.“ 

generation wil l qrow throuqh 2020 as coal-fired plants are retired as part of a long-term trend of 
coal-to-gas switching. 

More than 20 GW of coal-fired power is set for retirement through 2020, five times more than was 
retired in the 199Os, Viswanath said And that number could reach as high as 40 or 50 GW as changes in 
Environmental Protection Agency rules force older, less-efficient coal plants to be taken out of service, 
she said 

Kelly concurred with that assessment, putting Wood Mackenzie’s forecast at 47 GW of coal-fired 
generation switching to gas over the next 10 years. He added that once the market begins to re-balance 
itself, the large reserves in shale plays will keep the market from switching to a gas shortfall thanks to the 
20 Bcf/d being added to domestic supply by 2020 -- Joshua Starnes 

The extended low-price environment is likelv to keep producers focusina on  natural gas liquids 

In fact, Credit Suisse analyst Teri Viswanath said at the conference, gas demand for power 
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Gas Daily 
- 

Friday, October 15,2010 

As price spreads widen, ‘gas is an afterthought’ 

With the price.spreads between natural qas, crude oi l  and natural gas liquids at histor&allv wide 
levels, exploration-and-production companies have embarked on a liquids-drillinq frenzy, causinq 
G l u t  of associated gas that continues to drive prices lower. 

Yet several producers have said they could make a tidy profit even at sub-$l/MMBtu gas prices as 
the combination of higher liquids prices, an influx of jointsenture capital and the need to keep 
drilling to  hold leases have made them relatively insensitive to the depressed gas market. 

“Gas is an afterthought,” said-RBC Capital Markets analyst Scott Hanold. “The productivity of 
liquids is making a qood return on  its ow* 

Historical NYMEX prices show the gas-oil ratio is now at one of its widest levels in five years Qn 
Wednesday, the November NYMEX gas futures contract settled at $3 696/MMBtu, while November 
NYMEX crude futures settled at $83 Ollbarrel, bringing the oil-to-gas price ratio to 2340-1 The year-to- 
date average ratio stands at 1840-1 when comparing the prompt-month NYMEX gas futures contract 
against the similar prompt-month crude contract 

Year-ago levels show the oil-to-gas price ratio at 16-to-I, while the five-year average is 1240-1 

Additionally, as of Wednesday the spot price of purity ethane, the NGL of choice for the petrochemicals 
industry as a feedstock, averaged 58.5 centslgallon, down 20% from-year-to-date levels but still at a 
premium to the 53.75 cents/gallon a year ago and 43.75 cents/gallons in 2008, according to Platts 
assessments. 

A slew of  analvst estimates of breakeven prices show liquids-rich plays are lowerinq the bar at 
which gas drilling is profitable in spite of depressed qas prices. 

The most recent estimates from Credit Suisse show four unconventional plavs could break even i f  
NYMEX gas prices fall below $3.60/MMBtu: Texas and Oklahoma’s Granite Wash, South Texas’ 
Eagle Ford, the southwest portion of the Appalachia-based Marcellus Shale, and Oklahoma’s 
Cana Shale, all of which are liquids-rich. 

As such, producers have been allocating their capital expenditures more toward oil-rich plays and shifting 
some rigs away from dry-gas shale formations 

The rig counts in states that hold such plays have seen explosive growth, Baker Hughes statistics show 
In Texas, there are now 368 rigs operating, up from 244 a year ago. Similarly, in Pennsylvania -where 
producers are hastily moving rigs from dry to wet gas patches - the rig count was 122 as of October 
1, compared with just 66 a year earlier. 

The stout rate of return that liquids promise seems to be one of the primary motivations for producers 
traditionally focused on gas 

- At Petrohawk Enerqv’s Hawkville Field in the Eaqle Ford, the company gets a 50% rate of return 
with $4/MMBtu gas, President Dick Stoneburner said recentlv. In another Eagle Ford field even 
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richer in liquids .-the Black Hawk.- Petrohawk is getting more than a 200% rate of return at 
- current p r i c e m l s ,  Stoneburner said. 

Banking on returns like those, companies such as Chesapeake Energy have also aggressively moved 
their operations toward oilier plays, with CEO Aubrey McClendon pledging on Wednesday that the 
company would become one of the top five oil producers in the U S  

Chesapeake executives also indicated that the firm’s liquids output is expected to grow 79% next year 
and 21% in 2012, as increased drilling activity in the Eagle Ford and other liquids plays drives oil 
volumes. The Oklahoma-based company forecasts its 2012 oil production at between 38,000 and 44,000 
barrelsld, double the 19,000 barrelsld expected this year. 

Additionally, capital partners have strongly indicated their preferences for such plays, with almost half of 
the merger-and-acquisition deals done this year alone transacted in liquids-rich fields Some $8 6 billion 
of the $19 billion invested by joint-venture partners in shale plays overall this year is going toward Eagle 
Ford-centered deals 

Because of this influx of outside capital, most E&Ps, particularly in liquids plays. have their capex 
budgets for this year and next covered, spurrinq them to acquire an increasinq amount of acreaqe 
and become even more aqgressive with their drilling Programs. As such, natural gas prices are 
set to remain depressed throuclh at least 2011, several analysts said, and some are even PushiLZg 
--- that timeline further back to 2012 as more deep pockets emerqe. 

Indeed, there have been indications producers are willing to accept gas prices far below the current 
NYMEX strip 

Last week, Chesapeake sold some of its Barnett Shale production to a unit of Barclays for $1 15 billion, a 
deal that essentially signaled its willingness to accept a gas price of $2 95/MMBtu for the next five years 
Societe Generale analyst Laurent Key said the deal still allows Chesapeake to make 50 centslMMBtu 
even at that price level 

Analysts cautioned, however, that several factors could hinder the race to drill liquids, including a possible 
ethane glut and a cutback of dry gas drilling that could narrow the huge gas-oil price spread 

Approximately 900,000 barrelsld of new ethane production has come on line since 2009, with another 
100,000 barrelsld expected next year, according to industry analysts 

While midstream outfits have announced a slew of projects targeted at moving liquids further downstream 
or adding fractionation capacity, they will only begin to come on stream in the middle of next year 

Petrochemicals market sources, however, told Platts they were skeptical of any serious price impact such 
a glut could have, saying there is still strong demand for ethane along the Gulf Coast 

In a research note released Monday, Morgan Stanley analysts reinforced this sentiment, noting that even 
if the price of ethane fell to 30 centslgallon -- a level not seen in the past five years, Platts data shows -- 
the resulting change in the price of crude would be a drop of no more than 6%. 

Analysts also warned the gaping price differentials might eventually contract as the flagging NYMEX gas 
strip ultimately urges some companies to cut production significantly. 

Credit Suisse’s director of natural qas research, Teri Viswanath, noted thatrounhlv 20% of gas 

!4/MMB t u. 

“Price does matter - price always matters,” Viswanath said. “Until we get back to  a $5IMMBtu or 
$G/MMBtu environment, production will decline.” -Samantha Sank  Maria, Eunice Bridges 

roduction is taking place in lower-cost shale plays, while others reauire qas prices upwards of 
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Gas Daily - 
Tuesday, October 5,2010 

AGA: Winter supply picture ‘very, very strong’ 

Gas supplies are adequate to meet consumer needs this heating season even i f  the US 
experiences a repeat of last winter’s record demand, the American Gas Association said Monday 

“The market is robust enough to meet that demand from a physical standpoint, and clearly prices are 
lower than what we saw two years ago,” said Chris McGill, AGA’s managing director of policy analysis 
“And we don‘t see a significant change in that going forward ” 

The utility trade group expects an estimated 2 838 Tcf of gas consumption this heating season, including 
964 Bcf, or 34%, from residential customers; 514 Bcf, or l8%, from commercial customers, 630 Bcf, or 
22%, from industry; and 540 Bcf, or 20%, from electric power generators. 

On the supply side, AGA expects the US to draw on about 2 875 Pcf this winter, including about I 8 Tcf, 
or 62%, produced from U S  wells, 830 Bcf, or 29%, pulled from storage, 230 Bcf, or 8%, of net imports 
from Canada, and 40 Bcf, or 1 3%, imported via liquefied natural gas terminals 

“The supply picture seems very, very strong rinht now,’’ McGill said. “You‘d have to build an 
incredible disaster scenario for the cominq winter heating season to believe that we’re not qoing 
to  be able to  phvsically supply the market this y s  

At the same briefing in AGA’s Washington office, the National Energy Assistance Director’s Association 
made the case for holding steady federal funding to the Low Income Home Energy Assistance Program 

“The averaqe benefit for LIHEAP is about $500, which doesn’t sound like a lot  of  money,” said 
Mark Wolfe,,@.group’s executive director. “But if you’re living from paycheck to paycheck or  
unemployment check to unemployment checkl&t’s the amount of money that gets YOU through 
the winter.’’ 

Wolfe said the program is serving 8.8 million households, about twice the beneficiaries it had two 
ygars ago.” The reason the number’s doubled is pretty straightforward - the economy has really 
tanked,” he said. 

Next year, the program could see its funding cut from $5 1 billion to $3 3 billion, if a congressional 
conference committee uses the figure approved by the Senate. The House version would keep it at $5 1 
billion 

-- 

Wolfe said states and AGA asked for $7.5 billion, which he quickly learned would be impossible given the 
tight budget. But he said holding it at the current level is essential A survey of families that received 
energy aid last year found that 61% said it prevented shut-offs, compared with 54% in 2008 

“What that really means is the money made a difference in a very tough period,’’ he said “LIHEAP is 
clearly making a difference It’s not a big program like food stamps, but it‘s the kind of program that helps 
people deal with this very difficult bill that comes in the winter ” - hlleghan Gordon 
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Gas Daily 
Wednesday, October 6, 2010 

NGSA: Balanced market to mean stable prices 

Gas prices should iemain relatively stable this winter as robust production meets higher demand 
from the industrial and electricity sectors the Natural Gas Supply Association said Tuesday 

“Our fundamental theme for this year’s outlook is market resiliency,” said Steven Kirchhoff, NGSA 
chairman and ExxonMobil Gas and Power Marketing’s vice president for the Americas :‘We have a 
strong production story, a strong supply story. We’re at some of the hiahest levels we’ve seen in 
several decades, and expectations are for those levels to stay relatively stable.” 

In its 2010-201 1 winter outlook, the trade group for US gas producers predicted overall average demand 
of 79 8 BcWd from November through March, up 2 4% from last winter Most of the surge is expected to 
come from a 5% increase in industrial demand to 20 3 Bcf/d and a 7% uptick in electricity generation 
demand to 17.3 Bcf/d 

At the same time, NGSA said some of the highest domestic production rates in years should keep prices 
stable. The forecast calls for 57 5 Bcf/d of average winter production, or 4% more than last year, along 
with higher annual well completions and rig counts for the period and a modest rise in liquefied natural 
gas imparts. 

“We expect enough supply to come on board to  put downward pressure on natural gas prices 
over the winter,” NGSA President and CEO Skip Horvath said 

Meanwhile, the group expects flat pressure on prices from the “strained” economic recovery, 
nearly normal weather conditions and strong, but not record setting, storaqe levels. “Assuminq 
we don’t get any large weather extremes, more than what we anticipate, we actually think we can 
- handle some pretty wide fluctuations in the weather with steady prices,” K i r c h h o f f e  

Morvath said the industry added three times the storage capacity from 2006 to 2010 that it did three years 
earlier, half of which is in salt dome caverns that can be cycled dozens of times a year and are therefore 
“great for power generation ” 

“While it‘s slowing down, we just went through a burst of storage activity,” Horvath said “That’s the 
market telling us something That’s the market expecting natural gas to be used in a very flexible way ” 

Factors that could skew the NGSAs predictions include the extent of the economic revival in the industrial 
sector, levels of coal-to-gas switching and the global availability of LNG. 

“The important takeaway is the apparent strength and stability of supply along the entire natural gas value 
chain,” Kirchhoff said - Meghan Gordon 



Case No. 2008-175 
Attachment A 
Page 208 of 334 

Jan-08 
Feb-08 
Mar-08 
Apr -08 
May-08 
Jun-08 
JuI-08 

Aug-08 
Sep-08 
Oct-08 
NOV-08 
Dee-08 

Average 
2008 

Summer 
2008 

Winter 2008- 
2009 

7 99 
8 54 
9 41 

10 18 
11 27 
12 69 
11.09 
8 26 
7 67 
6 74 
6 68 
5 82 

$ 8.862 

$ 9.700 

$ 5.242 

. redging Meeting-I 0-20-201 0.xlsm 

Energy Information Administration 
Henry Hub Pricing 

Per MMbtu 
October 13,2010 Release 
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May- 10 
Jun-IO 
JULIO 

Aug-IO 
Sep-IO 
Oct-10 
NOV- 10 
Uec-IO 

Average 
2010 

Summer 
2010 

Winter 2010- 
201 1 

2 Y  
10120/2010 

5 83 
5 32 
4 29 
4 03 
4 14 
4 80 
4.63 
4 32 
3 89 
3 85 
4 20 
4 44 

$ 4.478 

$ 4.237 

$ 4.518 

Jan-I 1 
Feb-I 1 
Mar-I 1 
Apr-I 1 
May-I 1 
Jun-I 1 
Jul-I 1 
Aug-I 1 
Sep-I 1 
Oct-I 1 
NOV-I 1 
Dec-I 1 

4 68 
4 68 
4 59 
4 47 
4 41 
4 30 
4.27 
4 32 
4 47 
4 64 
4 90 
5 25 

Average 
2011 $ 4.582 

$ 4.411 
Summer 

201 1 

EIA Prices 
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Short-Term Energy and Winter Fuels 
Outlook 
O c t o b e r  13, 2010 Release 
(Next update November 9, 20101 

Natural Gas 

U S  Nolural Gas Consumption EIA prolects lotal natural qas consumptlon w(II Increase by 4.6 percent and 0.1 percent In 2010 and 2011, resmcttwek. 
.Consumption of natural qas In  llie Industrial and electric power seclors makes up the bulk of the year-over-year increase In consumption In 2010. 
Projected induslrtal nalurat gas consumplion rises by 7 4 percent in 2010. a r w n  by the projected G 7 percent Increase Nn Ihe nat~tal-yas-\Yeighted itidustrial 

produnton index The lorewsleo 7 6 percent grown in 2010 natural gas consumpiloti in Ine electric po*ver sector 1s panially aue to Ihe very warm summer 
weather. Vrhich lea lo an increase in eieclrictty demaiia for cooltng Esttmated natural gas consumplion lor elenrtc power Inrough August 2010 average0 20 75 
L)illton cubic feel per day (Bcflo) compared wiili 19 23 Bcrld InroJgli August 2009. a 7 9-percenl Increase 

The prolected 0 1 percent increase In total natural qas con5umptlon In 2011 1s the result of about a l.percen1 Increase In resldenlial. commercial, and 
industrlal natural qas consutiiption. offsel by a l-porcent decllne in eleclrlc power sector consutnptlon The projecred iricrease in resldenlial and 
COmmCrCiai COnSunirXlOn nexl vear IS the result 01 a lorecasled 1 7 Percenl increase in U S oooulalion Ne.ohled heallno deoree davs Industrial senor natural 
gas consumplion growth is  driven by the projected 2 percent Increase in the natural-gas-weighied rndustriaiproductton &de; Despke a slight decrease (0 3 
percent) in electricity consumption in 201 1, projected electrtc-power-sector natural gas consumption falls by 1 percent primarily because of forecasted increases in 
nuclear and renewable based electricity generalton 

U S  Natural Gas Production and  Imports. Marketed natural 48s production In the lower48 states Is expected to rise by 3.5 percent this vear. EIA 
eXPeCtS total U.S. marketed natural qas production to decrease by3.5 percent in 2011. iess than the 1.9 percent reduction forecast In last month’s 
Outlook. 

EIA forecastsqLoss plpeline imports of 9.2 Bcfld in 2011, an increase of 1.5 percent compared with 2010. Forecasted imports of liquefied natural qas 
lLNGl averaqe 1.23 Bcfld in 2010, a sliqht decline from 2009 levels. Growing domestic production and low U.S prices relative to European and Asian mahels 
have discouraged LNG imports Nevertheless, EIA expecls LNG imports to grow slightly in 2011 to 1 32 Bcf/d. a 7-percent increase 

Global Crude Oil and Liquid Fuels 

Crude Oil and Liquid Fuels Overview. As member states of the Organization of the Petroleum Exporting Countries (OPEC) prepare to meet on October 14 io 
discuss market conditions, lhey face an oll market outlook larqely unchanoed from the previous few months m i l e  commercial oil inventories in the 
Organization for Economic Cooperation and Development (OECD) countries remain high, floating oil storage has been declining. and EIA believes that a gradual 
projected reduction in OECD oil inventories over Ihe forecast period should support firming oil prices The economic outlook has also remained substantially the 
same, with Asian countries continuing to lead global economic growth World oil prices are expected to rise qradually as qlobal economlc growth leads to 
higher alobal oil demand and qrowth In non-OPEC 011 supply slows In 2011. EIA expects OPEC production will rise over the forecast perlod. keepinq 
011 Prices from increaslnq dramatically. Should OPEC not increase produclion as global consumption recovers, oil prices could be significantly higher than Ihe 
central forecast Conversely, should Ihe global ewnomic recovery be slower than expected. prices could be lower than our forecast 
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Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2010..11 

% 
DthlDay System 

November Decembzr January February March Total Supplv 

System Supply 

Duke Enerqv K e n w  

Total 
System Supply 

Duke Enerqv-Total 

Total 
Previously Hedged 
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Long 

Long 

Long 

Gas Commercial Operations 
Hedglng Program 

Markel Indicators Summary 
November 18,2010 

GAS PRICE SCORECARD: January-March 201 1 PIRA's price ouUook is 
par ish "NYMEX contract lows between =an- looks fully 
justified by the pace of storage builds The outlook for t Q l 1  storage 
accirdingly has jumped to unmatched high levels." 

A retuni to more iionnal weather. coupled with continued increases in gas 
production Earclays Capital cutung their price forecast for 201 1 below 
54iMMElu Wthoul a drop in US rig count below 000, currenl price level 
will likely continue for at ieasl the nexl year and possibly longer 

US gas prices are expecled to remain in the $4/MMBlu area for the next 
couple of years as industrial demand remains son and production remains 
robusl. About half of Nolh America's shale gas is econornically recoverable 
at S5iMMEtu with a 14% to 16% return on equity. 
US gas supplies will be 3 Bclld higher in 201 1 than 2010 and, without 
extreme weather, prices are "heading for another train wreack" next year 

16-17 

I_ 

19 

Page 
Ref 

_I 

Comnienls Pnce 
___ 

- I 

Weather 

12 
February 201 1 lor large portions of the CONUS Long Term rorecast (Dec 10-Feb 11) 

Mid Term Forecast (30-80 days) 

_ _ _ ~  

Short Term Forecast(6-10 days) 
-- 

EIA Weekly Slorage Report 

-~ - lnduslry Publications . 

Energy Information Administration 
Summer2011: $4.180 
WnferZOlall l $4 036 

Technical Analysis - 

1 PlRAEnergy 1 
Summer 201 1 
Wlnler 201011 1 

Pointing lo robust production and slorage levels, along with mild weather 
Long and the absence of significanl hurricane activity. EIA slashed its gas price 

estimates + 
22-24 

- . _ _ _ 1 _ 1 _ ~ - -  

--..-."___IIp--------- 

Gas Daily 

EIA expects total marlteiedaturai gas production to incease by 2 5% in 
2010 and decease by 1 2% In 201 1 The drop in 201 1 is a rcsull of a 

production in 201 1 is due to lhe 2010 drilling moralorium and the projected 

EIA expects WTI nude oil to average about $83 per barrel for the winter 
(Od 1-Mar 31) a $5 50 per barrel Increase over last winler Growth in 

yeaZs world oil consumplion have led to an expected world consumption 
growth of 2.0 million bbWd for 2010. 

SUPPlY t Long 13 5% production decline in GOM pmduction The decline in GOM 27 

____.-_-____ increase in humcane-induced production outagcs. -- 

Oil Market Long global oil consumption remains strong Conlinued upward revisions of IhiS 27 

~ _ _ _  -4 

I +  
Gas Daily 

I Gas Daily I t  

winter." 

"Even lhough we've got lhis big pressure of the oversupply sitting on top of 

can go up regardless of the fundamentals " 
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1 1 / 17/2010 

Duke Energy Kentucky 
Hedging Program 
Current Position 

System - Hedged to Date __._ Next Target (3/31/11) 
Total Required Allowed 

Month Dth/mo Dth/day Dth/mo dth/day dth/day 
Delivery SUPP'Y- ___.___ 
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NYMW 

5-yr. avg. 
(OWO649/10) 

$7.62 
$7.28 
$6.61 
$6.49 
$6.37 
$6.72 
$6.63 
$6.92 
$6.10 
$5.43 
$5.13 

COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRKES 

- Closing Price 

Last Year 
(2009-2010) 

$4.49 
$5.81 
$5.27 
$4.82 
$3.84 
$4.27 
$4.16 
$4.72 
$4.77 
$3.65 
$3.84 

Dee 
Jan 
Feb 
Mar 

.............. 
............ 
................. 
................ APr 
................ May 

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

................ SeP 

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

Oct 
Nov $5.69 I $3.29 11 

2 Mc mth Avg $6.42 $4.41 

$3 870 
$4 220 
$4 240 

$4.180 
$4.150 
$4.030 
$4.060 
$4 120 
$4.270 
$4.450 

$4. I ao 

$4.760 
$4.21 I 
$4.180 

-- 

NYMEX- 
17-Nov-I 0 -_. 

$3.950 
$4.1 07 
$4.107 
$4.076 
$4.053 
54.086 
$4.1 39 
$4.207 
$4.251 
$4.261 
$4.337 
$4.557 
$4.1 78 
$4.1911 

$4.254 $4.159 I 

- I Hedged Prices 

$4.50 

$4.00 

$3 50 1 $300 

1 Dec Jan Feb Mar Apr May June Juty Aug Sep Oct Nov 
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http://www.cpc.ncep.noaa.gov/products/predic tions/long--range/lead02/off02-temp.gif 11/16/2010 

http://www.cpc.ncep.noaa.gov/products/predic
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Earthsat’s 30-60 Day Outlook 
Wednesday, November 17, 201 0 

EarthSat Weather 

23.0 +2.0 to +2.9 0 +l.O to +1.9 ..s.., @ -1.0 to -1.9 -2.0 to -2.9 5-3.0 

0 9 .9  to 0.9 

De c-2009 926.8 
Oec 2010 Fcst: 

I La N m n  keeps forecast varincr 
than norinat 

~Jan-ZD10  989.5 

MDA Information Systems, Inc 601 1 Executive Blvd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 Fax (240) 833 8301 
~ ~ . m d L f f e d e r a l . c o m / L v x /  0 2 0 1  0 [30-60 Day-Outlook, Version 2.11 

I 3  
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EarthSat Weather 

Earthsat’s 6-1 0 Day Forecast-Detailed 
Wednesday, November 17, 201 0 

Forecaster: BH/AC 

I’ I 
Today’s Forecast: 

Verv Cold Air Presses Into Plains. Midwest Late 
Abovis To Much Abaves For East Through First Half 

A strong cold air mass in western Canada dives into the Plains 
and Midwest by the latter part of the period. Compared to yes- 
terday’s outlook, the cold air mass is a little stronger and faster 
in reaching these areas. Meanwhile, there remains the potential 
for colder readings to exist across the Plains and Midwest in the 
form of more widespread much below to even strong below 
temperatures. The only model appearing to be an outlier for the 
forecast is the European operational model, which dissipates 
this cold air quickly. Timing of the cold air mass into these re- 
gions will continue to be a concern as well. The progression of 
the cold air into the East does occur, but the core of the colder 
air may stay just to the west of the East Coast late. 

Forecast Confidence: 6 

a A +3F to +4F A +5F to +7F MA +8F to +14F= SA +I5 or Higher 

fB B -3F to 4 F  EW B -5F to -7F = MB -8F to -14F 

MDA Information Systems, Inc. 601 1 lxccutivc Blvd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 (backup 301- 231-0664) 
Fax (240) 833 8301 www indalederal.~oin/wx/i/~/ 02010 [Morning Basic-Page 3, Version 2 11 

I 7  
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October 27, 2010 NATURAL GAS 

GAS PRICE SCOR€CARD: JANUARY- MARCH 2011 
Bearish Neutral Bullish mmm 

pullbacks, the potential fora massive 
becoming increasingly likely. PIRA’s 
gas rig reduction of 230 or so from cu 

The global LNG “surplus” Is being absorbed by high 
overseas demand and constralned Russian exports. In 1Q11, 
LNG Imports are forecast to decline by -0.6 BCFID, but a mild 
EuropeanIAsian wlnter poses an upslde risk 

LNG r--, rl 
Canadian exports early next year will depend on the 
uncertain size of storage draws and the pace of WCSB 

production IOSSQS relativo to our Reference Case. 

i 
I 
I 

Canadian 0 production declines. Alberta’s drilling recovery could narrow I 

Slower gas demand growth should mltlgate rising Mexican 

appear weighted toward the downside. 
Mexican Pipeline Imports CJ [I dependency on U.S. supply, but near-term domestic risks 

The expansion in the net noncommercial NYMEX short 
futures position that began in August ended in recent weeks 
likely in deference to uncertainty assoclated with 
temperatures during the approaching heatlng season. The 
threat of renewed selling, however, remains a bearish risk as 
does Increased hedging on the part of producers. 

NYMU(Prices and Specuration ‘’3 

PIRA Energy Group, 3 Park Avenue, 26” Floor, New York. NY 10016-5989 (Tel) 212-886-6608 (Fax) 212-68E-6628 www.plm.com 
For aulhorued subscribers only. Copyright 0 2010 PlRA Energy Group. Ail rights resewed 

lo 

e_- 

http://www.plm.com
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Jan-08 
Feb-08 
Mar-08 
Apr-08 
May-08 
Jun 08 

Aug-08 
Sep-08 

Jul-08 

Oct-08 
NOV-08 
Dec-08 

Average 
2008 $ 

$ 
Summer 

2008 

$ 
Winter 2008- 

2009 

- PlRA 
North American Gas Price Overview 

Per MMBTU 
October 27, 2010 Release 

Jan-09 
Feb-09 
Mar-09 
Apr-09 
May-09 
Jun-09 
JUl-09 

Aug-09 
Sep-09 
Oct-09 
NOv-09 
Dec-09 

Average 
2009 

Summer 
2009 

Winter 200 
2010 

Hedging Meeting--1 1-18-2010.xlsm 

Jan-I 0 
Feb-10 
Mar-I 0 
Apr-I 0 
May-I 0 
Jun-IO 
Jul-10 

Aug-I 0 
Sep-IO 
Oct-10 
NOV-I 0 
Dec-I 0 

Average 
2010 

Summer 
2010 

Winter 2010- 
201 1 

l C  
11/16/2010 

Jan-I 1 
Feb-11 
Mar-I 1 

May-I 1 
Jun- 1 1 

Apr-I 1 

Jul-I 1 
Aug-11 
Sep-11 
Oct-I 1 
NOV-I 1 
Dec-I 1 

Average 
201 1 

Summer 
201 1 

PlRA Prices 



Case No. 2008-175 
Attachment A 
Page 225 of 334 

Page 1 o f 1  

Region 

East 

West 

Producing 

Total 

Weekly Natural Gas Storage Report 

~ - - - ~ - -  - 
Data Historical Comparisons 

E-Year (ZOOS-2009) Average HiQtonl (xLs) 

0 2,087 2,007 2,092 0 2  2,004 4 1  Hinlmuni, and Year A00 Stocks 
5-Year Averages, Maximum, 

-. 
520 516 4 520 0 0  4 7 3  9 9  w-5) 

References 
15 1,198 2 9  1,021 70 8 

_. Methodology 
1,233 1,218 

3,840 3,821 19 3,809 0.8 3,498 9 8  Oiflercnces Beween Monthly 

@ U S Energy information Administration I----- m, 
independen1 Smris~ics and kialysis Glossary 

ti9m9 

Weekly Natural Gas Storage Report 
NiIl!ml Gar , Weekly Nalural Gas Storas Repon 

Rcice$s.SchedUI?: 
SisnY~~LorEmriJ YPdstez 

- ~ I " - ~ . I  I ~ - . - . ~ -  - -___ 
Rdrlised Wowarnbcr 10 Z O l O n I i Z  DO p n i  lEa4fCm l!rnc)forthe WcCkEndmg Novcmbcrd 2010 
Elox1 Releaso borernbt- 18.1070 

Rcvlslon Policy 

Basics 

NalUral Gas 

Natural Gas NaV19JfOr 

Summary  Related Links 
Working gas In storage was 3,840 Bcf as of Friday, November 5, 201 0, according to EIA estimates. This represents a net 
increase of 19 Bcf from the previous week. Stocks were 3 1  Bcf hlgher than last year at thts time and 312 Bcf above the 5 
year average of 3,498 Bcf In the East Region, stocks were 83 Bcf above the 5-year average following no net change in 
storage levels. Stocks in the Producing Reglon were 212 Bcf above the 5-year average of 1,021 Bcf after a net injection of 
15  Bcf Stocks in the West Reglon were 47 Bcf above the 5-year average after a net addition of 4 Bcf At 3,840 Bcf, total 
working gas is above the 5-year historical range 

Worhinv 6.75 t o  ~iideic~tounti storaye comparsci wnrb $-yes m i v e  

4,000 

3,200 

2 . m  
2 2.400 

f 1.600 

2 1,200 

Souice: Eiicruy Iiifoin~alion Ad~nuiletlatioi~. Office of Oi l  and Gas. Foini EM-912 

0 

Note: The shaded area indicates the range between the historical minimum and maximum values for the 
weekly series from 2005 through 2009. 
Source: Form EIA-912, "Weekly Underground Natural Gas Storage Report." The dashed vertical lines indicate 
current and year-ago weekly perlods. 

Pr ivacy/Secur i ty I Accessibil i ty I Copyright & Reuse Contact Us I Feedback 1 Careers I Abou t  E IA  

Fedstats I lJSA.gov i Department of Eneryy 
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I200 

http://ir.eia.gov/ngs/ngs.htmi 11/16/2010 

http://lJSA.gov
http://ir.eia.gov/ngs/ngs.htmi
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Gas Dailv 
./ 

Thursday, October 21,2010 

Barclays: 201 I ‘littered with bearish indicators’ 

A return to more normal weather, coupled with continued increases in gas production from shale 
plays, has analysts at Barclays Capital cuttinq their price forecast for 2011 below $4/MMBtu. 

”The beatings will continue until morale improves,” James Crandell’s team at the investment bank 
quipped in a note issued late Tuesday Without a drop in the US ria count below 800 - something 
Barclays doesn’t see on the horizon - current price lev&will likely continue for at  least the next 
year and possibly lonqer. 

“We expect only a moderate pullback of drilling in 201 1, with the ris count droppinq to 900 by the 
- end of next year.” the report said. “This would yield continued supply growth and leave 2011 more 
oversupplied than 2010. Perhaps more telling, it would carry supply momentum into 2012 as well.” 

As a result, Barclays reduced its 2011 average US spot price forecast by about 4%, to 
$3.94/MMBtu, and cut its 2012 price forecast by 17% to $4.50/MMBtu. “2011 is expected to be 
littered with bearish indicators,” Barclays said. “Agsreqate demand is likely to drop in 2011 I 

larqelv owinq to an assumed returnto normal weather.” 

The bank did predict a slight uptick in industrial demand even as residential and commercial demand stay 
flat next year. That leaves it to the power-generation sector to absorb the surplus gas, meaning 
prices must stay low enough to prompt fuel-switching. “Prices in 2011 will likely be forced to drop 
to levels that chew a hole in the market share of coal,” the analysts said. 

Barclays also cut its long-term forecast for gas prices by IO%,  to 5.25iMMBtu in 2015, again believing 
that drillers will continue producing more gas than the market demands. 

“A turnaround in prices must, therefore, come from a turn in producer actions.” Barclays 
concluded. “While we are not predicting that producers will forever oversupply the market, there 
is no siqn of a meaningful drilling cut on the horizon. Cash prices alone wil l not force the riq count 
lower.” -- Bill Holland 
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Gas Daily - 
Wednesday, November 10,2010 

Gas prices to remain at $4 for several years in oversupplied 
market: analyst 
- US gas prices are expected to remain in the $4/MMBtu area for the next couple of years as 
industrial demand remains soft and production remains robust, a qas market analyst said 
Tuesday. 

Kevin Petak, vice president of gas market modeling at ICF International, said in a webinar that while 
industrial demand dropped off during the 2007-2009 recession, gas production continued to rise as 
unconventional shale gas production took off. 

The Fairfax, Virginia-based analyst noted that gas rigs peaked at 1,500 before the recession and fell 
off to around 700 as $3/MMBtu to $4/MMBtu prices persisted. But in  the summer of 2009, drillinq 
activity bounced to about 1,000 rigs where it has remained over the past year, he noted. 

Even more tellinq is that over the past decade, the mix of vertical and horizontal rigs has changed 
with horizontal riqs now making up 70-80% of the rig activitv in the past year, he said. 

The boon of horizontal drilling in the prolific shales has made it possible for producers to coax more gas 
out of the ground with fewer wells as they discover more efficient drilling methods, he said. 

Petak also noted that about half of North America’s shale qas is economically recoverable at 
$5/MMBtu with a 14% to 16% .return on equitv. 

In the near term, Petak said he sees modest gas demand growth, most of which will come from industrials 
in an post-recession market 

Long term, however, Petak said he expects gas prices to get better as the demand increases from the 
electricity sector. “The total growth in the power sector is expected to double over the next 20 years,” he 
said, adding that the projection is not inconsistent with the 2000-2008 trend before the recession trimmed 
demand. 

By 2025, the growth in electrical load growth and the rebound in the economy will push demand from 70 
Bcfld to 100 Bcfld, he said, noting that supply will grow to meet the demand. 

Meeting that demand should not prove difficult as currently, the North American market has 300 Tcf of 
proven reserves and 3,400 Tcf of unproved reserves, he said. That is enough gas to satisfy current 
consumption levels for 140 years, he said. 

Petak said he expects to see a gradual increase in prices over the next several years to 2020 with 
prices stabilizinq in the $G/MMBtu to $7/MMBtu area. 

“$3/MMBtu to $4/MMBtu is not sufficient enough to make the robust production growth needed over time,” 
he said, adding that producers will have to “run hard on the treadmill” to meet the increased demand over 
the next decades. - Cheryl Buchta 

. .  

i 9  
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Gas Daily 
- 

Tuesday, November 16,2010 

Analyst: Prices heading for 2011 ‘train wreck’ 

US gas supplies will be 3 Bcfld hiqher in 2011 than 2010 and, without extreme weather, prices are 
f’headinq for another train wreck” next year, investment bank Raymond James said Monday. 

Raymond James analyst John Freeman said an analysis of production data from publicly traded 
producers shows gas supplies increasing by as much as 1.5 Bcf/d in the fourth quarter after posting gains 
of 500,000 Mcf/d in the third quarter and 400,000 Mcf/d in the second quarter 

“This fits the (fairly linear) growth trend that we’ve observed since late 2009, with supply growth averaging 
250,000 to 500,000 Mcf/ each month,” Freeman said ” Our back-of-the-envelope math suggests 
September production could be up 500,000 to 1 Bcf/d.” 

Driving the production gains are the large independent 1JS producers, Freeman said, while the 
supermajors are focused on more international projects 

He cautioned the market not to count on a repeat of higher winter gas prices this year, as opposed 
to  last year when intense cold snaps drew down storage inventories quicklv. “Extreme weather- 
related demand sucked about 1.25 to 2 Bcfld out of the system vs. seasonal norms. As such, we 
would expect withdrawals to be meaningfully lower this year under more normalized weather 
conditions,” he said. 

“Simple math tells us that under more normalized weather, we’re actually looking at an 
astonishinq 1.8 to 1.9 Tcf of gas in storane at the end of winter,” Freeman said. 

“$4/Mcf gas? Who cares? Drill, baby, drill,’’ he quipped. ”Maybe that’s not exactly what’s going through 
operators’ minds, but the resiliency of the natural gas rig count over the past seven months has shown a 
considerable degree of inelasticity to natural gas prices.” 

Freeman posited several reasons for the trend: drillers holdina leases through production, 
independents shiftinq to liquids-rich plays, producers increasing hedqing to bolster wellhead qas 
values, and ioint-venture partners carwing the bulk of drilling costs. 

“It’s easier to drill when other people pay for it,” he noted. - Bill Holland 
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as Daily 
Wednesday, November 10,2010 

High gas prices could return despitz glut: ConocoPhillips analyst 
Calling shale a “game changer” has become a cliche in the natural qas world for good reason, but 
- it hasn’t changed the market’s susceptibility to erratic prices, ConocoPhillips analyst Jim Duncan 
said Tuesday. 

”Even thounh we’ve got this big pressure of the oversupply sitting on top of natural qas, YOU will 
see that this market i s m v o l a t i l e ,  and volatility says it can 40 UP reqardless of the 
-- fundamentals,’’ Duncan told the LRC Gas Forum in Toronto. 

Duncan, director of market analysis for ConocoPhillips Gas and Power, told the group of about 
300 Canadian gas buyers to count on uncertain prices as drillers react to the shale glut. 

“The mass move to oil has not even started yet,” he said. “As we get further into next vear, more 
and more rigs will be pulled into the oil side, which will ultimately impact natural gas. That‘s the 
series that the price has shown over the past several years ” 

__. Duncan said five factors could iolt the gas market: oil prices and oil-rich shale plays; the severity 
of winter; a double-dip recession, which he said isn’t likely; and leqislative attempts to boost qas 
consumptiononthe grounds that it is more environmentally friendly than other fossil fuels. 

His pitch that gas buyers consider the possibility of future price spikes wasn’t without self-interest, he 
admitted. 

“Yes, we can see that natural gas has very little to go downward,” Duncan said. “The endgame for long- 
term stability in pricing is to do something about the low prices now and work with somebody who can 
supply you, which of course we can.” - Meghan Gordon 
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Short-Term Energy Outlook 
November 9, 2010 Release 
(Nexf updare December 7, 2070) 

Natural Gas 

US. Natural Gas Consumption. This month's Outlook forecasts that total natural qas consumption will arow 
bv 4.3 percent to 65.0 billion cubic feet per dav (Bcfld) in 2010, and then rise sliqhtly in 2011 to 65.4 Bcfld. 
This qrowth in 2010 is larqelv due to increases in industrial and electric power sector consumptionof 
natural qas. Hot weather in the summer and low natural gas prices drove the increased use of natural gas for 
electric power generation in 201 0 Forecast population-weighted cooling degree-days for the United States drop by 
16 percent, from 1,460 in 2010 to 1,231 in 2011 As a result, natural gas consumption for electric power generation 
falls slightly in 201 1, even as natural gas prices drop 

Residential consumption of natural aas. which remains flat from 2009 to 2010, will rise by 1.8 percent in 201 1, 
c o r r e s p o n d W a  predicted 2.9-percent increase in heatinq deqree-davs. In the first quarter of 201 1, 
residential natural gas consumption will average 25.8 Bcf/d, a decline of about 3 percent from the first quarter of 
2010, when cold weather drove residential consumption. Commercial and residential consumption will remain flat in 
2010 and rise slightly in 2011. 

U.S. Natural Gas Production and Imports. EIA is raising the marketed natural gas production forecast by an 
average of 0.2 Bcf/d in 2010 and 0.4 Bcf/d in 2011 compared with last month's OuNook. Marketed natural qas 
production in the current forecast increases by 2.5 percent this year, but still falls by 1.2 percent in 2011. 
The drop in 2011 is a result of a 13.5-percent production decline in GOM production, which is only partially 
offset bv a small increase in lower48 production. The relativelv qreater decline in GOM production inAj,z,& 
- due to an estimated 90 Bcf less production because of the 2010 drillinq moratorium and the proiected 
increase in hurricane-induced production outaqes of about 30 Bcf in the GOM next year compared with a 
relatively~calm season this year. 

The increase in the natural-gas-directed drilling rig count since mid-2009, comprised of a growing share of horizontal 
drilling rigs in the lower-48 states, contributed to the natural gas production growth in 2010. The number of rigs 
drilling for natural gas reported by Baker Hughes increased from a low of 665 in July 2009 to 973 in April 2010. Over 
the last 6 months the natural gas rig count has stayed relatively unchanged, ending October 2010 with 969 active 
rigs. Drilling activity declines modestly in 201 1 because of relatively lower natural gas prices. The large price 
difference between petroleum liquids and natural gas prices on an energy-equivalent basis contributes to an 
expected shift towards drilling in shale formations that contain a higher proportion of liquids. 

EIA expects gross pipeline imports of 9.1 Bcfld in 201 1, an increase of 1.4 percent compared with 2010 imports 
Projected liquefied natural gas (LNG) imports average 1.27 Bd/d in 2010, a 2 3 percent increase from the 2009 
levels. High domestic production and low US. prices relative to European and Asian markets have discouraged LNG 
imports into North America. However, LNG imports grow slightly in 201 1 to 1.32 Bcf/d, a 4 5-percent increase from 
201 0 levels 

Global Crude Oil and Liquid Fuels 

Crude Oil and Liquid Fuels Overview. Growth in alobal oil consumption remains stronQ. In the currenJ 
Outlook, the proiected growth in world real GDP (weiqhted by oil consumptionl is 3.9 percent in 2010. 
- Continued upward revisions this year's world oil consumption, particularly for Europe and China. have led to 
an expected world consumption qrowth of 2.0 million bblld for= EIA expects this consumption growth to be 
met in almost equal parts by a 1 0 million bblld increase in production from Organization of the Petroleum Exporting 
Countries (OPEC) and 1.0 million bbl/d increase in non-OPEC supply. While commercial oil inventories in the 
Organization for Economic Cooperation and Development (OECD) countries remain high, floating oil storage has 
been declining. EIA believes that the projected gradual reduction in OECD oil inventaries over the forecast period 
should lend support to firming oil prices. 
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Residential gas consumption is expected to remain flat from 2009 to 2010 before increasing by 1.8% next 
year thanks to a predicted 2.9% hike in heating degree-days. 

According to EIA, commercial and residential consumption will remain flat in 2010 and rise slightly in 
201 1 ~ 

EIA raised its month-ago forecast for marketed natural gas production by an average of 200,000 McWd in 
2010 and 400,000 McWd next year. It now expects production to increase 2 5% this year before falling by 
1 2 %  in 2011. 

The falloff next year was pegged to a projected 13 5% decline in Gulf of Mexico production, only partially 
offset by a small increase in Lower48 state production. 
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Gas Dailv 
111 

Wednesday, November 10,2010 

EIA slashes gas price forecast by 50 cents 

Pointincl to robust production and storage levels, along with mild weather and the absence of 
sianificant hurricane activity, the Energy Information Administration on Tuesday again slashed its 
gas price estimates, while noting that demand has begun to rebound. 

The November short-term eneray outlook includes a 4.3% increase in US gas consumption this 
year, higher pipeline and liquefied natural qas imports next year, a hike in marketed aas 
production for this year but a drop in 2011, and a net gas storaqe withdrawal in November. 

EIA cut 50 centsfrom its month-ago proiection for fourth-quarter Henry Hub spot prices, putting 
the new tarqet at $3.66/MMBtu. The first-quarter 2011 estimate was cut 44 cents to $4.21/MMBtu. 

Similar reductions were made in annual targets, with the 2010 spot price now expected to averaqe 
$4.35/MMBtu, down 12 cents from October's report, and 2011 down 27 cents to $4.31/MMBtu. The 
adiustment for 2011 was "based on the upward revisions in the domestic production and 
inventory forecasts." 

The Henry Huh spot price averaged $3.45/MMBtu in October, a drop of 43 cents from September, the 
agency reported. "The decline in prices over the past two months was partly the result of high production, 
mild weather, and the absence of significant hurricane activity in the Gulf of Mexico, all of which 
contributed to the large inventory build," said the report. 

The projected price rise to $4.22/MMBtu in January was pegged to the increase in winter space-heating 
demand. 

EIA also said that "uncertainty over future natural gas prices is slightly higher this year compared with last 
year at this time," noting that gas futures for January 201 1 delivery (for the five-day period ending 
November 4) averaged $4 13/ MMBtu, "and the average implied volatility over the same period was 41% " 
This produced lower and upper bounds for the 95% confidence interval for January 201 1 contracts of 
$3.06/MMBtu and $5.59/MMBtu, respectively. 

"At this time last year, the natural gas January 2010 futures contract averaged $5.20/MMBtu and implied 
volatility averaged 35%," it said, noting that the corresponding lower and upper limits of the 95% 
confidence interval were $3.521 MMBtu and $7.6'7/MMBtu. 

On the demand side, EIA now expects consumption this year of 65 Bcf/d, a 4.3% hike over 2009, 
"largely due to increases in industrial and electric power sector consumption." Hot weather in the 
summer and low prices were responsible for the robust gas consumption by electric generators, 
said the report. 

Looking ahead.&2011, the agency sees a verv sliclht increase in demand to 65.4 Bcf/d. 

Projected population-weighted cooling degree-days for the US dropped by 16%, from 1,460 in 2010 to 
1,231 in 201 1, according to the report. "As a result, natural gas consumption for electric power generation 
falls slightly in 201 1, even as natural gas prices drop." 

33 
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Jan-08 
Feb-08 
Mar-08 
Apr-08 
May-08 
Jun-08 
JuI-08 
Aug-08 
Sep-08 
Oct-08 
NOV-08 
Dee-08 

Average 
2008 

Summer 
2008 

7.99 
8 54 
9 41 

10 18 
I 1  27 
12 69 
11.09 
8 26 
7 67 
6 74 
6 68 
5.82 

$ 8.862 

$ 9.700 

Winter 2008- 5.242 
2009 

Energy Information Administration 
Henry Hub Pricing 

Per MMbtu 
November 9,2010 Release 

Jan, 09 5.24 
Feb-09 4 51 
Mar-09 3 96 
Apr-09 3 49 
May-09 3.83 
Jun-09 3.80 
JUl-09 3.38 
Aug-09 3.14 
Sep-09 2 97 
Oet-09 4.00 
NOV-09 3 66 
Dee-09 5.34 

Average 
2009 $ 3.943 

$ 3.516 Summer 
2009 

$ 4.888 Winter 2009- 
2010 

Jan-I 0 
Feb-I 0 
Mar-I 0 
Apr-I 0 
May-IO 
Jun-IO 
Jul-IO 
AUg-I 0 
Sep-I 0 
Oct-I 0 
NOV-IO 
Dec-I 0 

Average 
201 0 

Summer 
201 0 

Winter 2010- 
201 1 

5 83 
5 32 
4 29 
4 03 
4.14 
4 80 
4.63 
4 32 
3 89 
3 43 
3.67 
3.87 

$ 4.352 

$ 4.177 

$ 4.036 

Jan-I 1 
Feb-I 1 
Mar-I 1 
Apr-I 1 
May-I 1 
Jun-I 1 
Jul-I 1 
AUg-I 1 
Sep-I 1 
Oct-I 1 
NOV-I 1 
Dee-I 1 

Average 
201 1 

Summer 
201 1 

4 22 
4.24 
4 18 
4 18 
4 15 
4.03 
4 06 
4 12 
4 27 
4 45 
4 76 
5 06 

$ 4.310 

$ 4.180 

tiedging Meeting-I 1-18-2010.xlsm 

3 2  

11/16/2010 EIA Prices 



Duke Enerqv Ohio 
Previouslv Hedaed 

System Supply 

Duke Enerqv Kentucky 
Previouslv Hedaed 

Total 
System Supply 

Duke Enerqy-Total 
Previously Hedged 
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Duke Energy 
Hedging Program 

Remaininq Base Not Yet Locked In - 
Winter 2010-11 

Yo 
DthlDay System 

November December January February March-" Total Supply 
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Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
December 15,2010 

Comments 

Long Term Forecasl (Dec 10-Feb 11) 

Mid Term Forecast (30-60 days) 
-- 

Short Term Forecast (6-10 days\ 

itorage Invenlory 

EIA Weekly Slorage Report 

-____ 
iduslry Publicalions 

Gas Daily 

Gas Daily 

Gas Daily 

Gas Daily 

__l_l.-___l_ 

Gas Daily 

Storage withdrawis for the week ending December 3rd were 89 BCF 
Slorage levels are a1 3 725 TCF which is 1 5% lower lhan last year and 

on Thursday are expected in the 150 BCF range which is well above 

- - 
GAS PRICE SCORECARD: January-March 2011 PIWs price outlook is 
Bearish "The arrival of peak seasonal demand. warnings of a major cold 
air influx. and new evidence mat the U S gas rig counl has finally peaked 
are encourging bullish markel sentiment lhal could generale an 
escalalion of producer hedging lhal would inhibil Ihe required pullback of 
gas rigs in 2011: 

'Oomeslic nalural gas volume growth will Conlinue to be driven by still 
elevated drilling activities in several prolific shale gas plays as well as 
operational efficiency gains' UBS reduced 2010 forecasl by 6% lo 
$4,39/MMBlu and 201 1 forecasl by 8% lo $4 6O/MMB!u 

Prices are expected !o turnamund by the middle of 201 1 as produces 
feel the effecls of fewer forward hedges, expiring leases, reduced 
spending by foreign lnveslors and concerns about an oversupply of 
natural gas liquids. 

Stricter US reguialions on air emissions will force the relirement of older 
Long coal plants slarting 201 1 wilh natural gas-fired plants potentially gaining 

another 5 &f/d of lhe powerqeneration market by 2015 
Fracking has been effeclively banned in New YorkTortion of the 
Marcelius Shale for nearly lwo years while Ihe slate wnducls an 
envimnmenlal impad studv on lhe drillins lechnioue's effect on water 

Long 15-1E 

Long 17 

Long I8-l9 

20.21 

Long 22-23 

Lease sales planned for the Gulf of Mexico in March and Augusl of 201 1 

revamped offshore dnlling plan. 
back unlii late next year at Ihe eailiest as part of a 

__I 

24-25 

- 
.- __I____ 

overnment Agencies 

The projected Henry Hub natural gas spol price 4 Long for 2010. a SO 42/MMBtu increase over the 2009 average EIA expects 
the Henry Hub spol price lo average $4 33/MMBtu in 201 1 

Energy Information Adminislralion 
Sumrner2011: $4 186 
Winlw2010/11 $4.106 

Winter2010-11 Strip Chart I t Short Closedal$442 

1 t Short Closed at $4 50 Summer 201 1 Strip Chart 

. "  . ~ -  
.- ?chnical Analysis 

---__ 

Demand 

Oil Market t 

EIA projects lolal natural gas wnsumplion will average 66 @&day in 
2010 (6% increase from 2009) and lhen drop slighlly in 201 1 to 65 4 

Long &f/d Gmvlh in gas used for power generalion and industrial users 
acwunl fw the majorily of lhe increase from 2009 to 2010 

EIA expea lotal marketed natural gas production Io increase by 3 5% in 
2010 and decrease by 0 1% in 201 1 
production in 201 1 is maslly offset by a 1 4% increase in the lwer  48 nor 
GOM pmduciion. 
EIA expecls WTI crude oil to average about 884 per barrel for the winter 
(Oct I--Mar 31) more lhan $6 00 per barrel increase over last winter 
Growth in global oil consumplion remains strong Continued upward 
revisions of this year's worid oil consumplion have led lo an expecled 
world consumplion gmwlh of 2 0 million bbl/d for 2010 Projecled WTI 
prices rise lo $89 per barrel by the end of 201 1. 

Long 
The decline of 14 3% in GOM 

--- 

Long 

- 

Discussed market fundemenlais such as wealher. slorage inventory levels. and economic factors such as supply and demand Discussed the 
PiRA and EIA forecasts as well as anaiys! prediclions concerning price expedalions In addilion. discussed Winter and Summer Strip Charts 

under lhe plans a1 this time In addition. discussed lhe spreads behveen current NYMEX prices, forecasls and historical prices Discussed lhe 

2010/2011 In addilion. a decision was made lo closely monitor pricing on the 2-year slrip beginning April 201 1 lo March 2013 

based on Technical Analysis Discussed our currenl postions within Ohio and 

cold December lemperatures impact on NYMEX price After much discussion. 

Fischesser. Terry Bales. Steve Niederbaumw 

-_I_- 
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1211 4/20 10 

Duke Energy Kentucky 
Hedging Program 
Current Position 

Next Target (3/31/11) System - Hedged to Date 
Delivery Supply Total Required Allowed 
Month Dthlmo Dthlday Dthlmo dth/day dthlday 

Excluc 
lncludi 
Target 

Sumrn 
Target 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

lsing Pnce 

Last Yeat 
(2009-2010] 

$5.81 
$5.27 
$4.82 
$3.84 
$4.27 
$4.16 
$4 72 
$4.77 
$3.65 
$3.84 
$3.29 

~ _ - -  
Historic Prica: 

12 Mol 

NYMEX 
14-Dec-IC 

$4.358 

--- 

$4.374 
$4.360 
$4.331 
$4.390 
$4.425 
$4.477 
$4.515 
$4.532 
$4.615 
$4.808 
$5.034 

I 
-I -- r--- 

$7 50 

$7 00 

$6 50 

$6 00 

$5 50 

$5.00 

$4 50 

$4 00 

$3 50 

$3 00 
Jan Feb Mar Apr May June July Aug Sep Od Nov Dec L _-----.-̂-_I__--_ ___- 

9 
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- 
Tuesday, November 23,2010 

WSI: Winter months to average colder than normal in 
northern states 
The northern half of the US can expect colder-than-normal weather throuqh the next three 
months, while the southern states can expect higher-than-normal temperatures on averaqe, 
private forecaster Weather Services International said Mondav. 

”The strong La Niiia event combined with the persistent negative phase of the North Atlantic 
Oscillationoghould result in a cold winter across most of the northern half of the US this winter, 
especially across the northern Rockies and the north-central states.” said WSI Chief Meteorologist 
Todd Crawford “A very mild winter is likely in south-central states, where 13 of the last 14 
moderatelstrong La Nina events have been warm.” 

The eastern states are expected to average close to normal, with the best chances for cold weather in 
December, he said, adding that any mild spells may be short-lived 

WSI predicts 2,474 natural gas-weiqhted heating degree days overall for December through 
Februarv, within 1% of the 1971-2000 mean and 4% less than last year. Electric-weighted heating 
degree days are expected to be 10% less than last year. - Stephanie Seay 
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Earthsat's 30-60 Day Outlook 
Wednesday, December 08,201 o €arthSat Weather 

n -0.9 to 0.9 

Colder Overall, Especially 
Northwest to Midwest 

La Nina still allows for warmth 
across t he  South 

On the heels of a very cold December, (he January outlook has been cooled 
a bit wth mme wdespread betows across the northern R&ies and norlhern 
Plains. and some slight weakening of the aboves in the S ~ l ~ t h  and southern 
Midwest Whether or not this forecast venfies wll depend on the strong 
upper-labtude blocking pattern lhat has dominated Ihe weather thus far in 
December can break down and allow for a more typical la Nina-like panem 
lo resume For guidance as to whether or not this is realisbc, we Iwk for any 
olher moderaldstrong La Nina vears that were cdddomtnated m December 
T h e  years lhat match that 
desmpbon best are 1955 and 1950 
The composite result of those years I is indeed warmer in January 

I 1OY Normal* 926.1 
30Y Normal 977.6 ban 2011 Fcst:I 940.0 I IJan-2010 989.5 

Change: *2(1 
"Nahonal Gar-Wmhled H M E  

MDA Information Systems, Inc 601 1 Executive BIvd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 Fax (240) 833 8301 
www.rndafederal.corn/wx/ 0201 0 [ 30-60 Day-Outlook, Version 2.11 
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Earthsat’s 6-1 0 Day Forecast-Detailed 
Tuesday, December 14, 2010 

Forecaster: KT/AC 
Earthsat Weather 

Todav’s Forecast: 
Slightly Colder Outlook For Mid-Atlantic, MW Early - 

Much Aboves Aim To Reach Texas Late 
Temperatures were dropped a little more across the Midwest 
and Mid-Atlantic region during the early part of the period as a 
storm system off the East Coast filters colder air further into 
these regions. There is still room for readings to be colder in 
the eastern Midwest. Continued ridging across the southern 
half af the Interior West permits rnore widespread much above 
normal conditions for the Four Corners region. This warmth 
advances into Texas during the latter part of the period with the 
operatianal models most aggressive with pushing in these con- 
ditions for Texas. Strong below normal temperatures persist 
through the first half of the period across western Canada, but 
ease to much belows bv the latter Dart of the oeriod. 

Forecast Confidence: 5 

SA + I 5  or Higher 

SB -1 5 or Lower a B -3F to -4F CT! B -5F to -7F MB -8F to -14F 

MDA information Systems, Inc. GO1 1 Executive Rlvd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 (backup: 301- 731-0664) 
Fax (240) 833 8301 www.indJfederal.com/wx/ 0 2 0 1 0  [Morning Basic-Page 3, Version 2 1) 

/ 3  
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weetciy 1UaIim.l b a s  Storage Keport Page 1 of 1 

- -- 
Stocks in billion cubic feet (Ecf) 

12/03/10 l l /2G/ lO Change 

Historical Compansons 

Stocks (Ed) % Change Stocks (Ed) % Change 
Year Ago (12/03/09)  - 5-Year (2005-2009)  Average Region 

__-_- 
East 2,002 2,053 -51 2,065 .3 1 1,921 4 2  

w e s t  477 21 518 -7 9 462 3 2  

Producing 1,246 1,263 -17 1.198 40 1,010 23 4 

- --I__ 

498 -__I__ 

~ - - ~  -_ __.____________ 

Total 3,725 3.814 -89 3,782 -1.5 3,393 9.8 ” 

eIa U S Energy Informalion Administration a independeiti Slalislics and A n a p i s  
t?aDur %aWi.Gm Weekly Nahrnl Gas Slomg, Repon 

Weekly Natural G a s  Storage Report 

Roluasod Occumbcre 2010 a i  10.30 il m lousern tirnei forth@ \*Veer E n t l i q  Dccombcr 3 2010 
Next Rslensa: k c m b e r  16 1010 

Data 
Hlstory (XLS) 

S-Year Averages, Haxlmum, 
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Natural Navigator 

s u m m a r y  Related Links 
Working gas in storage was 3,725 B d  as of Friday, December 3, 2010, according to EIA estimates l t r is  reyresents J net 
decline of 89 BCf from tile previous week Stocks were 57 Bcf less than last year at this lime and 332 B d  above the 5-year 
average of 3,393 Bcf I n  the East Region, stocks were 81 B d  above ti le 5-year average following net withdrawals of 5 1  
B d  Stocks i n  the Producing Region were 236 Rcf above the 5-year average of 1,010 Bcf after a net withdrawal of 17 Bcf 
Stocks i n  tlle West Region were 15 Bd above the 5-year average after a net drawdown of 2 1  Bcf At 3,725 Bcf, total 
working gas 15 within the 5-year historical range 
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Source: Form EIA-912, “Weekly Underground Natural Gas Storage Report.” The dashed vertical lines indicate 
current and year-ago weekly periods. 
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November 23, 2010 NATURAL GAS 

GAS PRICE SCORECARD: JANUARY- MARCH 2071 
Beerish Neutral Bullish 

Immm 

Vkpite the past two weekly pullbacks of gassriented rig 
counts, dry gas produdon looks headed for further 
sequential galns into 1H11. A contributing factor will be the 
bacMog of drilled but uncompleted gas  wells. 

US. Produciion mB I:-: E? 

The lull in U.S. LNG imports continues with minimal 
pr%pects for a meaningful uptick before 2Ql l .  But attention 
Is shifting toward future LNG ~ ~ D O N  from the GOM with 
Sabine Pass and Freeport leading and China the destination. 

--- 
I_ -- LNG imports 

Canadian gas rig counts remain depressed by historical 
standards. but the structural transformation in Alberta will 
rtssUtt in much hlgher dg productivity than before. 
Major unccrtalnty lingers over how Mexico wlll cope with 

spending could reduce resources directed at gas plays. 

Ganadiaq Exports L.! L - 1  

Mexican Pipeline imports L l  1, production declines in older oil fields, and related stepped-up 

i 

tbe launch of QE2, but ldventory accllm 
gerous backbone for incremental 

tower gas prices are expected to provide only marginal help 
for gas-fired EG In early 2011, but the largest battle between I 

i Genera*on '' gas and coal for EG market share may be on the horizon 

h to a YN dedine 
from December 

A -50,000 lot decline in NYMEX Managed Money s h T  . 
positions was followed bv two weeks ended Nov. 16 , in I 

I 
which those shorts increased by -10,000 lots. Renewed 

likely at work given the price gains booked after Nov. 16' 
and this has the capacity to feed upon itself In Me near term. 

f i NYMD( Prices and Specu'afion c3 short covering, a s  well a s  an influx of outright buying, was 

i 
- 

Price Outlooh 

The rrrriml of peak s c ~ s o n ~ l  dcmand, warnings of a major 
told air inllux, and new evidence that thc U.S. gas rig count 
has finally peaked aro cncouraging bullish nmrkcl smliment 
t l u f  could gencratc mi escalation of produwr hedging t h t  
would inhibit the required pullback of gas rigs In 2011. -- -- - .- - 

-___II.-___I_-_._ 
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Gas Daily - 
Monday, December 13,2010 

UBS slices winter, long-term price forecasts 
Citinq continued stronq growth in gas production from shale plays, investment bank UBS on 
Fridav cut its fourth-quarter qas price forecastby 20% to $3.80/MMBtu and its first-quarter 2011 
price outlook by 24% to $4.30/MMBtu. 

“Exploration-and-production management and investors are universally bearish on natural gas prices 
given current concerns of robust supply growth and a massive inventory of low-cost natural gas shale 
plays that can be developed,” UBS said in a note to clients 

The bank cited recent data from the Energy Information Administration showing that US production grew 
5.5% year-over-year in the third quarter and 1.3% between the second and third quarters of this year 
alone. 

“Domestic natural gas volume qrowth will continue to be driven by still elevated drillinq activities 
in several prolific shale qas plays as well as oDerational efficiency gains,” the report said. “Our E&P 
team believes this production growth places downward pressure on US gas prices.” 

As a result, UBS reduced its full-year 2010 qas price forecast by 6% to $4.39/MMBtu and its 2011 
forecast bv 8% to $4.60/MMBtu. Further out, the bank projected that prices would averaqe 
$5/MMBtu in 2012, $5.50/MMBtu in 2013 and $6/MMBtu in 2014 -al l  down about 8% from its 
previous predictions. 

In all cases, UBS is calling for gas prices slightly below those indicated by the current NYMEX gas futures 
strip and the consensus estimates of most other analysts. 

i 7  
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Gas Daily 
- 

Monday, November 22,2010 

Analyst: Downward price pressures ease in 2011 
While an abundance of qas has pushed prices to an eight-year low, the market can expect a 
turnaround bv the middle of next year as producers feel the effects of fewer forward hedqes, 
expirinu leases. reduced ,spendincl bv foreign investors and concerns about an oversupply of 
natural qas liquids, according to a report released Friday 

Forward hedaes secured in 2009 have insulated gas producers from falling prices, and some have 
been forced to continue drilling even at a loss because of lease requirements. The production of 
higher priced liquids from shale plays has also-insulated many producers from lower natural aas 
revenues, said Valerie Wood, president of Vernon, Wisconsin-based consulting firm Energy Solutions 

But beginning next year those pressures will ease, Wood said, and by 2012 prices should rebound 
to the $6-$6/MMBtu area. 

The market can also expect a rebound in demand startinq next year, Wood said. “If the second round 
of quantitative easing proposed by the Federal Reserve stimulates economic recovery, natural gas prices 
will begin to respond to the anticipation of renewed demand, particularly from the electric-generation 
and industrial sectors.” she said. 

She did warn, however, that the Fed’s actions could instead have the opposite effect, devaluing the US 
dollar and pushing crude oil prices past $lOQ/barrel, which could hinder consumer spending. 

In the gas market, “the speculative sector has continued to retain a very large net short position, which is 
indicative of their belief that more price downside exists,” she said. “By mid-201 1, if production levels are 
declining and demand levels are rising, this sector may shift from being a more aggressive seller to a 
more aggressive buyer in the marketplace, and buying will push natural gas prices higher.” 

In addition to lower gas prices, Wood noted that increased reliance on unconventional shale qas 
exposes the nation to “lonqer-term risks,” due to less supply diversification. Indeed, increased 
onshore production could kill plans for an Alaskan or Canadian gas pipeline and raises the 
potential for force majeure situations when wellheads freezel she said. 

Already, numerous US and Canadian liquefied natural gas import terminals are underutilized. Next year, 
more LNG owners are expected to propose plans to convert those facilities into export terminals, Wood 
said. 

Abundant gas supply and lower prices will likely mean accelerated switching of coal-fired power plants to 
gas, Wood added. That lack of fuel diversity could in turn lead to electric price volatility, she said 

In the near term, “technical indicators point to an early winter or mid-winter price rally, to be followed by 
another price decline, which will take natural gas prices toward a seasonal first-quarter low,” Wood 
predicted. “Also, history indicates that major price rallies occur two-and-half to three years apart, with the 
most recent rallies occurring in 2005 and 2008.” 

For buyers, “the price bottom may not vet be in, but barring a double-dip recession it is probably 
close, and the first half of 2011 is expected to provide some very qood buyinn opportunities for 
the rest of 2011,2012 and even 2013,” Wood said. 
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For sellers, “lower prices aren’t expected to disappear quickly. But bv 2012, prices are expected to 
return to the $5-$6/MMBtu ranqe. which should be viewed as more favorable to nationwide 
production basins.” -- Stephanie Seay 
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Gas Daily - 
Tuesday, December 14,2010 

FBR: Gas could grab 5 Bcf/d under EPA rules 

Stricter US reaulations on air emissions will force the sradual retirement of older coal plants 
startinq next year, investment bank FBR Capital said Monday, with natural gas-fired plants 
potentially gaining another 5 Bcfld of thepower-qeneration market by 201 5. 

The retirements will be forced by a slew of toughened Clean Air Act regulations for nitroqen 
oxides, sulfur dioxides and hazardous air pollutants, such as mercury. The Environmental 
Protection Agency plans to start tightening those regulations next year and continuing the squeeze on air 
pollutants through 2015 

Analyst Ben Salisbury at FBR said as long as gas prices stay below $G/MMBtu or $7/MMBtu, it 
- makes economic s e n s a 0  retire smaller coal plants built more than 30 Years aso. Gas has been 
trading between $3.50/MMBtu and $4 50/MMBtu for most of 2010; on the futures strip for the NYMEX gas 
contract, prices don’t near $7/MMBtu until January 2020 

“At current gas prices, the temptation to retire coal units and replace them with a combined-cycle gas 
turbine (CCGT) may be dificult to resist,” FBR said. 

FBR’s analysis follows two previous studies released within the past month bv Deutsche Bank 
and The Brattle Group,both savins the combination of low qas prices and tighter EPA requlations 
are setting the stage for gas to  capture more of the power market. Gas burns more efficiently in 
power plants than coal, emitting 50% less carbon with none of the mercury or sulfur dioxides. 

FBR estimates that roughly 45 GW worth of plants will be retired under EPA’s new regulations, about 
15% of the coal-fired fleet and 50% of the 100 GW of coal plants that do not have sulfur dioxide scrubbers 
installed. FBR’s analysis includes the 12 GW of capacity already slated for retirement. 

FBR said the range of potential retirements could vary between 30 GW and 70 GW, with small units built 
before 1970s representing 32 GW most likely to be retired. “A low case of 30 GW is plausible, and a high 
case near 70 GW by 2018 is conceivable based on wide-scale replacement of coal capacity with natural 
gas,” the report said. 

The decision to invest in environmental controls versus retiring, replacing or repowering existing coal-fired 
generation would depend on the strictness of new regulations “and the spread between the cost of gas 
and coal ” 

In FBR’s estimation, the average retired coal unit would be one that was built in the mid-1960s and fall in 
the 110 MW-120 MW range with a utilization factor in the lOW-50% area 

“Compliance will be expensive regardless of whether a utility invests $700/kW and higher on environment 
controls or replaces at $950/kW with a CCGT,” it said, with expenditures topping $80 billion and borne 
75% to 80% by regulated utilities, which are responsible for 239 GW of coal-fired generation versus 71 
GW owned by merchant utilities 

FBR expects that “regulated utilities will retrofit larger units and replace smaller units with CCG‘T 
capacity.” 
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According to the report, the politics of the Midwest will shape the timetable for many of the upcoming 
retirements, with the Qbama administration and EPA being pressured to keep low-cost power prices in 
Ohio and Indiana, crucial swing vote states, running through the economic downturn 

EPA has already slowed its planned implementation of the new clean air rules FBR suspects the 
slowdown, which began with Friday’s delay in ozone emission regulations, stems not only from politics 
but a fear of litigation and concerns about electric grid reliability in some areas 

21 
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Gas Daily 
- 

Tuesday, December 14,2010 

Paterson vetoes drilling ban, then issues his own 
New York Governor David Paterson has ordered a ban on hydraulic fracturing of gas wells until 
“at least Julv I, 2011,” and ordered the state’s Department of Environmental Conservation to 
“intensify its analvsisJJmracking’s potential impact on the environment. 

Paterson, who will leave office next month, also vetoed a bill the New York Legislature passed in late 
November that would have banned both horizontal fracking and more conventional vertical drilling 
until May 15 

Paterson’s counsel, Peter Kiernan, said the governor’s executive order “obviates the need for a 
moratorium on high-volume fracking. However, vertical drilling has been a fact in this state for 40 years 
without demonstrable environmental damage. Permitting for such drilling will continue unless the 
DEC’s comprehensive review requires it to be stopped.” 

Kiernan said that in issuing the order, the qovernor “emphasized that there must be absolutely-no 
doubt that high-volume frackinn is safe. The enormous revenues that could eventuate from such 
drilling would not be worth the cost of serious environmentalharm. All available evidence, 
including data from other states, will be examined.” 

Frackins has been effectively banned in New York’s portion of the Marcellus Shale for nearly two 
years while the state conducts an environmental impact study on the drilling technique’s effect on 
water quality. The legislative ban passed November 30 was designed to give the incoming 
administration of Governor-Elect Andrew Cuomo - like Paterson, a Democrat - additional time to 
consider whether fracking should be allowed 

Paterson’s actions Saturday succeeded in pleasing both environmentalists and producers, to varying 
degrees. In a statement, a coalition of 12 environmental groups said the moratorium sets a national 
precedent and signals Paterson’s “understanding that hig h--volume hydraulic fracturing threatens 
both public health and the environment.” 

“With today’s action, Governor Paterson has acknowledged that fracking poses serious threats to our 
health and safe drinking water,” Kate Sinding with the Natural Resources Defense Council said in a 
separate statement 

“But this moratorium only protects us so much,” Sinding added. “While he has called time-out on some 
kinds of drilling, there remains a gaping loophole remaining that leaves New Yorkers at risk from the 
dangers of fracking,“ she said, referring to the continued allowance of vertical wells. “Because it may 
be harder to deny permits for horizontal wells once vertical wells are drilled, there is a risk that companies 
could do an end-run around the ongoing environmental review process.” 

Brad Gill, executive director the New York Independent Oil and Gas Association, welcomed the 
governor’s decision to veto the legislation, which he said “would have had far-reaching consequences to 
the state’s oil and natural gas industry, and to the communities in which our member companies work.“ 

Gill called the vetoed bill “a flawed piece of legislation replete with unintended and dire consequences for 
the people and businesses in our industry.” He added that producers are hopeful the veto would “set the 
stage for a more reasoned and rational public discussion about these issues going forward.“ 

2 2  
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New York Mayor Michael Bloomberg said in a Mondav statement that frackins is “a dangerous 
thins for New York because our water supplv comes from there, and if it turns out that it pollutes 
the water we would have an insurmountable problem that could jeopardize the whole citv.” 

“ I  understand the need for jobs, I understand the need for energy, I’m a big believer that we should 
convert our electricity generation over to nuclear and to hydro and to natural gas and get away from coal,” 
he said. But “sometimes you have to make some decisions that aren’t in your short-term economic 
interests to ensure the safety of everybody long-term.” 

In addition to the state’s EIS, the Environmental Protection Agency is conducting a two-year study to 
determine whether fracking poses a threat to drinking water - Rodney White, Jeff Barber 
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Gas Daily 
- 

Thursday, December 2,2010 

Interior curtails offshore leasing; industry irked 
Lease sales planned for the Gulf of Mexico i n  March and Ausust of 2011 will be pushed back until 
late next year at the earliest as part of a revamped offshote drilling plan, Interior Secretary Ken 
Salazar announced Wednesday. 

Salazar also reversed plans announced in March to  open the eastern Gulf of Mexico and parts of 
the Atlantic to offshore exploration in the upcominq 2012-2017 five-year drilling plan. 

Salazar said the lessons learned from April’s BP Macondo blowout and oil spill in the Gulf are 
behind the decision to halt the expansion of offshore drilling announced by President Barack Obama 
in March, weeks before the accident at the Deepwater Horizon platform 

“As a result of the Deepwater Horizon oil spill, we learned a number of lessons, most importantly that we 
need to proceed with caution and focus on creating a more stringent regulatory regime,” Salazar said in a 
telephone briefing with reporters 

“As that regime continues to be developed and implemented, we have revised our initial March leasing 
strategy to focus and expend our critical resources on areas with leases that are currently active,” he 
said. “Our revised strategy lays out a careful, responsible path for meeting our nation’s energy needs 
while protecting our oceans and coastal communities ” 

Salazar said scientific and environmental analysis of the Atlantic will proceed but that no lease sales will 
be planned until after 2017. A sale scheduled for next year off the coast of Virginia had already been 
canceled in the wake of the Macondo spill 

Reaction to the news was predictable, with industry groups saying the more cautious approach would 
cost jobs while environmental organizations said the new approach was prudent. 

“This decision shuts the door on new development off our nation’s coasts and effectively ensures 
that new American iobs wil l  not be realized,” Jack Gerard, president of the American Petroleum 
Institute, said in a statement. “It will stifle investment, deny billions in revenue for critical 
government services and increase our dependence on  foreign energy sources.” 

Virginia Governor Bob McDonnell, an advocate for drilling off his state’s coast, called Wednesday’s 
announcement “irresponsible and short-sighted.” 

“It demonstrates a complete lack of confidence in the entrepreneurial spirit of American industry and its 
ability to fix the problems experienced in the Gulf spill, and no confidence in the ability of the 1JS 
government to better plan for and react to offshore emergencies,” the Republican governor said. 

But environmental groups praised the decision. “Today, anyone who loves our beaches, who fishes in the 
ocean or who depends on a healthy coastal economy can thank the Qbama administration for protecting 
the Atlantic and Pacific coasts and the west coast of Florida from oil drilling,” Environment America said in 
a statement. “The only way to truly keep our coasts and ocean ecosystems safe is to keep them rig-free.’’ 
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In the Arctic, lease sales in the Beaufort and Chukchi seas were already put on hold in March and will 
continue to be off the table, Salazar said. A permit submitted by Shell Oil to explore in the Beaufort Sea 
will be considered, but additional analysis of Shell's plans could delay the granting of the permit 

"We are processing their permit in the normal caurse," Michael Bromwich, director of the Bureau of Ocean 
Energy Management, Regulation and Enforcement, said during the conference call with reporters "We're 
not going to be constrained by any deadlines. We understand that Shell needs a decision. When we have 
completed our review and analysis, we will be in a position to reach a decision." - Gary Gentile 
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Short-Term Energy Outlook 
December 7, 2010 Release 
(Next update January 11, 201 1) 

Natural Gas 

U S .  Natural Gas Consumption. This month's Outlook, for the first time, reflects recent changes in the Form 
-- EIA-857 monthly natufl.gas survey methodoloqy intheforecasts for residential and commercial natural qas 
consumption. The new survey methodoloqy should not siqniflcantly chanqe reported total annual 
consumption volumes. However, EIA expects significant changes in the seasonality of reported residential and 
commercial sector natural gas consumption from historical reporting norms as the improved reporting on the EIA-857 
leads to more accurate monthly reports. For example, first quarter 201 1 forecast residential plus commercial 
consumption is 1 7 billion ClJbic feet per day (BCWd) lower in this forecast compared with last month's Outlook, while 
fourth quarter 201 1 consumption is 3 8 Bcf/d higher. 

U.S. Natural Gas Production and Imports. Forecast marketed natural qas production increases by 3.5 
percent in 2010, up from 2.5 percent in last month's Qutbok. The revision is largely due to unexpectedly high 
production during the month of September as reported in the EIA Natural Gas Monthly. Natural qas production in 
-_. 2011 has also been revised upwards, but EIA still predicts a total year-over-year decline of 0.1 percent in 
2011. An expectednj4.3-percent decline in GOM production Is mostly offset by a 1.4 percent increase in the 
lower 48 non-GOM production. 

The increase in the natural-gas-directed drillinq rig count sincem2009. combined with a qrowinq share of 
horizontal drillinq riqs in the lower48 States, contributed tocatural qas production srowth in 2010. The 
number of rigs drilling for natural gas reported by Baker Hughes Incorporated increased from a low of 665 in July 
2009 to 973 in April 2010 Over the last 6 months the natural gas rig caunt has stayed relatively unchanged, but in 
the last several weeks it has appeared to show the beginning of an expected decline, ending November with 953 
rigs EIA expects drillins activitv to decline in 2011 because of relatively lower natural qas prices. The large 
price difference between petroleum liquids and natural gas prices on an energyequivalent basis contributes to an 
expected shift towards drilling in shale formations that contain a higher proportion of liquids. 

EIA expects qross pipeline imports of 8.4 Bcfld in 2011, a decrease of 6.3 percent compared with 2010 
pipeline imports. This is a significant revision of last month's forecast of a 1.4-percent increase. EIA extiects that 
Canadian qas will become less competitive as new U.S. pipelines and increased lower48 production with 
lower transport costs displace imports. Proiected liquefied natural qas (LNG) imports averacle 1.25 Bcfld in 
2010, a 1.0-percent increase from 2009 levels. Imports in 2011 fall to 1.21 Bcf/d, a decline of 2.9 percent. 
a h  domestic production, hiqh inventories, and low US. prices relative to European and Asian markets 
should continue to discouraqe LNG imports into North Am- 

Global Crude Oil and Liquid Fuels 

Crude Oil and Liquid Fuels Overview. Gradual tighteninq in qlobal oil markets continues to support world oil 
prices. Projected liquid fuels consumption qrowth of 2 million barrels per day (bblld) in 2010 is almost 
double the qrowth in supply from countries outside of the Orqanization of thLPetroleum Exporting Countries 
JOPEC), which has led to rising demand for OPEC crude oil production and declining global oil inventories. While 
overall commercial oil inventories in the Organization for Economic Cooperation and Development (OECD) countries 
remain high, stock levels are unevenly distributed with some regions experiencing tightness in recent months Both 
floating and reported on-shore inventories have been declining, and EIA believes that the projected continued 
reduction in OECD stocks over the forecast period should lend support to firminq oil prices. 
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Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2010-41 

% 
~ - -  DtNDa System 

November December- J a n u a i  F&uaw March Total S U D D ~ ~  

Duke Enerqv-Total 
Previously Hedged 
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Long 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
January 20,201 1 

GAS PRICE SCORECARD: January-June 201 1 PIRA's price outlook is 
Bearish Despite cold-than-normal weather. 1 st quarter storage levels 
are unlikely to sink below last year's levels bamng very cold weather 
Rising production should push coal-togas substitution higher, but not 
materiallv impact prices 

Pag 
Re I p ~ ~ ~ ~ r e ]  Term 1 Comments 

Veather . 

Long Term Forecast (Jan 11-Mar 11) 

In its Annual Energy Outlook for 201 1. EIA more than doubled its estimate 
of recoverable gas reserves in the US, from 353 Tcf to 827 Tcf EIA 
predicts average wellhead prices will stay below $5/Mcf (in current dollars) 
through 2022 and remain below $7/Mcf through 2035. 

Long 

Michigan. 
February is predicted to be 2 2% colder than normal based on 10 year 
normals and March weather is predicted to be 9.4% colder than normal. 

-.. 
Long t Mid Term Forecast (3060 days) --"--- 

l6 

Below normal temperatures for the Eastern portions of CONUS with 
above normal tempertures in Northwest Short Term Forecasl(6.10 days) 

-- 
Gas Daily 

I 1 I 
itorage Inventory 

Storage withdrawls for the week ending January 7th were 138 BCF 

EIA Weekly Storage Report 

capacity. 
Gas prices will average $3 751Mcf in 201 1 and average $4 251Mcf for 

Long 2012 according to Raymond James Citing gas supply gmwth Of 5% with 
little corresponding increase in demand 4 

]range. which is above average but below last years result of 245 BCF. I _" _l___ll____l 

I-- --------.- ldustry Publications 

Long 

J 

The projected Henry Hub natural gas spot price averages $4.02/MMBlu 
for 2011 and $4.50/MMBlu for 2012 EIA predicted the storage level to be 20 & : 
at 1.8 Tcf at the end of March which is about 7% more than a year earlier 

Long 

-- 

Long 

Long 

14-1 

EIA projEk total natural gas consumption to decline by 0.9% in 201 1. All 
sectors except industrial are expected lo decline Industrial is projected to 
increase 1.1%. In 2012, total consumption grows by 1.6% to 66.5 
BcVda y. 
Total marketed natural gas producllon increased significantly in 2010 by 
an estimated 2 4 Bcflday or 4 1% EIA expects average total production 
to fall byO.3% in 201 1. The projected decline In production in 201 1 and 
increase in natural gas consumption in 2012 contribule to a strengthening 
of natural gas prices late In this year and next. 

EIA expects WTI crude oil to average about $93 per barrel in 201 1, $14 
higher than the average 2010 price. For 2012. EIA projects WTl prices to 
continue to rise, wifh a forecast average price of $99 per barrel in the 4th 
quarter of 2012. 

24 

24 

.____._"_ 1 --.-I- - ~ . .  

24 

-_____l."l_-"-ll.._l.."- 

Gas Daily 

Gas Daily 

Gas Daily 

at $4 40/MMBlu. $5 25 for 2012 and $5 50 for 2013 US gas 

EBP companies wll produce 1 5 Bcf/day more than the 
market needs, if pnce do not fall enough supplies wll overwhelm storage 

17 

__I 

18 

__ 

19 

__I- _-_-".I ---. I 
;overnment Agencies 

Energy Information Administration 
Summer 201 1 : 53.900 
Winter 2010/11: $4.536 

ethnical Analysis .__I"_ 
22 Winter 2011-12 Strip Chart 

Summer 201 1 Strip Chart I t I Short /Closed at$4.62 23 
I t - w -  .-__1_-.- -- __l_l____. 

- ~ -  
conomy - 

I -  
I T  Oil Market 

Meeting Minutes: IOlh Floor North Conference Room - 1:00 pm 
Attendees Jeff Kern, Milch Marlion, Mike Brumback, Joachim Fischesser, Teny Bates. Sleve NiederOaumer 
Discussed results of December 20,2010 purchase: ConocoPhillip's was the lowest bidder for a fixed price deal for the period Nov 1,201 1-Mar. 
31,2013 f o m D t h / d a y  for DEK. The winning price was m In addition. discussed current market conditions including current weather 
forecasts, storage levels (including t h e m  Bcf withdrawl released 1/20/2011) and various analysts projections as well as EIA's forecasts for 
Supply and Demand of the Natural Gas markets and Oil prices Discussed the current hedging positions for both DE0 and DEK Based on the 
discussion, a determination was made not to propose additional hedging at this time. __ 
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1 I? 81201 1 

Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Date Next Target(3/31/11) , 

Delivery Supply Total Required Allowed 
Month Dthlmo Dthlday Dthlrno dthlday dthlday 

8 



Case No. 2008-175 
Attachment A 
Page 269 of 334 

COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

Feb 
Mar 
....,.....,. I".. 

I ..I. 

".. APr .... " . 1"". 

MY"".  

.....,...,.... Aug , 

.." SeP ........... .. 

June 
July 
.,...... ._.".", 
...~...... "I .... 

OCt 
Nov 
Dec 
Jan 

.. "...""" ....,. " 

. ... ""."... .", 
.. .̂I .... 

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

Historic Prices: 
NYMEX ( -- 

5-yr. avg. 
[06/07-10111 

$6.61 
$6.49 
$6.37 
$6.72 
$6.63 
$6.92 
$6.10 
$5.43 
$5.13 
$5.69 
$6.23 
$5.84 

sing Price 

Last Yea1 
(2010-2011 ~ 

$5.27 
$4.82 
$3.84 
$4.27 
$4.16 
$4.72 
$4.77 
$3.65 
$3.84 
$3.29 
$4.27 
$4.22 
$4.26 

PlRA 
22-Dec-I 0 

EIA 
1 1 1  Jan-I 

$4 010 
$3.920 
$3.840 
$3 820 
$3 730 
$3.800 
$3 880 
$4 040 
$4.190 
$4 350 
$4 610 
$4.670 
$4.072 

______."" 

NYMEX 
1 1  a-Jan-I 

$4.404 
$4.422 
$4.421 
$4.460 
$4.504 
$4.581 
$4.609 
$4.61 5 
$4.669 
$4.831 
$5.061 

$4.647 

-- 

$5.189 
____--I_ 

I Hedged Prices 

$7 50 

$7 00 

$6 50 

$6.00 

$5 50 

$5 00 

$4 50 

$4.00 

$3.50 

$3 00 
Feb Mar Apr May June July Aug Sep Oct Nov Dec Jan 
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Changes to the February forecast were tarrrards a colder direaon wth more 
vndespread below normal temperatures across the Midwest and less aboves 
seen in the Southeast The changes were based in part on a persistent 
upper-latitude blocking pattern that has lasted through much of the mnter 
t h t i ~  far and has outweighed the expected effects of La Nina Also, the 
ECMWF monthly outlook shows good suppori tor this forecast As tar as the 
details for this month goes. the month may start off wth weak upper-latrtude 
blocking (neutral-positive A 0  and neutral NAO) which could aUow for bneRy 
wanner temps to develop over the Eastern half. btlt any such mtlder stretch 
muld be limited by a stubbornly negative EPO signal In addition. the PNA 
may stay positive. increasing stipport for an Eastern trough Given the 
peffiistent upper-latrtude blodmg, which has tended to strengthen on a cyde 
of every 15 days or so lately, temperature departures may then trend adder 
thrcugh mid-month 

Feb GWHDD** Forecasts ' IOY Normal updated to '01-10 

IOY Normal' 798.8 

Fe b-2010 850.5 
Feb 2011 Fcst: 30YNormal 789.5 

Earthsat's 30-60 Day Outlook 

127 -0.9 to 0.9 

us Colder Midwest to East 

Aboves limited to Texas 

Change: +I1 I 'Noto: 1OY n m c  have now bemi uudoled to '01-10 "Neuonal Gw-Waiahbd HWa 

US 
Minor cold changes 

Will upper-latitude blocking 
continue? 

Changes were to the colder direction in March as well, but were not quite as 
extensive, With the belows extended into the Tennessee Valley but more 
limited in the Interior West The big question will be whether upper4atitude 
blocking remains strung in March, which increase confidence in this cold 
scenario A couple of recent winters (2000.01 and 2004-05) featuring a 
strong -NAO blodc for March led to widespread belows acruss the Eastern 
half Interestingly. the 2004-05 winter overall produced IitUe cold despite an 
El Nino being in control This goes to show that with a dominant Greenland 
ridge in place, mld anomalies d l  often develop over the East in March 
regardless of ENS0 trends. For Mat  it's worth. the ECMWF monthly 
outlook is substantially Warmer than this fwecast, showing Mdespread 
aboves from Texas and the Plains eastward. 

War GWHDD** Forecasts * ioY Normal updated to '01-10 

10Y Normal* 619.9 

Mar-2010 566.7 
Mar 2011 Fcst: 30YNormal 634.7 - 

Change: +3 "Nouotmd GasWaQhlcd HDDs 

MDA Information Systems, Inc 820 W. Diamond Ave, Suite 300, Gaithersburg, MD 20878 Tel (240) 833 8300 Fax (240) 833 8301 
www.rndafederal.com/wx/ 0201 1 130-60 Day-Outlook, Version 2.11 

/ A  
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Earthsat's 6-1 0 Day Forecast-Detailed 
Wednesday, January 19,201 1 

Forecaster: BH/AC 
EsrthSet Weather 

1 . ... . . , , ' ,  .., . . ' .  j , . . ' .  . . .., , ' 
. .  , :.* ' .  , I 

- 
Todav's Forecast: I Colder Outlook For Eastern Half Of Nation In 2nd Half 

Warmth Settles Over The Northwest 

Still some colder risks are present in the New England states 
during the onset of the period where more strong below normal 
temperatures may persist across the region Another trend to 
the cooler side has taken shape per most guidance during the 
second half of the period for the eastern half of the nation, and 
the forecast reflects this idea, However, the intensity is debated 
as the American models are more robust with this cold air mass 
than the European models Should the American models be 
more accurate, widespread much below normal readings could 
exist. Meanwhile, warmth holds on across the Northwest and 
may become stronqer than forecast under a stronqer +PNA. 

I 

Forecast Confidence: 5 

A +3F to +4F a A +5F to +7F MA +8F to +14Fm SA + I 5  or Higher 

MDA Information Systems, Inc. 601 1 Executive Blvd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 1 Fax (240) 833 8301 
www.mdafederal corn/wx/ 0201 1 [Morning Basic-Page 3, Version 2.11 

l b  
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I Ugjb 1 \!I 1 " 1 - -  

-.- - . . ~ -  --._ -...- 
Data Stocks in billion cubic feet (Ed) Historical Comparisons -- 

Region Year Ago (01/14/10) 5.Year (2006-2010) Average His,ory (x,,s) 
5-Ycar Avcragcs, Maximum, 

01'14f11 01/07'*1 change . s t o c b ( s 4  %manse s t o c k r ( B 4  %change ~ -- 
1,384 1,510 -126 1,420 1,467 -6 7 Mlnlmum, and Year-Ago Stocks __ "2 5 -- -I. __.-- East 

West 364 390 -26 399 -8.8 363 0 3  " ( X W  
References - .- ---I- 

Methodology 
Producing 968 1,059 -91 824 17 5 835 - 

2,642 2.8 2,665 1.9 . olfferences Between Monthly Total 2,716 2.959 -243 

__. 

Working gas In storage was 2,716 Bcf as of Friday, lanuary 14, 2011, according to EIA estimates This represents a net 
decline of 243 Bcf from the previous week. Stocks were 74 Bcf higher than last year at this time and 51 Bcf above the 5- 
year average of 2,665 Bcf. I n  the East Reglon, stocks were 8 3  Ecf below the 5-year average following net withdrawals of 
126 Bcf Stocks In the Producing Region were 133 Bcf above the 5-year average of 835 B d  after a net withdrawal of 91 
B d  Stocks in the West Region were 1 Bcf above the 5 year average after a net drawdown of 26 B d  At 2,716 Bd, total 
working gas 14 within the 5-year historical range 

Storage ~~~i~~ 

NJtural Gas Weekly Update 

Natural Gas Navlgator 

Workinu GRS hi Unckrgrotmcl Stoiage Compared wnh 6 Y e a  Riu1t)e 

4.m 

3.m 
3,200 

3 2.800 

5 2.400 

8 2.000 

1 1.m 

L 1.200 

z 

Admlnir,tr~on,MTice of Oil and Can, Forn~ElA.912 . 

2.4m 

2 ,om 
1.600 

1,200 

Note: The shaded area Indicates the range between the hlrtorlcai minimum and maximum values for the 
weekly series horn 2006 through 2010. 
Source: Form EIA-912, "Weekly Undergmund Nalural Gas Storage Report." The dashed vertical lines indicate 
current and year-ago weekly periods. 

Pr ivacYlSecur i ty I Accessibil i ty I Copyright & Reuse . Contact Us I Feedback I Careers I Abou t  EIA 

Fedstats I U5A.gov I Department of  Energy 

http://ir.eia.gov/ngs/ngs.htrnl / 3 / 4  1/20/20 1 1 
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weeKry iyaturai b a s  storage KepOrt Page 1 of1  

---- 
-. Data Stocks In billion cubic f e e t 3  Historical Comparisons 

5-Year (2006-2010) Average (x,s) 
Region 

-- _. 
-2 8 1,545 2 3  -. Minimum, and Year-Ago Stocks East 1,510 1,590 80 1,553 

390 428 -38 417 .6 5 380 2 6  WLS) 
Referrnfxs __-_--- west 

Producing 1,059 1,079 -20 920 15 1 874 21 2 
Methodology 
Differences Between Monthly 

--- -- 
Total 2,959 3,097 138 2,890 2 4  2,798 

4,000 

3,200 
8 2.800 2.800 

2.4M 

2.000 
1.600 

2.400 
8 2,000 

8 1.m 

2.800 

2.000 
1.600 

2.4M 

Note: The shaded area indicates the range between the historical minimum and maximum values for the 
weekly series from 2006 through 2010. 
Source: Form EIA-912, "Weekly Underground Natural Gas Storage Report." The dashed vertical lines indicate 
current and year-ago weekly periods. 

Pr ivacy/Secur l ty i Accessibil i ty I Copyright & Reuse . Contact Us i Feedback I Careers I About EIA 

Fedstats I u S A . 9 0 ~  I Department of Energy 

http :/fir. e i a. gov/ngs/ngs . ht ml 1/18/2011 
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North American Gas Price Overview 

Per MMBTU 
December 22,201 0 Release 
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December 22,2010 NATURAL GAS 

GAS PRICE SCORECARD: JANUARY- JUNE 2071 
eealshNeubal Euisfi 

NaJionaI Balancing Pdnt (NEP) prwnlunts relative to Henry 
Hub remain at $4-55/MhlBtu. and cdd European weather 
should sustain SU& hlgh premlums holding LNG imparts far 
under 2010 volumes, especially In lQ11. 

LNG ‘mports ‘m 
sfomatlm to higher prodydlvity gas ‘ 
to Imports from Canada, but volumes 
fall considerably short YN. 

orous and wanding downslde risks to domestic gas 
uction translate Into Impmv(ng plpellne export 

I 

PlRA Enersy Group. 3 Park Avenue, floor. New Yo&, NY 10016-5989 vel) 212-6865808 (Fax) 212886-6628 www pira c ~ l l  
For authorized subsuibers only. Copyright Ca 2010 PlRA Energy Group. &I rights reserved. 
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Gas Dailv 
J 

Friday, December 17,2010 

EIA more than doubles shale reserves estimate 

Driven by suginq production from shale plays and low prices for decades to come, natural qas yil! 
shoulder its wav to a lamer piece of the US energvE&*mainlv at the cost of coal, the Enerqy 
Information Admin-tion said Thursdci 

In its AnnuaEnerqv Outlook for 2011, EIA more than doubled its estimate of technically recoverable 
qas reserves in the US, from 353 Tcf to 827 Tcf, larqelv by includinq new data from drillinq results in 
the Marcellus, Havnesville and Eaqle Ford,shales. The aqency projects that shalewill increase from 
- 44% of total US gas production in 2009 to 45% by 2035. 

EIA also foresees a steady 0.8%/year growth in overall gas supplies between 201 1 and 2035, or 16% overall, 
balanced against a 13.5% increase in gas consumption over the same period. 

As supply continues to outstrip demand, imports are expected to shrink from 940 Bcf in 2009 to just 2 Bcf in 
2035, EIA projects, as Canadian pipeline gas and liquefied natural gas from abroad are crowded out by 
domestic shale gas. 

A downside for producers to the surqe in reserves and production is that EIA predicts averaqe 
wellhead prices will stay below $5/Mcf (in current dollars) throuah 2022 and remain below $7/Mcf 
throuq h 2035. 

EIA’s ”reference” case does not account for any change in law or policy 
gas emissions -‘-over the period it examines. 

The size of US shale reserves and the continuinq improvement by drillers in extractinq that qas cost- 
effectively leads EIA to believe producers will continue drillinq despite the low prices, said Michael 
- Schaal, actinqdirector for petroleum, qas and biofuels in EIA’s Office of Enerqv, Analysis. 

“In the longer term, the application of drilling techniques and locating the sweet spots allows them to provide a 
rationalization” for continued production, Schaal said. 

He theorized that as time passes, producers’ ability to identify those sweet spots will continue to improve, and 
some drilling to hold leases by production will drop off as producers fine-tune where the most prolific shale 
formations are located. 

particularly in regard to greenhouse 

While EIA projects that coal will remain the country’s dominant power-generation fuel through 2035, some of 
coal’s market share in that sector will give way to natural gas. 

“Coal consumption in the electric power sector in 2035 is about 1.3 quadrillion Btu (53 million short tons) lower 
in the 201 1 reference case than in the 2010 reference case ... as a result of higher levels of natural gas use for 
power generation due to relatively lower natural gas prices,“ the report said. 

Specifically, EIA predicts that coal’s share of the electric-generation market will drop by about two percentage 
points by 2035, with gas and renewables picking up the slack and capturing all new demand growth. 

Gas’ share of that market will increase from 23% to 25% in 2035, it said, while renewables’ share will surge 
from 1% to 14% in response to federal tax credits and individual state mandates -- Gary Genfile, Bill Holland 
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commissioners, includes a inandatoq cleanng requireinerjt for all futures, options 
and swaps contracts, which has spurred wine fears that tertain energy contracts 
that would be exempt from inwdatory clearlng requirements in the U S  may not 
receive that exemption in FBOrs 

RG Americas h Global I NG, the UK-based natural gas company, wrote 
that  the  CFI C should "clarity the d e m n g  requri a n e n t  tor foreign exchang- 
es i n  t h e  final rule to specify that the maiiddtory clearing requirements on 
foieign exchanges will be no dilferent froni the clearing requirements on  
IIS exchanges " 

B u t  I evin, who wants strict requirements on I'BOIs i n  order to prevent "large 
price swngs" in e n e r g  and agriculture commodity inarliets, wrote that new 
requirements for I DO Is are needed since they wi l l  help close loopholes that have 
allowed excessive speculation in foreign exchanges those Include the "I ondon 
looptiale," in which he said traders avoided CITTC lurisdiction by directing crude 
oil trades through 1CF. Futures Fuchmge i n  1 ontfoii 

Levin, the chainnan of the Senate Honirland Security and Governmental 
Affairs Permanent Subcommittee on InveLtigdtions, h a i d  that loophole "allowed 
traders of US comrnociilies to nvoid C11 C oversiglit and enforcement authority by 
trading on  foreign exchange!, " 

"The proposed rule appears designed to prevent crocs-market trading abuses 
and close the Inndon loophole, which ~l lowed tr'jders to evade US oversight," 
Leiin wrote. "It should result in ctrengthening ot the ~omrnis~ion 's  enforcement 
yrograin t o  ultimately provide for greater inve\tor protection " 

About 90 individuals and smaller energy group5 and companles, including 
the West Virginia Oil Marketers and Grocers Association, the Georgia Oilmen's 
Association, Pen Fern Oil Company and Scullin Oil Company, submitted a form 
letter in support of the new registration requirements tor 18O'ls 

They wrote that FBOTs need to be sublea to ownenhip caps the C F K  is consid- 
ering, must m a k  the tiadmg data available, niust adopt position limits and "imple- 
ment prohibitions on manipulahon and excesive specnlatmn " - Ilnari Scheid 

Barclays: Gas market oversupplied, 
price t o  average $3.94 this year 

Gas prices will average $3 94/MMBtu th i s  year, 
investnierit bank Barclay's said in a note to clients 
t h i s  week 

at some points during 7011 analyst James Crandell 
said. power generators switching to cheaper gas froin 
coal will provide the buffer prices need to stay near 
$4/MMEtu on average 

'While supply growth will likely outstrip core 
deniand again this  year, a large price responsive corn 
ponent of demand in the form of coal displacement 
should mop up that extra  supply,^ Crandell said 

Gas producer3 will keep drilling in spite of the 
low prices, Crandcll predicted. because much of their 
production IS hedged at prices higher thaii $4/MMBtu 
He thinks producers will only slow drilling and shut 
in wells if  prices sink to around $Z/MMBIu and stay 
there for a prolonged period - a prospect he doesn't 
see as  likely 

The power niarkcts to watch for coal displacement 
start in the eastern IJS where gas starls displacing 
:oal a t  $5 5O/MMBtu and grows to 3 75 k f / d  at $4/ 
MMEtu, Crandell said He estiiiiateu thai in 2010, gas 
mked u p  2 4 Bcf/d of power demand from coal at an 
average price of $4 3 8 / M M B t u  

Overall, he estimates that the market will again be 
xersupplied by 2 Bcf/d as industrial. commercial and 
esidential demand don t grow beyond 2010 levels 

'The supply side would likely join the response as 
Nell," Crandell said "While well hedged producers will 
:ontinue drilling in a $4 gas market. we expect that 
n a $2 market, not only would a wave of producers 
evisit drilling budgets. but a number would also con 
;$der shutting in existing production " Bill Holland 

While prices may briefly drop as low a s  $2/MMEtu 

~- 

7 Copyright @ 2011 The Md;raw-Hill Cwnpanies ----I-- 
~ ----..--. .-+."....*2~.., ~ --___ 
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Gas Daily 
Wednesday, January 19,201 1 

Macquarie calls for sub-$6 gas for next three years 
Investment bank Macquarie kept its $4.40/MMBtu gas price forecast intact for this year and said 
Tuesday it is bearish on prices for the next three years because of shale qas product& 

Maccluarie analyst Jan Stuart predicted that gas prices would averagg $5.25/MMBtu in 2 0 1 2 ~ 4  
$5.50/MMBtu in 2013, saying he was basically parallelinq the current NYMEX futures strip. 

“Excess supplv remains the key,” Stuart said. “Havinq added siqnificant reserves in shale plays, - the industry is still gettinq better at developing the new resources.” 

US gas producers keep drillinq because they are qeneratinq profits either from hiqher-priced 
liquids or because their costs are rock-bottom, Stuart said, and he doesn’t see that c h a n n i m  
Stuart thinks the gas rig count needs to drop below 850 to have any impact on prices and he doesn’t see 
that happening anytime soon because drillers are making money with the current 900-plus rigs in 
operations. 

“The industry is capable of adding to supply at significantly lower cost than would have seemed 
reasonable even one or two years ago,” Stuart said. “In fact, at our long-run price of $G/MMBtu, the lion’s 
share of the nonconventional natural gas resource base appears to be yielding better than 20% after-tax 
internal rates of return.” 

Stuart said he’s optimistic that prices could go higher in 2012 and beyond. 

“Higher demand for power generation, some measure of industry rationalization and other as yet 
unpredictable changes will in all likelihood drive natural gas prices higher, we think possibly beginning as 
early as next year,” he said.--- Bill Holland 
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Gas Daily - 
Thursday, January 6,2011 

Citing shale boom, TPH slashes 2011 price forecast 20% to $4/Mcf 
Even though the year is less than a week old, Tudor Pickering Holt’s top gas analyst is already saying, 
“Wait ‘til next year“ for a gas price recovery. 

TPH’s Dave Pursell on Tuesday slashed his 2011 US price forecast by 20% to $4/Mcf, citinq a 
single factor: shale gas. 

“Shale is king. Period,” he wrote in a note to clients “At year-end 2010, roughly 40% of IJS rigs were 
drilling in oil or gas shale plays, and oil service companies spent all year reallocating their equipment to 
these areas What was the attraction given soft gas prices? Asset quality, asset availability, asset 
longevity, and liquids ” 

Shale plays “are lonq-lived, have relatively low geologic risk, and there are hundreds of 
thousands of drillinq locations,” he said. “Therefore, there is visibility in being able to spend big 
dollars over a long period of time. In the minds of these long-term players, low qas prices for a 
few years are an annoyance but are also creating an opportunity.” 

Pursell estimates that exploration-and-production companies will produce 1.5 Bcfld more qas 
than the market needs this year at prices above $4/Mcf. And if prices don’t fall far enough for qas 
to  steal market share from coal in the power generation sector, he warned that supplies will 
overwhelm the nation’s storaqe capacity. 

Pursell sees gas prices averaging $4/Mcf in the first quarter, $3 SO/Mcf in the second quarter, $4/Mcf in 
the third quarter and $4 5OIMcf in the fourth quarter. As for 2012, Pursell is calling for an increase to 
$5/Mcf, with another bump to $G/Mcf in 2013. 

“Can the market ‘fix itself‘ without lower gas prices?” Pursell asked “Yes, if the rig count falls 150 rigs in 
the emerging shale plays (soon!) or cold weather remains this winter or [there’s] a hot summer.” 

However, “we don’t believe the rig count wil l fall far enough or fast enouqh to prevent low gas 
prices durinq the first half of 2011,” Pursell said. “The gas market needed upstream spendinq to 
slow, but meaningful slowing seems unlikely.” 

The only relief valve for the gas glut, then, is on the demand side, Pursell said. 

“Our math suggests that at least roughly 2 Bcf/d of incremental gas demand in 2010 is due to low-priced 
gas taking share from coal-fired power generation,” he said. “AS the gas market remains oversupplied, 
we think $4/Mcf gas could result in an additional I Bcf/d incremental gas demand in thepower 
sector fabove normal qrowth). which would be sufficient to prevent a storage overfill situation in 
October 2011 (i.e,, storage would end slightly below 4 Tcf).” ”-- 6iN HoNand 
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Tuesday, January 4,201 1 

Gas prices will average $3.75/Mcf in 201 1, Raymond James predicts 

Gas prices will average $3.75/Mcf this year and d i p t o l o w  of $3.25/Mcf during the third quarter, 
investment bank Raymond James predicted Monday in a note to clients. 

Continued growth of gas supplies will keep a damper on prices, Raymond James said, predicting a 
$4.25/Mcf average this winter, $3.50/Mcf in the spring, $3.25/Mcf in the summer and $4/Mcf for the last 
three months of 201 1. 

The bank also introduced its first prediction for 2012, calling for qas prices to averaqe $4.25/Mcf, 
about 13% less than the current NYMEX strip. 

“Will this be enough to slow supply and rebalance the market?” analyst Marshall Adkins asked “Not in the 
near future, but it‘s a step in the right direction.” 

Adkins predicted that qas supply will grow 5%, or 3.5 Bcfld, this year with little correspondinq 
increase in demand. Prices have to  fall to $3.25/Mcf or  below to induce enouqh coal-to-gas 
switching by, the power sector to soak up excess supply this summer, he said 

“This is simply not going to happen if gas prices are above $4/Mcf,” he noted. “For comparison, we’ve 
only switched a total of 2 Bcf/d away from coal over the past two years combined. To stimulate the 
necessary amount of coal switching, natural gas prices may need to fall below $3/Mcf this summer.” 

Creating more qas demand depends on structural changes to the US energy economy that won’t 
happen in the short term, but they wil l  over the long haul, Adkins said. 

Eventually he sees more gas demand coming from power generators switching from coal, industrial users 
ramping up their capacity to take advantage of low prices, and the refueling infrastructure being built in 
the US so cars and trucks can substitute natural gas for gasoline. 

In the meantime, will producers begin heeding the siqnal of  low prices and take their foot off the 
drillinq pedal? “Exploration-and-production operators drilled riqht through $4/Mcf gas orices in 
2009 and 2010, and we expect them to do s g i n  201 I ,” Adkins proiected. 

E&Ps have three maior motivations for that, he said: They are drilling with‘‘other people’s m o n e e  
via ioint ventures: the associated liquids are paying for the gas in plays such as Texas’ Eagle Ford 
Shale: and many firms make money even in a sub-$4/Mcf world if they drill in the relatively low- 
cost Marcellus Shale or Pinedale Anticline - 8i// Ho//an 
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Jan-09 5 24 
Feb-09 4.51 
Mar-09 3 96 
Apr-09 3 49 
May-09 3.83 
Jun-09 3 80 
Jul-09 3.38 

3 14 
Sep-09 2 97 
Qct-09 4 00 
NOV-09 3.66 
Dec-09 5 34 

Average 
2009 $ 3.943 

Energy Information Administration 
Henry Hub Pricing 

Per MMbtu 
January 1 I, 201 1 Release 

Jan-I 0 5.83 
Feb-I 0 5 32 
Mar-I 0 4 29 
Apr-IO 4 03 

4.14 

JULIO 4 63 
Aug-IO 4.32 
Sep-10 3.89 
Qct-IO 3 43 
NOV-I 0 3 71 
Dec-IO 4 25 

May-I 0 - .  

Juri-IO 1 480  

Average 
2010 $ 4.387 

Jan-I 1 
Feb-I 1 
Mar-I 1 
Apr-1 1 
May-I 1 
Jun-I 1 
Jut-I 1 

Aug3 1 
Sep-1 1 
Oct-1 1 
NOV-I 1 
Dec-I 1 

4 02 
4 01 
3 92 
3 84 
3.82 
3 73 
3.80 
3.88 

4 19 
4.35 
4 61 

4 a4 

Average 
2011 $ 4.018 

Jan-I2 4 6 7  
Feb-12 4 64 
Mar-I 2 4.41 
Apr-12 4 28 
May-I2 4.18 
Jun-12 4 07 
Jut-12 4.26 . - - _. - - 
Aug-I 2 4 44 
Sep-I 2 4 50 

4 71 Oct-12 
NOV-I 2 4 82 
Dec-12 5 03 

Average 
2012 $ 4.501 

$ 4.349 
Summer 

2012 $ 3.900 Summer 
201 1 $ 4.177 Summer  Summer 

201 0 $ 3.516 2009 

Winter 2009- Winter 201 0- Winter 2010- 
2010 $ 4.888 201 1 $ 3.982 2011 $ 4.536 

adging Meeting--1-20-201 1 .xtsm 1/18/2011 

20 

EIA Prices 
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Gas Daily 
- 

Wednesday, January 12,201 1 

EIA cuts 2011 Henry Hub forecast 7% to $4.02 

The Eneray Information Administration's near-term and annual qas price forecasts swunq in 
opposite directions Tuesday as the aqency boosted its firstquarter estimate by 8% but slashed its 
- full-mr.predict ion bv 7%. 

In its January short-term energy outlook, EIA said its first-quarter Henry Hub spot price forecast is 
now $4.58/MMBtu, up 32 cents from last month. Its new 2011 forecast is $4.02/MMBtu, down 31 
cents. 

EIA said higher production and a drop in consumption in the first half of 2011, compared with the same 
period a year earlier, would moderate prices The forecast calls for an annual low of $3.73/MMBtu in June 
and a high of $4 61IMMBtu in December. 

The agency predicted that the qas market will tighten in 2012. with the Henry Hub spot price 
increasing to an average of $4.50/MMBtu for the year. 

Working gas storage inventories are expected to stay at or near record levels through most of 201 1, EIA 
said. Storage facilities held about 3 1 Tcf at the end of 2010, about 1% less than the record high set in 
December 2009 

ElA predicted that storage facilities will hold about 1.8 Tcf of workinq qas at the end of the winter 
heating season in March, about 7% more than a year earlier. The aqency attributed that to more 
production and a slightly warmer winter than 2009-10. 

The agency said relatively low gas prices would lead to a gradual decline in production throughout the 
year and would keep sending drillers on the hunt for higher-priced, liquids-rich gas 

EIA sees gas consumption falling by 0.9% in 2011 on forecasts for a more moderate winter and a 
return to near-normal summer temperatures. In 2012, qas demand is expected to grow bv 1.6% to 
66.5 Bcfld. 

EIA predicted that gas pipeline imports would keep falling in 2011 to 8.6 BcWd - a year-over-year drop of 
4.3% -and to 8.2 Bcf/d in 2012, a drop of 4.4%. "Canada gas will become less competitive as new US 
pipelines and increased Lower48 production with lower transport costs displace imports," the outlook 
said. 

Likewise, the forecast for liquefied natural gas imports drops to 1 .I BcWd this year, a 4.7% decrease from 
2010 levels. LNG imports could rebound modestly to 1.2 Bcf/d in 2012, the agency said. 

"Hiah domestic production, high inventories and low US prices relative to European and Asian 
markets should continue to discourage LNG imports into North-America," EIA said. - Meghan 
Gordon 
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Short-Term Energy Outlook 
January 11, 201I Release 
(Next update February 8. 201 I )  

Natural Gas 

US. Natural Gas Consumption. EIA expects total natural aas consumption to decline by 0.9 percent in 201 t 
Projected residential and commercial consumption fall by about 2 7 percent in 201 1 partly because of the forecast of 
I 3 percent fewer heating degree-days during the winter months this year compared with last year, but also because 
of recent changes in the way EIA collects and reports natural gas consumption data Forecast natural gas 
consumption in the electric power sector falls bv 1.0 percent in 2011 because of the forecast return to near- 
normal summer weather compared with the very warm summer last year. Forecast cooling degree-days fall by 
16 percent, from 1,468 in 2010 to 1,234 in 201 1 Only industrial sector natural aas consumption rises in 201 1 I 
by 1.1 percent, because of the 1.2 percent increase in the natural-qas-weighted industrial production index. 

Total natural aas consumption qrows by 1.6 percenth2012 to 66.5 billion cubic feet per dav (Bcfld). While 
projected commercial and residential consumption decline by a slight 0 2 percent from 2011 to 2012, the electric 
power and industrial sectors drive growth with projected increases of 3.6 and 1.6 percent, respectively 

US. Natural Gas Production and Imports. Total marketed natural qas production increased siqnificantly in 
2010, by an estimated 2.4 Bcfld, or 4.1 percent. Declines in production of 0.07 BcWd and 0.46 BcWd in Alaska and 
the GOM, respectively, were offset by a 2.9 BcWd increase in lower48 onshore production. EIA expects averase 
total production to fall by 0.3 percent in 2011. The latest EIA data for monthly natural gas production, which 
are for October 2010, showed a sliqht decline in the lower48 states from the previous month. EIA expects 
this aradual decline to continue.throuqhout 2011 because of a fallina driltina ria count in response to lower 
prices. The number of rigs drilling for natural gas reported by Baker Hughes Inc. increased from a low of 665 in July 
2009 to 973 in April 201 0. Over the following 6 months the natural gas rig count stayed relatively unchanged, hut in 
the last several weeks the rig count has fallen and ended December 2010 at 919 rigs, a level not seen since February 
2010. The large price difference between petroleum liquids and natural gas on an energy-equivalent basis 
contributes to an expected shiff towards drilling for liquids. 

The proiected decline in production in 2011 and increase in natural qas consumption in 2012 contribute to a 
strenathenins of natural gas prices late in this year and next. As natural gas prices begin to rise, forecast 
production rebounds in 2012, growing by 2 2 percent. Projected total marketed production averages 64.2 Bcf/d in 
December 2012 compared with 62.3 BcWd and 60.6 Bcf/d in December 2010 and December 201 1, respectively. 

EIA expects gross pipeline imports of 8.6 Bcf/d in 201 1 and 8.2 B d d  in 2012, year-over-year decreases of 4.3 and 
4.4 percent, respectively. Canadian gas will become less competitive as new US. pipelines and increased lower-48 
production with lower transport costs displace imports Projected liquefied natural gas (LNG) imports average 1 1 
BcWd in 201 1, a 4.7-percent decrease from 2010 levels. Imports in 2012 grow modestly to 1.2 Bcf/d. tiigh domestic 
production, high inventories, and low US. prices relative to European and Asian markets should continue to 
discourage LNG imports into North America 

U.S. Crude Oil 

EIA expects the price of West Texas Intermediate (WTI) crude oil to averaqe about $93 per barrel in 2011, $14 
hiqher than the averaqe price last year. _For 2012, EIA expects WTI prices to continue to rise, with a forecast 
average price of $99 per barrel in the fourth quarter 2012. EIA's forecast assumes U.S. real gross domestic 
product (GDP) grows 2.2 percent in 201 1 and 2.9 percent in 2012, while world real GDP (weighted by oil 
consumption) grows by 3.3 percent and 3.7 percent in 201 1 and 2012, respectively. 
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Duke Energy 
Hedging Program 

Remalning Base Not Yet Locked In 
Winter 2010-11 

% 
DthlDay __-- System 

November December January February March Total Supply 

- Duke Energy-Total 
Previously Hedged 
11 
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February 17.2011 
-_ 

Comments 
Weather 

Long Term Forecast (Feb 11- Apr 11) 

Mid Term Forecasl(30-60 days) 

Short Term Forecast (6-10 days) 

Storage Inventory 
Slorage withdrawals for the week ending February 1 l th were 233 BCF 
Storage levels are at 1 91 1 TCFwhich is 6 9% lower than last year and 
6 3% lower than the 5 year average Last year's wthdrawal was 190 
BCF. five-year average 139 BCF 

GAS PRICE SCORECARD Apni-June 201 1 PIWs price outlook IS 

storage deficit. but producer hedging and shon selling should curb pnce 
rally 

Demand for natural gas in North America will increase 1 S%/year through 
Long 2030, and almost95% of that growth will come from the power generation 

sector Use of nalural gas as a power-generation fuel will nearly double in 
North Amenca from 2005 to 2030 according to ExxonMobil 

The "lorrid pace of growth" of natural gas produciion will slow as storage 
and pipelinecapacity limits are tested. leading lo a 5% cap on production 

Long growth in 201 1 Following 201 1. Benlek predicted a "new era of efficient 
and pnce-responsive supply growth" that will coincide wilh further 

f Long EIA Weekly Storage Report 

~ - - -  
~ 

Industry Publications - 
PIW Energy Group 

Winter 201111 
1 Long Bearish "Best Case" 1Q11 weather scenano points to an end-March Y N  

14-15 

- -~ 

16 17 t Gas Daily 

- 

Gas Daily 1 18 

~ economic recovery ~- 

Summer 201 1 Strip Chart 1 .b I Short /Closed at $4 18 I 24 
Economy 

t Gas Daily 
- 

Wood Mackenzie-North Amenca Gas 
Transitions. Trends, and Trigger in 201 1 t 

- 
.Government Agencies - 

Total marketed natural gas production increased significantly in 20101by 
an estimated 4.4%. EIA expects average total production lo increase by 
0 8% in 201 1 Increasing consumption. especially in the electric power 

resume drilling. Total domestic nalural gas production increases 1 . l% in 

EIA expects WTi crude oil to average about1693 per barrel in 201 1, $14 

continue to rise. with a forecast average price of $98 for 2012 

66.8 Elcflday. 

sector. contributes to higher prices and more economlc Incentive to 

2012 

Long higher than the average 2010 price For 2012, EIA projects WTI prices to 

_I_ 

.- -.- 

--- 

II Long 26-27 

2627 

_I _"-____-- 

19 Long Several fertilizer manufactures have reopened Idled plants due lo cheap 
natural gas prices and increased demand for their product 

Watch for h e  following transitions. trends. and tnggers in 201 1 US 

hydraulic fracturing and DE0 approving LNG exports 

~- 
Long production declining. Gas prices shifting up, Mounbng opposition lo 20 

-_- 

1 - 
412 Annex Conference Room - 1:OO pm 

~ 

Anendees: Jlm Mehring, Jeff Kern, Mifch Martin, Joachlm Fischesser, Terry Bates, Steve Niederbaumer 

Hub natural gas spot pnce averages $4 163/MMBlu Energy Information Administration 
Summer 201 1 : $3.984 
Winler2011/12 $4 570 

- - _ ~  
- 

.Technical Analysis 

Discussed Ihe current market fundamentals Including weather, storage levels LI)Bdwithdrawal for week ending February 11,201 1). supply and 
demand and analyst thoughts on the current gas markel conditions In addition, discussed DE0 and DEK's hedging programs. the amount of gas 

benefits and Issues. Determined hat using this technique would require larger volumes hedged than what Is currently allowed through March 31, 
currently hedged within those programs and that the targets will be reset April 1st ~ Discussed the Cost Averaging technique used In 2009. it's 

2011. Will review at ule next meeting as allowed volumes wiii be revised upward for the periods under consideration 
---I .._. ---.-__ 
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211 5/20.11 

Duke Energy Kentucky 
Hedging Program 
Current Position 

System _I Hedged to Date __ ~ Next Target (3/31/11) - 
Delivery Supply __ Total Required Allowed 
Month Dthlmo Dth/day Dth/rno dth/day dth/day 

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

Winter 11/12 
Target Levels By October 31.201 1 

Summer 2012 

Nov-12 
Dec-12 
Jan-13 
Feb-13 
Mar-I 3 

Winter 12/13 
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Mar 

AP' 
May 
June 
July ' 

Oct 
Nov 
Dec 
J 
Feb 

COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

$6.49 
$6.37 
$6.72 
$6.63 
$6.92 
$6.10 
$5.43 
$5.1 3 
$5.69 
$6.23 
$5.84 
$5.80 -. _--- 

Historic Prices: 
NYMEX ( 

5-yr. avg. 
slng Price 
Last Year 
(2010-201 I) 

$4.82 
$3 84 
$4.27 
$4.16 
$4.72 
$4.77 
$3.65 
$3.84 
$3.29 
$4.27 
$4.22 
$4.32 
$4.18 
-- 

Summer Average I Winter Average 
I___-_-. 

$4.200 
$4 050 
$3.990 
$3.870 
$3.830 
$3.890 
$4.050 
$4 210 
$4.360 
$4.640 
$4.71 0 
$4.680 
$4.207 
$3.984 
$4.518 

NYMEX 
16-Feb-I ' 

$3.943 
$3.994 
$4.062 
$4.1 18 
$4.1 70 
$4.204 
$4.21 5 
$4.264 
$4.450 
$4.685 
$4.812 
$4.804 

I Hedaed Prices 1 Ohio Kentucky- 

$7.50 

$7.00 

$6.50 

$6.00 

$5.50 

$5.00 

$4.50 

$4.00 

$3 50 

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

~ 

9 
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Earthsat’s 30-60 Day Outlook 

m -0.9 to 0.9 

Staying cool in the West f$Gt a5  L9!d :!I th:$ :<a%: 

We do not anhapate as many exlreme anomalies for this shoulder 
so demands should be rather minimal Forecast dnvers other than 

30Y Normal 369.0, _ _  _ .  
Mar-2010 566.7‘ 

Mar 2011 Fcst: 

Change: 4 “Nauonal Ger-Wwghled HDD6 

MDA Information Systems, Inc 820 W. Diamond Ave, Suite 300, Caithersburg, MC) 20878 Tel (240) 833 8300 Fax (240) 833 8301 
www.mdafederal.com/w/ 0201 1 [30-60 Day-Outlook, Version 2.1 ] 

i/  
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EarthSat Weather 

Earthsat's 6-1 0 Day Forecast-Detailed 
Wednesday, February 16, 20 11 

Forecaster: BH/AC 

Forecast Temperature Dewiatibns .--I- ---I -I" 

-I_ 

-_I-.".___ 

I 
*Second Half Warming Trend Occurs In East* 

*Stronger Cold Aims For Plains, W. Midwest Late * 
A trough is still present over the Northeast during the early part 
of the period, but the debate with this feature concerns its 
strength and duration There is the chance for cooler air to lin- 
ger longer than expected However, warmer temperatures be- 
gin to push toward the East for the latter part of the period with 
the development ahead of a storm system moving through the 
Midwest The warmth could be stronger along the eastern Mid- 
west and East during this time frame. At the same time, colder 
air becomes more available for the Plains and western Midwest, 
according to the American models Should this scenario pan 
out, stronger cold may reach these regions at period's end and 
at a faster rate. 

I 

Forecast Confidence: 6 

a A +3F to +4F 69%11 A +5F to +7F 

B -3F to -4F B -5F to -7F 

MDA Information Systems, Inc. 820 W Diamond Ave., Suite 300 Gaithersburg, MD 20878 Tel (240) 833 8300 I Fax (210) 833 8301 
www.nidafederal.coni/wx/ 0201 1 [Morning Basic-Page 3, Version 2.1 J 

/ L  
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Weekly Natural Gas Storage Rcport Page 1 of1 

-- 
Region 

East 

west 

Producing 

Total 

__- 
.- 

---_I__- 

Stocks In billion cubic feet ( E d )  Historical Comparisons 
Year Ago (02/11/10) 5-Year (2006-3010) Average 

02'11'11 02/04/11 Change Slacks (Ed) %Change ' Stocks (Ed) Q/o Change ~- 
937 1.055 -118 1.045 10 3 1,072 12 6 

276 -24 325 15 I 7R7 3 8  300 

698 789 -91 60 2 2 3  680 2 6  

1,911 2,144 -233 2,052 -G 9 2,039 -6.3 

- .- 

_ _ _ .  . -- __ 
- - 

Data 
History (XLS) 

5-Year Averages, Maximum, 
Minimum, and Year-Ago Stocks 
(XLS) 

Methodology 
Olfferences Bctwccn Monthly 
and Weekly Data 
ReVISioO Policy 

Related Links 
Storage Basics 

Natural Gas Weekly Update 
Natural Gas Navigator 

Note: The shaded area Indicates the range between the historical minimum and maximum values for the 
weekly serles from 2006 through 2010. 
Source: Form EIA-912, "Weekly Underground Natural Gas Storage Report.'' Thc dashed vertical lines Indicate 
current and year-ago weekly periods. 

Privacy/Security i Accessibi l i ty i Copyr ight  & Reuse . Contact Us I Feedback I Careers i Abou t  E I A  

Fedstats I lJSA.gov I Department of Energy 

http://ir. eia.gov/ngs/ngs. html 2/17/2011 

http://lJSA.gov
http://ir
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Jan-09 
Feb-09 
Mar-09 
Apr-09 
May-09 
Jun-09 
Jill-09 
Aug-09 
Sep-09 
act-09 
Nov-09 
Dec-09 

Average 
2009 

Summer 
2009 

Winter 2009 
2010 

I- 

Hedging Meeting 2-1 7-1 1 .xlsm 

PIRA 
North American Gas Price Overview 

Per MMBTU 
January 26,201 I Release 

Jan-lO 
Feb-I 0 
Mar-I 0 

May-I 0 
Jun-IO 

Apr-IO 

Jul-IO 
Aug-10 
Sep-IO 
Oct-I 0 
NOV. 10 
Dec-I 0 

Average 
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For 2011, net imports from the U.S. are projected to increase 
by -0.3 BCF/D, but more aggressive growth looms ahead if 
gas production falters at a faster than forocast rate. 

The onslaught of extremely frigid la11 weather now points 

Mexican Pipeline hports a Bq 

January 26, 201 I NATURAL GAS 

GAS PRICE SCORECARD: APRIL 2011 - JUNE 2011 
Bearish Neutral Bullish pBIwm 

The pullback of gas-oriented rlg counts shows no sign Of 
reaching the levels required to balance the 2011 U.S. gas 
market, and the fragmented structure of gas drilling 
contractors also doesn’t augur well for timoly reductions. 
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decoupling trend continues, downside risks are lndlcated 
relative to PIfW’s gas demand forecast. 

r-1 I - 1  

Unusually mild 2Q10 weather means that FUC gas heatlng 
should achleve a Y N  gain of -1 BCFlD In 2911, i f  
Lornoeratums are relativalv normal. 

Redcorn Heafing [I [-ix 

Reported non-commercial NYMEX short futures positio 

NYMEXPrices and Speculation kx r-7 

gas buli’s perspectlve, the gradual em 
enarlo points to an end-fdarch 

hedgfng and potentlai short 
hould curb prtce rallles In 
t-1411 storage surplus. __ 

- - . - - ~  ---- -11- 

PlRA Energy Group, 3 Park Avenue, 2fjrn Floor, New Yo&, NY 10016-5989 (Tel) 2126866808 (Fax) 2126866628 www.plra corn 
For aulhofized subscribers only. Copyright 0 2011 PlRA Energy Group. All rights reserved. 

’ 



Case No. 2008-175 
Attachment A 
Page 300 of 334 

Gas Daily 
Friday, January 28,201 1 

Exxon: Power will drive demand for shale gas 

Demand for natural qas in North America will increase 1.9%/year throuqh 2030, ExxonMobil said 
Thursday in its annual energy outlook, and almost 95% of that growthwill come from the power- 
generation sector as the US and Canada move away from coal. 

In the developed world, gas will overtake coal as the dominant fuel for electricity production, 
ExxonMobil predicted “llnder any scenario, natural gas is an attractive fuel choice for power generation 
It is abundant and produces up to 60% less CQ2 emissions than coal ” 

Also, “gas-fired generation plants are based on proven technology, can be built quickly and are already 
cost-effective today,” the supermajor said. “ExxonMobil expects demand for natural gas for poweL 
generation to rise by about 85% rqloballvl from 2005 to 2030. By 2030, gas will be providing more 
than 25% of the world‘s electricity needs and will be well-positioned to become the top source for 
electricity production.” 

All that power demand is being driven by population and economic growth over the next 20 years, 
ExxonMobil said. 

The Irvinq, Texas-based producer said gas’ share of the North American energy mix would arow 
from 21% today to 26% by 2030. ”Use of natural aas as a power-qeneration fuel will nearly double 
in North America from 2005 to  2030,” i t  said. 

The gas needed to meet that demand will come in massive, cheap quantities, according to ExxonMobil. 
For some countries, liquefied natural gas supplies will be the primary source; for others, particularly the 
US and Canada, much of the gas will come from shale plays 

“Globally, unconventional aas production is proiected to grow fivefold from_ 2005 to  2030,” 
ExxonMobil said. “The largest growth by far is in the US, where unconventional production meets 
yell over ha1f.a US gas demand by 2030.” 

The company predicted that North American gas production from shale formations would hit 40 Bcf/d by 
2030 and account for roughly one-fifth of global gas supplies 

Meanwhile, global demand for energy of all kinds will increase 35% by 2030, with demand in emerging 
countries rising by more than 70%, according to the outlook, which ExxonMobil uses to help guide its 
global investment decisions. 

“Our energy outlook clearly points to a growing demand far energy globally, which reflects improving 
living standards for millions of people around the world,” Chairman and CEO Rex Tillerson said in a 
statement. ”The forecasts also show a shift toward natural gas as businesses and governments 
look for reliable, affordable and cleaner ways to meet energy needs. Newly unlocked supplies of shale 
gas and other unconventional energy sources will be vital in meeting this demand.” 

The outlook predicts that global electricity demand will grow by more than 80% through 2030 from 2005 
levels. In developing countries, electricity use is expected to soar more than 150%. The predictions take 
into account advances in efficiency. 
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The outlook also predicts that renewable sources of energy, including wind, solar and biofuels, will grow 
at an annual rate of about 10% on average through 2030. But given that they start from such a small 
base, renewable will only contribute about 2.5% of worldwide energy usage by 2035, it said. 

ExxonMobil is a major shale gas player, having bought Fort Worth based shale-focused producer XTO 
Energyfor $41 billion, including debt, in December 2009 (GD 12/15) ExxonMobil also owns millions of 
acres of leasehold in potentially gas-rich shale plays in Germany and Poland. 
-' Bill Holland, Gary Gentile 
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as Daily 
Wednesday, February 2,201 1 

Production growth to cap at 5% in 201 1 as producers adjust plans: Bentek 

The recent “torrid pace of q rowth ’xnatura l  qas production will slow as storage and pipeline 
capacity limits are tested, leading to a 5% cap on  production qiowth i n  2011. accordinAto a report 
released,.Wednesdav bv Bentek Enerqv. 

Bentek stated market conditions, upcoming operational issues and low prices will send producers 
- a siqnal to put on the brakes and adiust drilling plans, 

A number of factors could also help slow the pace of qrowth, including the windinq down of 
drilling to hold production and a decline in drillins cost-carries fromJoint venture deals, the report 
stated. 

Bentek said the expiring held-by-production obligations will allow operators to shift rigs away from 
peripheral leases and concentrate activity in the sweet spots, such as rich gas plays, in order to increase 
margins in a low-price environment 

While riqcounts may fall, production should remain relativelv flat or even qrow in some key 
basins as producers focus on  these sweet spots andxork  throuqh,&n inventory of non-completed 
wells, Bentek said. 

In addition, the report stated the 2,300 uncompleted wells in the Haynesville, Marcellus, Eagle Ford and 
Barnett shale plays constitute a low-cost inventory already “in the ground” and will cap future price 
increases. 

Meanwhile, the drilling cost-carries from joint ventures will begin expiring between 201 1 and 201 3, limiting 
their downward impact on development costs, the analysts said. 

Higher-value hedges also will continue to roll off, exposing producers to the lower-price environment, the 
report said. 

It also predicts the 201 1 oversupply will continue to bring down futures calendar-year strips, hindering 
hedging strategies and lowering the economic prospects of some drilling investments. 

“Ultimately these factors will lead producers to cut E&P spending and drilling plans, resulting in slower 
supply growth,” the report said. 

Followinn this vear, Bentek predicted a “new era of efficient and price-responsive SUPP~V urowth” 
that wil l coincide with further economic recoverv and a r e n e w a  interest in natural qas from a 
number of  demand sectors. 

The report also stated associated gas produced from oil and liquids-rich wells between 2010 and 2015 is 
expected to grow by 2.5 Bcfld to a total of 10 Bcfld. 

Bentek is a unit of Platts, a division of The McGraw-Hili Companies. - Eunice Bridges 
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Gas Daily 
- 

Monday, February 14,201 1 

Low gas prices prop up earnings, prompt fertilizer makers to reopen plants 

-- Several fertilizer manufacturers have been prompted by relatively cheap natu1al qas and higher 
demand for x r  end-products to reopen plants idled several years earlier when qas prices made 
- their production costs too high. 

The plants were mostly taken offline in the early ZOOOs, when high qas prices prompted the 
- companies to seek cheaper imports, s@ natural qas accounts for about 70% to 90% of the cost 
- of ammonia for feedstock. In addition, many of the manufacturers are flush with cash as they reap the 
benefits of stronger demand for their products 

Potash Corporation of Saskatchewan reported late last month that its fourth-quarter earnings more than 
doubled from a year earlier to $482.3 million. 

While gas prices were generally lower in the quarter than a year earlier, PCS said total average gas costs 
across its operations actually rose 24% to $5.62/MMBtu, including hedging. Most of the increase was due 
to higher gas costs for its ammonia facilities in Trinidad, which are indexed to the Tampa, Florida, 
ammonia price and reflected higher prices for that end-product. 

PCS announced in early February that it will restart its ammonia plant in Geismar, Louisiana,& 
-- to lower gas prices there. The plant has the capacity to use about 51,000 MMBtuld of qas to 
produce up to 1,500 tons/d,,gf ammonia. It was idled in 2003 due to hiqh gas prices. 

The company said it would spend about $158 million to bring the plant back up over the next 18 months. 

Other plants in the process of beinq restarted due to falling gas costs include the Beaumont, 
Texas, ammonia plant owned bv Pandora Methanol, with the capacity to use about 8.7 Bcflvear to 
produce some 225,000 tons of product. LSB Industries says its Pryor, Oklahoma, nitroqen plant 
continues to be brought UP to full Droduction of 525 tonsld. which would consume about 17,850 
MMBtu/d of gas. 

On Wednesday, Agrium said its wholesale results for the fourth quarter were aided by 18% lower gas 
prices, with the firm paying $3.97/MMBtu on average. 'The Calgary-based company earned $1 58 million 
in the fourth quarter, quadrupling its year-ago results. That included pre-tax gains of $4 million on gas and 
other commodity hedge positions, the company noted. -. Stephanie Seay 
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Mackenzie 
January 201 1 

North America Gas: Transitions, trends, and triggers in 201 I 

Executive S u m ma ry 

In the North American gas industry, 2010 was another difficult year for just about everyone except 
petrochemical producers and other industrials, who benefitted from low gas prices and a weakening 
dollar. Otherwise, though, the sluggish economic recovery meant continued pressure on utilities, and 
low gas prices brought upstream consolidation, creative strategies to push production growth despite 
weak cash flows, massive coal displacement, and even discussion of LNG exports as a strategy for 
diversifying beyond a saturated domestic market. This year, however, will be marked by 
transitions across the natural qas value c h a i n E d h e  industry moves from a period of over- 
supply to a more sustainable qrowth path bv the end of next year. Watch for the following 
transitions, trends, and triqqers in 202% 

US production declininq-finally 

Gas prices shiftinq up--a little 

Tiqht oil drilling surpassinq shale uas drillinq 

Fewer acquisitions focused on dry-qas shales 

Mountinn opposition to hvdraulic fracturinq 

Emercling new sources of demand 

Coal plavers explorinq ways to increase exports 

Chemical plants using more NGLs 

Pipeline rate restructurinq 

The Department of Enerqv approvinq LNG exports 

Energy policv remaining stalled-=unless oil prices shoot up 

New options being considered for Alaskan gas 

3 0  
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Gas Daily 
- 

Wednesday, February 9,201 1 

EIA ups price forecast, lowers inventory outlook 

-- The Enerqv Information Administration on Tuesdav made modest increases to its near-term qas 
price forecasts, raisinq-its first-quarter HenLK,Hub estimate 4 cents, or less than I %,.to 
$4.62/MMBtu and boosting its 2011 estimate bv 14 cents, or about 3%. to $4.16/MMBtu. 

In its February short-term energy outlook, the agency also hiked its second-quarter forecast by 7 cents, or 
about 2%, to $4.25/MMBtu 

Last month’s cold snap prompted EIA to drop its outlook for qas storgeJnventories at the end of 
the winter heating season.,It predicted 1.651 Bcf will remain in storase bv late March, 120 Bcf less 
than it proiected in its January outlook. 

EIA said it expectsprice uncertainty to lgmain low through 2011 compared with last year& 
reiterated that the qas market would beqin to tiqhten in 2012, when the Henry Hub spot price is 
expected to rise &,,g$4.58/MMBtu average. 

The report said gas consumption would stay flat from 2010 to 2011. Residential and commercial 
usaqe is expected to dip less than 3%, while industrial consumption is expected to  increase 2.4%. 

--- On the supplv side, total marketed production would “slow considerablvJ’ to 0.8% this year. EIA 
said, as an expected I Bcfld increase in Lower-48 output is likelv to be partiallv offset by a 0.4 
Bcf/d dip in qas coming from the Gulf of Mexico. 

For 2012, the agency predicted that total consumption will grow 1% to 66.8 Bcfld. It said higher usage by 
the power-.generation and industrial sectors would be partially offset by declines in residential and 
commercial usage. 

“Increasing consumption, especially in the electric power sector, contributes to higher prices and more 
economic incentive for producers to resume drilling,” EIA said. 

The outlook for gas pipeline imports remains weak. EIA said the US would import 8.7 Bcfld in 201 1, a 
4.2% drop from last year, and 8.2 Bcfld in 2012, a 5.5% drop. 

The report said LNG import terminals would handle an estimated 1 .I Bcfld this year, 4.4% less than 2010 
levels, before growing modestly to 1.2 Bcfld in 201 2. 

“Hiah domestic production, hiqh inventories and low US prices relative to European and Asian 
markets should continue to discourage LNG imports,” EIA said. - Meghan Gordon 
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Mackenzre 
January 201 1 

Q1 Macro Update: 201 1 - The Year of Reckoning 

Executive Summary 

Global growth over the next couple of years has been revised up from our September forecast. Wood 
Mackenzie exoect qlobal GDP qrowth of 3.4% and 3.1% in 2011 and 2012 respectively (constant US$). 
Notably, we see stronger growth in the US (UP from 1.8% in 2011 to 3.1%) and China (8 7% to 9.4%). In 
- the US, this reflectsfurther fiscal stimulus announced in December which is expected to boost the 
economy onto a self-sustaining growth trajectory. In China, this revision reflects a more modest slowdown 
as tightening policies take time to feed through to the real economy. 

Serious risks to this outlook remain. Althouqh unlikely in our view, the European sovereign debt crisis 
could turn jnto a bankina crisis. This would likely be triggered by one or more European economies 
restructuring (defaulting on) their sovereign debt with unintended consequences. The threat of such a 
catastrophe is likely to be sufficient to ensure European policy makers prevent it from happening. But as 
always, this will depend on their political support and crucially, their ability to explain to their electorate why 
short-term pain may be preferential to medium-term anarchy. 

inflation is becoming an issue in Europe and continues to be an issue in the developing world. Policies to lower 
inflation in China, Brazil and India will slow GDP growth in these economies over the short- to medium-term. 
Inflation in Europe could lead to interest rate hikes in H2 2010 which would act to slow recovery in Europe, and 
contribute to currency appreciation against the US dollar as interest rate differentials widen 
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Short-Term Energy Outlook 
February 8, 204 1 Rclease 
(Nexr opclale fdatch 8, 201 1) 

Mafural Gas 

U S .  Natural Gas Consumption. EIA expects that total natural qas consumption will remain flat from 2010 to 
- 201 1. Reported residential and Commercial consumption are expected to decline by 0.3 percent and 2 4 percent, 
respectively, primarily because of changes to EIA's methodology for collecting and reporting natural gas Consumption 
data Industrial consumption rises from 18.0 billion cubic feet per dav (Bcfld) in 2010 to 18.3 Bcfld in 2011 as 
the natural-qas weiQhted industrial production inde-reases 2.4 percent vear over vear. 

Total consumption wows 1 percent in 2012, from 66.2 Bcfld to 66.8 Bcfld. Increases in natural qas 
consumption in the electric power sector (2.9 percent) and indugrial sector (1.2 percent) are partiallv offset 
- by sliqht declines in residential and commercial consumption. EIA expects electric power sector and 
industrial sector consumption to qrowkv 2.9 percent and 1.2 percent, respectively, in 2012. 

U S .  Natural Gas Producfion and Imports. Total marketed naturalgas production qrew stronqlv throuqhout 
2010 (4.4 percent), increasing from 59.7 Bcfld in January to an estimated 63.7 Bcfld,Jn December. Year-over: 
year,Qrowth in 2011 is expected to slow considerablvkjust 0.8 percent as an increase of 1.0 Bcfld in the 
lower48 states is partially offset bv a decline of 0.4 Bcfld in the GOM. 

The latest EIA data for monthly natural gas production showed an increase in lower-48 states' production for 
November 20 10, reversing October's decline. Modest declines are expected to resume and continue throuql 
201 1, howgver, because of a falling-drillina riq count in response to lower prices. The number of rigs drilling for 
natural gas reported by Baker Hughes Inc. increased from a low of 665 in July 2009 to 973 in April 2010. Over the 
following 6 months the natural gas rig count stayed relatively unchanged. However, over the last 3 months the rig 
count has fallen, dropping to 91 1 rigs as of February 4. The large price difference between petroleum liquids and 
natural gas on an energyequivalent basis contributes to an expected shifl towards drilling for liquids rather than for 
dry gas. 

lncreasinq consumption, especiallv in the electric power sector, contributes to hiqher prices and more 
--- economic incentive for producers to resume drillinq/Iotal domestic natural qas production increases 1.1 
percent in-2012. Lower-48 production is expected to increase throuqhout 2012 from 55.0 Bcfld in January to 
57.4 Bcfld in December, which would be stronq qrowth, but siqnificantlv less than durinq 2010. Federal GOM 
production declines sliqhtlv, by 0.4 percent (0.02 Bcfld) in 2012. 

EIA expects gross pipeline imports of 8.7 BcWd in 201 1 and 8.2 Bcf/d in 2012, year-over-year decreases of 4.2 and 
5.5 percent, respectively. Projected imports of liquefied natural gas (LNG) average 1 .I Bcf/d in 201 1, a 4.4-percent 
decrease from 2010 levels. LNG imports in 2012 grow modestly to 1.2 Bcfld. High domestic production, high 
inventories. and low US. prices relative to European and Asian markets should continue to discourage LNG imports. 

Crude Oil and Liquid Fuels Overview. EIA expects a m n u e d  tiqhteninq of world oil markets over the next 
two vears.-World oil consumption qrows by an annual average of 1.5 million barrels per dav (bblld) throuqh 
2012 while the qrowth in supplv from non-Orqanization of the Petroleum Exportinq Countries Inon-OPEC) 
countries averaqes about 0.3 million bblld this vear and remains flat in 2012. Consequentlv, EIA expects the 
market will relv on both inventories and sianificant increases in the production of crude oil and non-crude 
liquids in OPEC member countrles to meet world demand arowth. While on-shore commercial oil inventories in 
the Organization for Economic Cooperation and Development (OECD) countries remained high last year, floating oil 
storage fell sharply in 2010, and EIA expects that OECD oil inventories will decline over the forecast period to close 
to the middle of the previous 5-year range by the end of 2012. 
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There are many significant uncertainties that could push oil prices higher or lower than current expectations. Among 
the uncertainties are decisions by key OPEC member countries regarding their production response to the global 
recovery in oil demand; the rate of economic recovery, both domestically and globally, fiscal issues facing national 
and sub-national governments; and China's efforts to address concerns regarding its growth and inflation rates& 
addition. even thouqh Eqvpt is not a maior supplier of crude oil or natural qas to world markets, the recent 
--- unrest in that countrv raises the concern that unrest could spread to  other countries in the reqion with a 
lamer role in supplyinq world enerqv-markets or that key transit routes for enerqv and other soods could& 
- disrupted. 
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The projected Henry Hub natural gas 

4 Long for 201 1 and $4 579/MMBtu for 2012. 
be at 1.549 Tcf at the end of March which is about 102 Bcf less than 
projected in February. 

22 

23 
_l__l.-.- 

t Short Closed at $4.77 

f Short Closed at $4.13 
-.. 

_I- - - ~ - - .  
EIA projects total natural gas consumption to remain flat in 2011 I All 
sectors except industrial are expected to decline. Industrial is projected to 

Long increase 4.0%. In 2012, total consumption grows by 1% to 67.2 Bcflday 
on gains b the power-generation and industrial sectors. 
Total markited natural gas production increased significantls'n 201 0 by 
an estimated 4.4%. HA expects average total production to increase by 

Long 0.8% in 201 1. Total domestic natural gas production increases 0.9% in 
201 2. 
Cantintling unrest in Libya as well as other North African and Middle 
Eastern countries has led to the highest crude oil prices since 2008 EIA 

Long expects WTI crude oil to average about $102 per barrel in 2011, $23 
higher than the average 2010 price. For 2012, EIA projects W T I  prices to 
continue to rise, with a forecast average price of $105 for 2012. 
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Annex Conference Room - 1:OO pm 
Attendees: Jim Mehring. Jeff Kern, Joachim Fischesser, Steve Niederbaumer 

projections and PIRA, EIA and NYMEX pricing information. Discussed our current positions within the Ohio and Kentucky hedging plans. In 
addition, significant discussion about the earthquake in Japan and its impact on the worlds natural gas markets as well as impacts to the US gas 
market including near term volatility. Based on the current volatility in the markets and the lack of clarity about the impacts of the earthquake a 
decision was made to reassess additional hedging opportunities at next months meeting 

Discussed market fundamentals such as weather, storage inventory levels, and economic factors such as supply and demand. Discussed 

-__I_ -1.-- __.I 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Date Next Target (3/3 111 1) 
Delivery Supply - Total Required Allowed 
Month Dth/mo DWday Dth/mo dth/day dlh/day 

Target Levels By Oclober 3 1, 201 1 

Summer 201 1 
Target Levels By March 31,201 1 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

A!?!" ... 
" .... May l.._... , 
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US Slightly warrnei in the 
southern Rockies 

Slightly cooler Great Lakes region 

I 

EarfhSaf Weather 

No changes to the forecast 

Remainirxj warm in the South 

-0.9 to 0.9 

Marginal warm changes have been made over Texas and the Southwest. 
while the Great Lakes region has slightly cooled We continue to forecast 
widespread aboves across the East and South, and over much of the 
Midwest The seasonal drivers induding a weakening La Nina, warm AM0 
and mld PDO all favor the warm-dominated Eastem half, as do several prior 
analog years (1950, 1955, 1999 and 2008) featuring similar atmospheric 
conditions Furthermore. the persistent Southern drought has expanded 
northward into the Carofinas and Central Plains I Southeast Rockies. 
increasing support for (he forecast warmth. The Gulf of Alaska low. having 
recmUy eslablished itself. should remain a prominent feature; this tends lo 
Rood much of the nation with Pacific air, and limils cold air availability. A cold 
pod may remain over western Canada, but wilhout the stronger Modting thal 
could be provided via an Alaskan ridge, this cooler air mass should struggle 
lo penetrate into the US. That said, the risk of more dominant -NAO blodting 
muld force a cooler outcome over the Eastern half. 

Aor GWHDD** Forecasts '1OY Normal updated to '01-10 

No changes have been made to the May forecast. which still features 
warmth aaoss the South We do show seasonably cool air over Ihe 
Northeast and Upper Midwest where possible 4440 blocking could provide 
a little more cooling The better May correlations with -NAO blocking deliver 
cool anomalies to lhe West, Northern Rockies and Northern Plains. which 
dosely matches our forecast map. Weakening La Nina analogs make the 
case for a cooler stream funning acfoss the Northern tier, but the cool 
anomalies are fairly weak across the Northeast. Great Lakes and Upper 
Midwest. With the warm AMO. cold PDO and the likely persistence of 
drought conditions over the Southern tier remaining dominant drivers, 
aboves are well.~supported from the Southern Rockies to the Mid-AUantic 
The GOA low should continue to induce cool onshore flow along the West 
Coast. and support tmughiness over the Interior West. If this feature wanes 
during the month. warmer air could overspread the West. More dominant 
blodting could cause a cooler outcome over the Central US 

No Change 
"NaUanai Gas-Weiahted HWa i I 
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.. 
Earthsat Weather 

*MAS, SAs Dominate Early Period In MW, South* 
*Cold Air Mass Aims To Bring MBs To Northeast Late* 

Abundant warmth encnmpasses much of the eastern half for the 
first part of the period with widespread much aboves to strong 
above normal temperatures from the Midwest to the South and 
Mid-Atlantic. Some of these areas could still be warmer than 
expected, particularly for the East Coast in the mid-penod. 
However, the shift to the cooler side quickly occurs for the latter 
part of the period along the East There is the potential for be- 
low normal readings to dig into the South with moler air still 
available to impact the Northeast and East Coast at period's 
end. Depending on the timing and strength of that cold air mass 
in the East late, a warmer outlook may develop in the Rockies 
and Plains late. 

Forecast Confidence: 5 

A +3F to +4F a A +5F to +7F MA +8F to +14Fm SA +I5 or Higher 

U B -3F to -4F &H B -5F to -7F MB -8F to -14F 
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CSU Initial 20 I I Hurricane Outlook 

According to the initial forecast by the Colorado State University (CSIJ) hurricane forecasting team of 
Phil Klotzbach and Bill Giay, the 201 I Atlantic-basin hurricane season will bring an above-averaw 
number of Atlantic basin tropical storms and a 73 percent probabilitv that at least one maior 
hiirricane (cateiory strength 3-4-5) will make landfall on the U.S. coastline. CSU forecasts 17 named 
storms, 9 hurricanes, and 5 major hurricanes. The number of storms forecasted for 201 I are actually 
similar to the actual results of 2010. However, one difference is that while thc 2010 season was the third 
most active season in the Atlantic Ocean, it was also the first time in recorded history that 12 hurricanes 
formed in the Atlantic basin without a single one making landfall in the United States. CSU will issue 
updates to its hurIicane outlook on April 6 ,  June 1, and August 3. 

/3 
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rage 1 0 1  1 

pp-......"...._ 
Historical Comparisons 

5-year (z006-zo10) Average ., Region 
(Scr) -% Change StIJCks (SCr) % Chongc -.-.~ --. 

697 748 -51 773 -9 8 760 -8.3 

-9 4 221 223 284 -22 2 244 .2 

I8 4 

._-.__ .- ._-_____ I__ _I--. East 

West 

Producing 700 - 3  560 25 0 591 

Total 1,618 1,674 -56 1,617 0.1 1,595 1.4 

-- -- -,_._I_ - --.- 
__________I. -_____- I-. -- 703 

,@@ 1) S Energy information Administration 
inuependent Sialislics and .Analysis 

hone Nalura) Gus Weokly Natural GosSionae Rewi 

Weekly Natural G a s  Storage Report 

Glossary 

s u m m a r y  
Working gas In  storage was 1,GlQ Bcf as o f  Friday. March 11, 2011, according to  EIA estimates. This represents a net 
decline of 56 Qcf from the previous week Stocks were 1 Bcf hlgher than last year at this time and 23 Bcf above the W e a r  
average of 1,595 Bcf I n  the East Region, stocks were 63 Bcf below the 5-year average foilowlng net withdrawals of 51 
Bcf Stocks i n  the Producing Region were 109 Bcf above the 5-year average of 591 Bcf after a net withdrawal of 3 Bcf 
Stocks in the West Reglon were 23 Bcf below the 5-year average after a net drawdown of 2 Bcf At 1.618 Qcf. total 
worklng gas is within the 5 year historical range. 

WOI klng Gis in Unrfer~oi i i i i l  Sloiage Coniinred whti I-Yenr buwe 

Souire: Enetyy i ~ ~ o ~ n ~ a l l o i ~  Adininldratio~i, Office of Oi l  and Gas. Foini ElA.912 

4 pco 
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Data 
Hlstory (XLS) 

5 Year Averages, Marlmum, 
Minimum, and Year-Ago Stocks 
(XLS) 

Mcthodology 
Oitferences Between Monthly 
and Weekly Data 
Revlslon Pollcy 

References 

Related Links 

Storage Bilsics 
Natural Gas Weekly Update 
Natural Gas Navigatol 

Note: The shaded area indicates the range between the historlcal minimum and maximum values for the 
weekly series from 2006 through 2010. 
Source: Form EIA-912, "Weekly Underground Natural Gas Storage Report." The dashed vertical lines indicate 
current and year-ago weekly periods. 
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February 24,201 1 NATURAL GAS 

GAS PRICE SCORECARD: APRIL 2011 - SEPTfMBER 2077 
Bewish pleufral msh mmm 

The threat of nnofJw possible W G  "dymp" into the U.S. Is 
LNG /mports a f-1 being r e p b a d  by excitement over the prospect d WG 1 

exports from new North Amorican liquefaction plants. i 
Evidence Is fast growlng that the days of sizable YIY losses 
of Canadian production are comfng to an end In part thanks 

1 
dlan 1 1  1-1 IIC[ horirontal drilllng In Ilqulds-criented plays. But 

should dedine neverthcless. 

fully offset by failing 
-oriented drilling 

in very positive, but @e 

cts at an increasing risk. 

the 'coal stack" absent a 2009-style gas price crash. 

strjalgas &nand growth Is not surprising, but 
i ,d indusfrl+electrictty demand Is difficult to 
th thF manufacturing sector's recovery. 

Unusually mild weather In March and April 2010 means that 
WCgp heating should achieve a sizablc YN galn if 
temperatures are close to 30-year normals. 

Res/Corn Heating 1 7  T j  . .  

PlRA -y Group. 3 Park Avanue, 26" Aocr. Now Yo& NY 10016-5989 (Tel) 2128864808 (Fax) 2128868826 wgira.m 
For aothomed subscribers only. COpyrisM 0 2011 PIFA Energy Gnxlp. AB rights reserved 
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Pricing Analysis: “At a Glance” 
Bearish Factors 
I Near-term weather outlooks a r e  not supportive for prices. 
The producingregion has already started injecting into storage. 
Analwts  expect storage to reach a s h i g h  before Oet. 31,2011. 
The EIA projects a 201 1 gas price of $4 10/Mcf at the Henry Hub. 
Natural  gas production in the Lower 48 states rose amin in December 2010 and  is n o i v z h  hirrher 

than  one year ago. 
0 Traders have been vocal about their intentions to “sell” as prices move toward the $5 per MMBtu level, and 
“selling” pushes prices right back down. 

Significant snowpack in the Northwest should increase hvdropower supplies, displacing an estimated 
1.5 Bcf/day of natural  pas. .-- Higher-priced NGLs could k e n t  natural  gas drillinp. 

Bullish Fac to r s  
The extreme net-short position being held by speculators and hedge funds. 
Preliminarv outlooks for this vear’s Atlantic-basin tronical storm season. 

Neut ra l  Factors 
0 Implementation of the Dodd-Frank Wall Street Reforni Bill is still an unknown. 
0 More  states a r e  looking at stricter regulations on fracking. including the r e w i r e d  disclosure of the 
chemicals used. 
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Gas Daily 
- 

Monday, March 14,201 1 

CEO: Cheaper shale drilling technology imminent 

=e CEO of oilfield services qiant Schlumberner on Fridav reiterated his stance that current shale 
qas drilling is inefficient,but he said the technoloqies needed to  make i t  cheaper and easier are 
onlv two to three years away. 

“We can’t keep losing 70% of fresh water in order to drill” shale wells, Andrew Gould told the audience at 
the CERAWeek industry conference in Houston. “The current efficiency of multi-staqe fracks is quite 
low. There is opportunity to  exploit shale resources at a much lower cost.” 

Gould noted that shale geology was not being evaluated with adequate tools to identify where gas, oil or 
liquids could be found in greatest abundance and where they could be most easily recoverable. 

Gould previously described current shale~drillinq eff-as a combination of “brute force and 
innorance;” on Friday, he added: “We now lust open up as much of  the surface of the rock as we 
can and only find that 20% to  25% of i t  is qood.” 

But he offered some hope. “It may be two to  three years, before the industrv qets there. You’re 
probably lookinn at drill inn shorter horizontals, frackinq selectively rather than frackinq the whole 
thins, and there’s a very good chance the cost is qoina to  go down.” 

The current cost of drilling a shale well generally ranges from $5 million to $10 million, depending on the 
location. 

In the same vein, Houston oil services company Baker Hughes on Thursday unveiled three new 
technologies for sand management, hydraulic fracturing and drilling in unconventional formations. 

One of the new systems, AutoTrak, is designed for more accurate drilling of long horizontal shale wells. 

Schlumberger has already made inroads into enhancing gas and oil extraction from shale. Last year, it 
acquired drilling technology provider Smith International, saying a major factor behind the move was the 
attractiveness of North American shale gas plays. 

Last month, it debuted a new drill bit designed to more quickly penetrate shale laterals amid a low- 
hydraulic energy environment, ultimately reducing rig drilling time.- Samanfha Sanfa Maria 

. .  
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- 
Tuesday, March 1,201 1 

Report: Gas prices to get lift from fuel-switching 

Coal-to-qas switchinq this ygar i s  likely to provide a substantial floor to, or even prompt a 
- significant recovery in, natural aasprices, Credit Suisse analysts predicted in a report Monday 

-I “We think the risina cost,of delivered coal continues to  influence dispatch decisions and thereby 
creates a natural floor of  backstop for qas Drice&’-wrote Stefan Revielle and Teri Viswanath. 

They anticipate an incremental 1.25 Bcf/d of coal-to-gas switching in the Southeast alone this year. The 
country as a wholeJkwanath told PIatts,mld expect to see as much as 2.5 Bcfld of coal 
displacement this year. 

The trend was set in motion about a decade ago when there was a significant build-out of new gas-fired 
plants while coal development stalled, the analysts noted. 

Citing statistics from the Energy Information Administration, they said generation from coal plants 
increased by 5.3% in 201 0 compared with year-ago levels, while gas-fired generation outpaced that at 
6.5%. 

“Or stated another way, coal-fired plants contributed 45.2% of total US generation last year, or a [year-on- 
year] riseof 0.4% in market share,” the analysts wrote, “while the total share of electricity supplied by gas 
plants increased by Q.5% in comparison, to 24.1 %.” 

Among the reasons for the increasing move to gas: some generators’ low-cost fuel hedges are rolling off 
and, as a result, those facilities - particularly in the Southeast, where such fuel-switching has historically 
been more prevalent than in other regions - are becoming more exposed to spot commodity prices. 

The Southeast “has a diverse installed capacity and higher rail charges,” and therefore is more prone to 
fuel competition, the report said. - Samantha Sanfa Maria 
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Gas Daily 
Tuesday, March 15,201 1 

Japan quake to tighten LNG supply; US seen unaffected 
Risinq demand for LNG in earthquake-hit Japan is likely to tiqhten the availability of supplies to 
-II other gas-consuminq regions,,such as Europe and particularly the UK, traders said Monday. 

But one industry analyst said the earthquake’s fallout would have little effect on US gas prices. 

“In 2007, Japanese liquefied natural gas imports rose 0 5 to 1 Bcfld due to nuclear plant outages 
following an earthquake,” Jefferies & Company analyst Bijou Perincheril wrote in a note to clients. “Back 
in 2007, the US was very dependent on LNG, importing around 3 Bcf/d. Currently, we bring in less than 1 
Bcfld 

Gas from new shale plays has increased production in the Lower-48 states by 7 Bcfld during the 
same time frame, Perincheril said, creating a situation where a complete halt to  LNG imports 
would have liw no effect on US qas prices in the short run. 

Japan has lost about 10 GW of nuclear power generation capacity since the magnitude-9 earthquake 
struck Friday, shutting 11 atomic reactors operated by utilities Tepco, Tohoku and Japco, as tsunami 
flood waters engillfed some nuclear facilities and led to two partial meltdowns over the weekend. 

Spot LNG prices in Asia surged more than $l/MMBtu Monday as buyers there adjusted bids to the 
prospect of greater demand for the fuel. On Monday, Platts assessed the price of spot LNG in Asia at 
$1 1 .OO/MMBtu. 

Demand for LNG in Asia has rebounded sharply, reversing a period of price softening in the run-up to last 
week‘s earthquake, which has since given Asia a 70-cent premium over markets in Europe. 

The most bullish estimates of demand suggest that Japan would need at least 10 additional spot 
carqoes a month throuqh May to bridqe the loss of 20% of its nuclear capacitv. 

UK gas prices gained 7% Monday as traders bet that Japan would increase imports of LNG to bridge 
energy shortfalls from nuclear plants, and drain the UK and Europe of much-needed supplies. UK pipeline 
traders expect to see fewer deliveries from Qatar - the country’s main supplier of LNG - as diversions 
toward Asia start. 

Some European LNG traders were more cautious of the potential impact, and some have even suggested 
that gains on the UK hub may be short-lived. 

They argue that Asia’s Japan-led demand won’t swallow all of Europe’s gas supplies. Some have even 
scolded investment banks and analyst houses for jumping to conclusions about the extent of demand 
resulting from the crisis. 

“People are netting very excited about this,” a source said. “But in the west and south of Japan, 
there is no issue renardinn nuclear plants. It reallv is far too early to say what effect this will have 
onprices and demand.” __. Oleg Vukmanovic, Bill Holland 
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s Daily 
Wednesday, March 9,201 1 

Citing flat demand, EIA cuts 201 1 price forecast 

The Energy information Administration on Tuesday made across the board cuts to its near-term gas price 
forecasts. 

In its March shceterm enerqy outlook, the aqency reduced its first-quarter forecast by 19 c e n b  
-- o r  -. about 4% from a month ago, to $4.16/MMBtu. Its second-quarter forecast dropped 7 cents, or 
nearly,2%, to $3.90/MMBtu and its full-year estimate fell 6 cents, or less than 2%, to $4.1OIMMBtu. 

EIA lowered by 102 Bcf last month’s prediction for how much gas will remain in storage at the end of the 
winter heating season. EIA said,,it now expects storaqe f a c i l i t i a h o l d  1,549 Bcf of workinq aas by  
late March. 

“Cold temperatures and production freeze-offs in February contributed to a larger-than-expected 
- draw on inventories,” the report said. “EIA expects that inventories, thouah somewhat below their 
2010 levels for the first half of the.year, still will remain relatively robust.” 

EIA said qas consumption would stay flat in  2OlJ as lower residential and commercial usage offset 
increased use by the industrial sector. The agency attributed an expected 1.2% drop in residential 
consumption and 2.7% drop in commercial consumption to changes in the way it collects data. Industrial 
demand, meanwhile, is expected to rise 4% to 18.8 Bcf/d this year, up from 18.1 Bcf/d in 2010. 

In 2012, EIA sees qas consumption qrowina 1% to 67.2 Bcf/d, from 66.6 Bcfld in 2011, on aains by  
the power-generation and industrial sectors. 

EIA said production arowth would slow considerably this year, from a 4.4% year-over-year 
increase in 2010 to iust 0.8% this year. It sees onshore drill ing in the Lower-48 states creepins UP 
I Bcfld while Gulf o f  Mexico production falls 500,000 Mcf/d. 

The outlook could improve for drillers in 2012, the agency said, when production increases by 0.9%. It 
said Lower48 output would rise to 57.4 Bcf/d in December 2012 from 55 Bcfld in January 2012. 

- “Increasing consumption in 2012, led by strona growth in the electric power sector, contributes to 
hiqher prices and to  an economicincentive for producers to resume drillinq,” the report said. 

Pipeline imports continue to fall in EIAs outlook. It predicts that 8.4 Bcf/d of gas will flow from Canada or 
Mexico this year and 8.2 Bcfld in 2012, representing year-over-year decreases of 5.6% and 2.3%, 
respectively. 

Likewise, LNG imports are expected to fall 3% to 1.2 Bcfld this year, compared with 201 0, then remain 
relatively flat in 201 2. - Meghan Gordon 
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Short-Term Energy Outlook 
March 8.201 1 Release 
(Next  update April 12, 201 I )  

Global Crude Oil and Liquid Fuels 

Crude Oil and Liquid Fuels Overview. EIA expects continued tiqhteninq of world oil markets over the next 
two years, particularly in liqht of the recent events in North Africa and the Middle East, the world's larqest oil 
producinq reqion. The current situation in Libya increases oil market uncertainty because, according to various 
reports, much of the country's 1.8-million bblld total liquids production has been shut in and it is unclear how long this 
situation will continue. The market remains concerned that the unrest in the region could continue to spread. 

West Texas Intermediate (Wl) and other,crude oil spot prices have risen about $15 per barrel since mid- 
February partly in response to the disruption of crude oil exports from Libya. Continuinq unrest in Libya as 
well as other North African and Middle Eastern countries has led to the hiqhest crude oil prices since 2008. 
As a result, EIA has raised its forecast for the average cost of crude oil to refiners to $105 per barrel in 201 1, $14 
higher than in the previous Outlook. However, EIA has raised Its 201 1 forecast for WTI by only $9 per barrel to $102 
per barrel because of the projected continued price discount for this type of crude compared with other crudes. EIA 
projects a further small increase in crude oil prices in 2012, with the refiner acquisition cost for crude oil averaging 
$106 per barrel and WTI averaging $105 per barrel. EIA's forecast assumes US.  real gross domestic product (GDP) 
grows 3.3 percent in 201 1 and 2.8 percent in 2012, while world real GDP (weighted by oil consumption) grows by 3.8 
percent and 3.7 percent in 201 1 and 2012, respectively. 


