
139 Easf Fourth Street, R 25 At I1 
P.O. Box 960 
Cincinnati, Ohio 45201-0960 
Tet 513-419-1837 
Fax" 513-419-1846 
dianne,kuhnell~duke-enersv.com 

Dianne 8. Kuhnell. 
Senior Paralegal 

VIA HAND DELIVERY 

May 13,2010 

Jeff Derouen 
Executive Director 
Kentucky Public Service Comniission 
2 1 1 Sower Boulevard 
Frankfort, Kentucky 40602-06 15 

MAY I 4  2010 
PUBLIC SERVICE 

CBMM l §SI ON 

Re: Case No. 2008-001 75 

Dear Mr. Derouen: 

Enclosed please find an original and twelve copies of Duke Energy Kentucky, Inc. S 
Final Report on Hedging Activity for April I ,  2009 through March 31, 2010 and Interim 
Report and the Petition of Duke Energy Kentucky, Inc. for Confidential Treatment Contained 
in the Hedging Report of April I ,  2009 through March 31, 2010, and Interim Report on 
Ongoing Hedging Activity. Also enclosed is one copy of the Confidential Material 
(Attachment A and Report) to be Filed TJnder Seal as requested in the Petition for 
Confidential Treatment. 

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

Sincerely, 

J Dianne Kuhnell 
Senior Paralegal 

cc: Larry Cook (w/enclosures) 

www. duke-energy. corn 
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COMMONWEALTI-I OF KENTUCKY 

BEFORE THE KENTIJCKY PIJBLIC SERVICE COMMISSION MAY 1 4 2010 

In  the Matter of  

APPLICATION OF 1 

TO MITIGATE PRICE VOLATILJTY 1 
IN THE PROCUREMENT OF ) 
NATIJRAL GAS ) 

DUKE ENERGY KENTIJCKY, INC. TO ) 
IMPL,EMENT A HEDGING PROGRAM ) CASE NO. 2008-001 75 

PETITION OF DUKE ENERGY KENTUCKY, INC. 
FOR CONFIDENTIAL, TREATMENT OF INFORMATION CONTAINED IN 
THE HEDGING REPORT OF APRIL 1,2009 THROUGH MARCH 31,2010, 

AND INTERIM REPORT ON ONGOING GAS HEDGING ACTIVITY 

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

5:OOl. Section 7, respectftilly requests the Commission to classify and protect as 

coitfidential certain information that is contained in its Final Hedging Report for the 

Period of April 1.  2009 tltrougli March 3 1, 2010 and Interim Report on Ongoing Gas 

Hedging Activity Program (Report Period) in this proceeding, which is being filed 

contemporaneously with this petition. 111 support thereof, Duke Energy Kentucky states: 

1 .  Duke Energy Kentucky has filed today docu~iients containing sensitive 

and co~ifidential information relating to the volumes of gas that Duke Energy Kentucky 

purckased through the use of hedging instru~nents for its hedging plan. Disclosure of this 

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

gas Duke Energy Kentiicky intends to purchase through hedging instruments at any 

particular point in time. which could allow suppliers to raise the cost of their hedging 
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instruments to Duke Energy Kentucky, thus inaltiiig it more costly to Duke Energy 

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

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

program volume information under seal. 

2. The Kentucky Open Records Act exempts fiom disclosure certain 

commercial information. To qualify for this exemption and, 

therefore, maintain tlie confidentiality of tlie inforination, a party niust establish that 

disclosure of the conirnercial information would permit an unfair advantage to 

competitors of that party. 

KRS 61 "878 (I)(c). 

3. Tlie hedging volume information described above contains sensitive 

coininercial information, tlie 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. Tlie Coiiiinissioii previously granted 

confidential treatment to similar information 011 October 8, 2009. 

4. Tlie information for wliicli Duke Energy Kentucky is seeking confidential 

treatment is not l<nown outside of Duke Energy Kentucky, and it is not disseminated 

within Duke Energy Kentucky except to those employees with a legitimate business need 

to know and act upon the information. 

5. Tlie 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. 
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WHEREFORE, Duke Energy Kentucky respectfully requests that the 

Commission classify and protect as confidential the specific information described 

herein. 

Respectfully submitted, 

DUKE ENERGY KENTUCKY, INC. 

Senior Counsel 
Amy B. Spiller 
Associate General Counsel 
Duke Energy Shared Services, Inc. 
2500 Atrium I1 
139 East Fourth Street 
Cincinnati, OH 4520 1-0960 

e-mail: rocco.d’ascenzo@dulte-energy.com 
(513) 419-1852 

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 & day 

Hon. Larry Cook 

of May, 

Assistant Attorney General 
Capital Center Drive, Suite 200 
Frankfort, Kentucky 4060 1-8204 
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- --.- ~ -I- 

Annual Report on Hedging Activity 
For April 1,2009 - March 31,2010 

And Report on Hedging Activity 
For Future Gas Deliveries 

Duke Energy Kentucky 

May, 2010 



The Senior Vice President Ohio and Kentucky Gas Operations, General Manager of 
Gas Commercial Operations, Manager of Gas Resources, the Lead of Gas Procurement and 
Analysis and other personnel (Natural Gas Hedging Committee) met on a regular basis to 
review current market conditions for natural gas, short arid long-term weather forecasts, gas 
industry trade publications, and price estimates to determine whether to enter into any 
hedging transactions. These meetings were scheduied at least monthly, but can occur more 
frequently depending on the season and market conditions. A brief summary of the decision 
made at each of these meetings during the 12 months ended March 2010 is attached, along 
with the information reviewed during each meeting (see Attachment A). 

A summary of the amounts hedged for delivery during the 12 months ended March 
3 1,201 0 and hedged prior to March 3 1,20 10 for delivery at a later date is shown below, 
followed by details of the factors influencing Duke Energy Kentucky, Inc’s (“”Duke Energy 
Kentucky”) decision to enter into a hedging agreement each time 

Strike Price Delivery Volume 
Per Dtli Point Dth/day Montli(s) Date Supplier Type 

Summer 2009 
3/6/2007 _______ _____ 

Fixed 

Fixed CGT-M -___ ____ 
1/26/2009** * Collar -___ - 

Winter 2oo9IlO 
Nov 08 - Mar I O  
NOV 09 - Oct 10 
Apr 09 -Mar I O  
Apr 09 - Mar I I 
Apr 09 - Mar 1 I 
NOV 09 - Oct 1 1 
Dec 09 - Feb 10 
Dec 09 - Feb 10 

NOV 09 - Oct 10 
Apr 09 - Mar 1 I 
Apr 09 - Mar I 1 

Jun I O  - Aug I O  
Apr 10 - Sep 10 

NOV 09 - 0 c t  1 1  

Winter 2010/1 I 

Seasonal 
Volume 



Strike I Price Delivery Volume Seasonal 
Date Supplier Type I Per Dth Point Dth/day 

* 
** 

See Annual Report on Hedging Activity for April I ,  2006 - March 3 I ,  2007 
See Annual Report on Hedging Activity for April I ,  2007 - March 3 I ,  2008 

CGT = Columbia Gulf Transmission South Louisiana Onshore 
CGT-M = Columbia Gulf Transmission Mainline 

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

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

During the hedging meeting on March 19,2009, the Natural Gas J-ledging 
Committee decided that additional hedging should take place after the hedging levels of 
the Hedging Program change on April 1 , 2009. In addition, during the hedging meeting, 
a proposal was made to use World Energy Exchange, an online auction, for this 
transaction. After significant discussion, the Natural Gas Hedging Committee decided to 
seek bids using World Energy Exchange for the long term fixed price in the first half of 
April for 1,000 dth per day to be delivered at Columbia Gulf Mainline from November 1 ,  
2009 throiigh Octobei 3 1 ,  201 1 .  
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World Energy Exchange invited 14 of Duke Energy Kentucky’s suppliers to 
participate in the online auction. On April 8,2009, the auction opened at 1 1 :00 A.M. and 
closed at 1 1 : 15 A 
the lowest bidder 
Subsequent to the auction, the decision was made not to continue using World Energy 
Exchange auction process. It was determined that based 011 Duke Energy’s deal 
structures, the auction process and Duke Energy’s prior bidding mechanism, would result 
in siinilar to lower bids based on the fees associated with the zuction. (Fees were paid by 
the winning bidder and included in the price.) 

pated in the on 
ed price bid of 

as 

The EIA storage report released on April 2, 2009 indicated that as of March 27, 
2009, total ‘CJ.S. amount af gas in storage was 1,654 bcf (37% full), which was 402 bcf 
higher than the previous year and 303 bcf higher than the 5 
I<entucky’s storage with Columbia Gas was approximately 

The table below compares the futures price data for April 8th with the most 
recently available forecasts from CERA and EIA and the locked in prices that Duke 
Energy Kentucky agreed to pay 
the entire term 

~ Please note that EIA’s forecast did not cover 

, 
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During the hedging meeting on June 30,2009, the Natural Gas Hedging Committee 
decided to begin the cost averaging to accumulate a price between July IS, 2009 and 
September 30,2009. Bids were sought for December 2 

the December 2009, January 2010, and February 2010 NYMEX contracts from July 15,2009 
through September 30,2009 minus $0 
Mainline. The final result was a price 

dth/day delivered to Columbia Gulf 
er dth. (See Attachment B). 

9,2009 

During the hedging meeting on August 26,2009, discussion focused on the 
fundamentals of the market. In addition, the Natural Gas Hedging Committee discussed 
the record storage levels and the impact on prices as well as the spread between prompt 
month and Winter 09/10 and Summer 2010 NYMEX prices. The Natural Gas Hedging 
Committee decided to hedge additional volumes for the Summer 201 1 and Winter 
201.1/12. 

Due to the illiquidity of the market beyond the next season, Duke Energy 
Kentucky used the same technique as in previous long term fixed prices. Three suppliers 

The EIA storage report released on September 3, 2009 indicated that as of August 
28,2009, total U S .  amount of gas in storage was 3,323 bcf(74% full), which was 489 
bcf higher than the previous year and 501 bcf higher than the 5-y 
Energy Kentucky’s storage with Columbia Gas was approximate 

The table below compares the futures price data for September 9“’ with the most 
and the locked in p’rices that Duke 
Please note that EIA’s forecast did not 

recently available forecasts fro 
Energy Kentucky agreed to pay 
cover the term. 

Fixed 
Price 
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-- Winter 2009-10 Fixed Pr 

During the hedging meeting on October 23,2009, discussed market fundamentals 
and the significant increase in NYMEX over the past several weeks and that the “Bulls” 
seem to be in control of the market, even though the fiindamentals remain bearish. At 
that time a decision was reached not to hedge additional volumes due to a run-up in 
NYMEX prices, but instead to monitor the market for significant price movements. On 
November 3,2009, members of the Natural Gas Hedging Committee met to discuss 
additional hedging in light of changing market conditions. NYMEX prices for the 
December 2009-Febraury 2010 strip had decreased significantly from the October 23, 
2,009 meeting of 
discussing pricin 
determination was made to hedge additio 
fixed price. A portion of the supply fro 
converted from FOMI to a fixed price 
2010. 

based on the November 2”d close price. After 
the position in the Kentucky Hedging Program a 

es by converting FOMI base gas to a 
at Columbia Gulf Mainline would be 
December 2009 through February 

The EIA storage report released on October 29,2009 indicated that as of October 
23,2009, total t7.S. amount of gas in storage was 3.759 bcf (83% full), which was 373 
bcf higher than the previous year and 4 14 bcf higher than the five Duke 
Energy Kentucky’s storage with Columbia Gas was approximate1 full). 

The table below compares the futures price data for November 3rd with the most 

f o r  base gas to be delivered December 1,2009 
recently available forecasts from CERA and EIA and the locked in price that Duke 
Energy Kentucky agreed to pay 
through February 28,201 0 at Columbia Gulf Mainline. 
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During the hedging meeting on November 13,2009, discussions focused on 
market fundamentals such as the warm November temperatures impact on the NYMEX 
price, storage levels, and economic factors such as supply and demand as well as spreads 
between current NYMEX prices and historical prices. 111 addition, discussed the 
I<entucky Hedging program and that the levels had changed November 1 ". Based on this 
information the Natural Gas Hedging Committee decided that additional hedging was 
appropriate at this time. The term of the hedging would be for a 24 month period 
beginning November 1 , 2.01 0 through October 3 1,201 2, th/day delivered at 
Columbia Gulf M d on t 
The results were: . The 
bid was accepted. 

The EIA storage report released on November 13,2009 indicated that as of 
November 6, 2,009, total U.S. amount of gas in storage was 3,813 bcf (84% frill), which was 
350 bcf higher than the previous year and 409 bcf higher than the S 
Energy Kentucky's storage with Columbia Gas was approximately 

The table below compares the futures price data for November 17th with the most 
recently available forecasts from CERA and EIA and the locked in prices that Duke 
Energy Kentucky agreed to pay 
the entire term. 

Please note that EIA's forecast did not cover 

Fixed 
Price 
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Summer 2010 Fixed Price with - November 17,2009 

CERA ( 1  0/26/09) $4.06 
EIA ( 1 1 / 10109) $4.55 

During the hedging meeting on November 13,2009, discussions focused on 
market fundamentals such as the warm November temperatures impact on the NYMEX 
price, storage levels, and economic factors such as supply and demand as well as spreads 
between current NYMEX prices and historical prices. In addition, discussed the 
Kentucky Hedging program and that the levels had changed November I". Based on this 
information the Natural Gas Hedging Committee decided t 
appropriate at this time. Duke Energy Kentucky contacted 

ainline for the period 

at that time, the bid m NYMEX prices and 
Energy Kentucky an 

quirements of Duke 

$4.28 $4.28 $4.207 
$4.48 $4.4 1 $4.480 

The EIA storage report released on November 13,2009 indicated that as  of 
November 6 ,  2009, total 1J.S. amount of gas in storage was 3,813 bcf (84% full), which 
was 350 bcf higher than the previous year and 409 bcf higher than the 5- 
Duke Energy Kentucky's storage with Columbia Gas was approximatel 
full). 

The table below compares the futures price data for November 17th with the most 
recently available forecasts from CERA and EIA and the locked in prices that Duke 
Energy Kentucky agreed to pay 

Summer 2010 Fixed 24,2010 

During the hedging meeting on February 24,201 0, discussions focused on market 
fundamentals such as the drop in NYMEX prices and the impact of increased number of 
drilling rigs in the field, long-term and short-term weather forecasts, independent analysts 
projections for gas prices, storage levels, and economic factors such as supply and 
demand. In addition, discussed the position of the Kentucky Hedging program. Rased 
on this information the Natural Gas Hedging Committee decided that additional hedging 

at this time. Duke Energy Kentucky contacted -and requested a 
Mainline for the period beginning April 1 , 201 0 

. 

that they were not in t  
esponded with a bid 

in bidding. 
. Rased on 
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the NYMEX prices and the 
Duke Energy Kentucky and 

at that time, the bid met the requirements of 
offer was accepted. 

The EIA storage report released on February 18,20 10 indicated that as of 
February 12, 2010, total U.S. amount of gas in storage was 2,025 bcf (4.5% full), which 
was 26 bcf higher than the previous year and 53 bcf higher than the S-year average. 
Duke Energy Kentucky’s storage with Coiumbia Gas was approximately 
full). 

The table below compares the futures price data for February 24th with the most 
recently available forecasts from PIRA and EIA and the locked in prices that Duke 
Energy Kentucky agreed to pay 

December 2010-February 2011 Fixed Price wit- February 24,2010 

During the hedging meeting on February 24,201 0, discussions focused on market 
fundamentals such as the drop in NYMEX prices and the impact of increased number of 
drilling rigs in the field, long-term and short-term weather forecasts, independent analysts 
projections for gas prices, storage levels, and economic factors such as supply and 
demand. In addition, discussed the position of the Kentucky Hedging program. Based 
on this infonnation.the Natural Gas Hedging Committee decide 

e at this time. Duke Energy Kentucky contacted 
th/day on Columbia Gulf Mainline for the period 
ebruary 28,201 1. Tenaska responded with a bid 

. 

NYMEX prices and t 
Energy Kentucky and 

ead at that time, the bid met the requirements of Duke 
offer was accepted. 

The EIA storage report released on February 18,2010 indicated that as of 
February 12., 2010, total US- amount of gas in storage was 2,025 bcf (4.5% full), which 
was 26 bcf higher than the previous year and 53 bcf higher than the 5-ye 
Duke Energy Kentucky’s storage with Columbia Gas was approximate1 
full). 

The table below compares the futures price data for February 2.4th with the most 
recently available forecasts 
Energy Kentucky agreed to 

d EIA and the locked in prices that Duke 
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I Dee10 I Jan11 I F e b l l  I Averam I 
I Price Forecasts I 

Effect of Heduing Program on Gas Costs 

The effect of the hedging activity on gas cost can be determined by comparing the 
price paid for any hedged gas with the published Inside FERC First of Month Index 
(FOMI) for the delivery point where physical delivery of the hedged gas was received 
(Columbia Gulf Onshore or Columbia Gulf Mainline). The hedged price includes the 
basis from Henry Hub to the point of delivery. This analysis shows that for the 12 
months ended March 3 1,2010 gas costs were about $8.3 million higher when comparing 
the hedged price with the FOMI at the time of physical delivery than they would have 
been if no hedging had taken place. The following tables list each package of hedged gas 
and the impact on the total gas cost resulting fiom that hedge. 

Summer Season 2009 

I i 
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Supplier 

IOcto ber 

Hedged lFERC Cost 
Total Receipt Price FOMl Increase/ 

Type Dthlday Dth Point $/dth $/dth (Savings) 

ISeason Total 
Winter Season 2009-10 

Total 
Supplier 

November 

Receipt 
Point 

CGT-M 
CGT-M 
CGT-M 
CGT-M 
CGT-M 

CGT 

Increase/ Price 
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Supplier 

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

Hedged IFERC Cost 
Toral Receipt Price FOMl Increase/ 

Type Dth/day Dth Point $/dth Udth (Savings) 

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



The following table shows the effect that hedging had on each separate GCA rate 
for the 12 months ending March 3 1 , 2,010. The prior year's hedging program continues 
to affect the AA portion of the GCA through August 3 1,2009. Likewise, gas costs 
during the 12. months ended March 3 1,201 0 will continue to affect the AA portion of the 
GCA through August 3 1,20 10. 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. 

April 2009 
May 2009 
June 2009 
July 2.009 
August 2009 
September 2009 
October 2009 
November 2009 
December 2009 
January 20 10 
February 20 10 
March 20 10 

+$0.0957 +$0.0046 +$Os 1003 - 

+$O. 1469 +$0.0046 +$O. 15 15 
+$O. 15 14 -$0.0030 +$O. 1484 
+$O. 1470 -$0.0030 +$0.1440 
+$O. IS90 -$0.0030 +$O. 1.560 
+$O. 1848 +$0.0054 +$O. 1902 
+$0. 1596 t$0.0054 +$O. 1650 
+$0.060 1 +$0.0054 +$0.0655 
+$0.0443 +$0.0161 +$0.0604 
+$0.0250 +$0.0161 +$0.04 1 1 
+$O.O 174 +$0.0161 +$0.0335 

I +$0.0368 I +$0.0198 I +$0.0566 

"Includes impact on AA from previous year's hedging activity. 

To deteimine the ultimate effect on the price paid by customers subject to the 
GCA, the total difference in gas cost due to the hedging program was divided by the 
annual total Ccf used in the calculation of the EGC as part of the GCA filing effective 
March 1 20 10. Based on this calculation, GCA customers will pay approximately 

m c f  more than they would have paid absent the hedging program for natural gas 
purchased between April 1 ~ 2009 and March 3 1 201 0, as shown below: 

Effect of Hedginz Program on Volatility 

The hedging program increases costs when market prices are relatively low and 
decreases costs when market prices are high. This provides prima facie evidence that the 
hedging program meets its stated goal of reducing the volatility in gas prices and providing 
some protection against extremely high prices. Based on a more statistical definition of 
volatility, the hedging program reduced the standard deviation of the average coniniodity 
cost of gas by $0.523/dth over the I2 months ended March 31, 2010. 
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Jun-09 

Oct-09 

Feb- I O  

Normal Heating Degree Days* 

Actual Average Commodity Cost of 

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

I Estimated Average Cornrnod 

Heating Degree Days 
YO Colder (Warmer) than Normal 

I Gas Without Hedgin 
cost/ I Commodity I 

518 982 1,179 1,058 594 4,331 
( 1  7%) 8% 10% 24% (10%) 5% 

Weather Analysis 

The table below lists heating degree days for November 2009 through March 
20 10 compared to normal. 

Summary 

Gas prices for the 12 months ended March 2010 were consistent and historically 
low priced. The average NYMEX settlement price for the 12 month period ended March 
31,2.010 was about $4.09 with a range of $2.97. The comparable 2.009/2008 average was 
about $8.2.5 with a range of about $9.05. During this period the result of the hedging 
program was increased costs. Although the hedging plan increased gas costs overall, the 
hedging strategy was in place to provide protection against extreme prices and reduce 
volatility. The hedging program was successful in reducing the impact of volatility on 
the GCA by 58%. 



Case NO. 2008- I75 
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Attachinent A 
Tiiforinat ion Reviewed at Hedging Meetings 



Case No. 2008-175 
At ta cli ni en t A 
Page 2of306 

Storage injections for Ihe week ending April 171h were 46 BCF Storage 
Long levels are at 1 741 TCF which is 35 8% higher than last year and 22 7% 

higher than Ihe 5 year average 
EIA Weekly Storage Report 1 

Gas Commercial Operalions 
Hedging Program 

Market Indicators Summary 
April 27, 2009 

18 

Long 

Lonn 

2003 Economic oullook conlinues lo deleriorale Nalural gas demand 
continues lo fall laster than supply 

"We finally broke." a broker said of the contract's break of the $3 50 
support level "I say we're going lo keep going down There's no reason 

L~~~ 

Long 

. 

Long 

Global economic slrife wnlinues lo balter gas demand and will almosl 
certainly lead lo an oversupply of LNG this year. and possibly for Ihe next 
few years 

A flood of LNG imporls this year will lead to drarnalic shul-ins 01 domes1 
production in Ihe shorl term and send prices as low as $Z/MMBIu. 
according to a Credit Suisse analysl 

While the economy conlinues to deflale industrial gas consumplion. 
lhere are growing signs lhat demand is  slarling to stabilize notably 
among chemical companies and some analysts expect it to support gas 

-_ 

prices as early as mid-summer 
-__1_ 

4 
Energy Information Adminislralion 
Wnler 2009/10: $6.212 
Summer 2009: $3.776 

The current decline in economic 
Long natural gas consumplion in Ihe industrial seclor. which is forecasl to fall 

by 7 4% in 2009 

+-+ Short Closed at $5 49 Winter 2009-10 Strip Chart 30 
. I  -- 

+-+ Short Cfosed a1 55 BO Summer 2010 Strip Chart 31 

- _- 
Page 
Ref I 

- 
Comments 

Price 

N O M  predicting an equal chance of above, below or normal 
Long temperalures for May-July for areas easl of Ihe Mississippi River and 

above averaae IemDeralures for Ihe maiorily of area west of lhe 
14 4 4  Long Term Forecast 

Mid Term Forecast (30-60 days) 

Short Term Forecast (6-10 days) 

'Tropical Storm Aclivity 

_X1_______l________._- 

__ 

19 

- 
I 

+ 

Cambridge E rch Associales 
Summer 200 
Wlnler 20091 

20-21 Gas Daily 
not to." 

22-23 Gas Daily + - 
t 24 Gas Daly 

25 Gas Daily I 

26 Gas Daily I 

t 27-2t 

- 
Gas Daily 

ElA: Natural gas consumplion is projected to decline by 1.8% in 2009 
and remain relatively unchanged in 2010 

EIA: Total U S marketed natural gas produclion is cxpeded to decline by 
0.3% in 2009 and fall by 1 0% in 2010 Baker-Hughes reports slightly 
below 800 rigs working as of Apfil 9. 2009. a decline 01 over 50% from 

Iwells are expecled lo cause production l o  steadily decline as Ihe year 

+ 
progresses 

I.ong VVTl prices are projected lo average $53 per barrel in 2009 and $63 in ,2010. 32 

_. 
10th Floor North Conference Room - T:OO pm 

Attendees: Jeff Kern, Jim Henning. Patty Walker, Mike Bmmback, Joachim Fischesser. Slob'@ htiedebaurner 

Discussed reSUlls of online auction on April 8, 2009 for total of for the 2 year period Nov-09-0cl-11 In 
addition, discussed Ihe online auction process and ils value Discussed current market fundamental such as: wealher forecast. tropical Storm 
aclivily, Storage levels. indusliy publication. governmental agency, analysts opinions, lechnical analysis and economic detorminanls Based on 
Ihe information provided as well as the current positions wilhin the Hedging Program additional hedging is not necessary' a1 this time 



Case NO. 2008-1 75 
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r, 250;;- 

Best Bid (SIMMbtu) 

Your Total Usage 6 2u0:5 

Cost - First Bid 

Cos1 - Best Bid 

Total Auction Generated Savings 
c. tSO?S- 

3 
a 4 

$1,320.60 or 3.54 % E 
I r, ID;?? - 
$ 

' Market Benchmark Savings 
Price-to-Compare ($/MMbtu) 

Best Bid ($/MMhtu) 

Your Total llsage 6,000 MMbtu 

Cost - Price-to-Compare NIA 

Cost - Best Bid 

Total Market Benchmark Savings 

a 
vt 

ii 05OX - 

r; CIOG!N - 

W d d  Energy 

--- 
_--- _. -- -- - " - --- 

Slart Markets Postings Contracts Sites Reports 

RFP Bid History: 6713 - Natural G a s  

Auction Information 

Duke Energy 
Fixed - 24 mo. - Firm Easeload -Columbia Gulf Mainline 

N/A 5 9 5 0 3 0 L - ~ - r - - - -  s 8 3 * ! ! I 

Bid 

Total Bids in View 13 Bid History 



Nov-09 
Dec-09 
Jan-I0 
Feb- 10 
Mar-I 0 
Apr-I 0 
May-I 0 
Jun-IO 
JuI-1 0 

Aug-I 0 .- 
Sep-IO 
Oct- 1 0 
NOV-I 0 
Dec- 10 
Jan-I 1 
Feb-I 1 
Mar-I 1 

May-I 1 
Jun-I 1 

Apr-I 1 

JUJ-1  I 
Aug-11 
Sep-11 
Oct-I 1 

Average 

Low End 
Basis 
Adder 

High End 
Basis 
Adder 
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$4798 % 

$5424 
$5699 A 

$5 720 * 
$5633 
$5446 
$5 460 A 

$5590 r\ 
$5.715 c\ 
$5 787 

$5 917 * 
$6.272 * 
$6.662 
$6.920 c\ 
$6912 
$6690 fi 

$6 300 A 

$6.267 
$6 335 
$6.445 
$6.517 
$6.547 
$6.637 

$5 ai5 fi 

$6.063 Ty 

-$0115 
$0.010 
$5.958 

-$0.095 
$0.060 
$6.028 

-_____ 

3- 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged lo Date - ,  Next Target (10131l09) 
Delivery Supply - Total Required Allowed 
Month Dthlmo Dthlday Dlhlmo dthlday dthlday 

Summ 

Win1 
Target 

Apr-09 
May-09 
Jun-09 
JUl-09 

Aug-09 
Sep-09 

er 2009 
act-os - 

Nov-09 
Dec-09 
Jan-IO 
Feb-10 
Mar-IO- 

er 09\10 
Levels €3) 

Target Levels By October 31. 2009 1 



Case No. 2008- 175 
Attachment A 
Page lOof306 

COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

i 
!, i 

I 
I Iisroric Prices: 

NYMEX C 

June $7.65 
$7.72 May I .." . . 

July $7.81 
" .. .... I 

" Aug " .... " . . $7.21 
Sept $7.3 1 
Oct $7.55 

Dec $8.31 
Jan $7.36 
Feb $6.82 
Mar $6.'79 

.. . . .  "" . "  

..... "..". ." 
NOV $8.47 .." . " . .  

.__.... "_I... ~.". 
... ", . . . 

..... "",.,"^.. ." 

Apr I $7.06 . . . .  

sing Price 
Last Year 
(2008-2009) 

$1 1.28 
$1 1.92 
$1 3.1 I 
$9.22 

$7.47 
$6.47 

$7.17 

$8.39 

$6 a9 

$8. 00 
$8.93 
$9.58 
$9.03 , - - -  - 
I- 

2 Month Avg $7.50 
Summer Average 
Winter Average 

! 2 3 cE:12-- -A p r-09 1 4-A pr-09 

$3.740 
$3 690 
$3 650 
$3 690 
$3.840 
$4 030 
$4.370 
$4.860 
$5.350 
$5 690 
$5.790 
$5.690 
$4.533 
$4.047 
$5.212 

_-____-_- 
-.. 

NYMEX 
24-Apr-09 

$3.409 
$3.516 
$3.662 
$3.793 
$3.873 
$4.016 
$4.716 
$5.441 
$5.761 
$5.803 
$5.735 
$5.550 
$4.606 

$5.491 

$15 00 

$13 00 

$1 1 .oo 

$9.00 

$7.00 

$5.00 

$3 00 

I May June July Aug Sept Qct Nov Dec Jan Feb Mar Apr 
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@ Above (+3) Above (+2) @d Above (+I) 0- - - 0 Below (-1) 

Changes were generally in the cooler direction in the East 
Coast today with slight cool changes for Philly, New York, 
and Boston Warin changes were sparse, but the anomaly in 
Phoenix went higher to +2 7F The forecast IS still warmer 
than the 1OY and 30Y normals and much warmer than May 
of last year Drought is still extreme to exceptional across 
parts of southern and western Texas. so the risk looks to be 

May GWHDD" Forecasts 'IOY Normal updated to 99-08 
10Y Normal * 152 8 
30Y Normal 156.5 
May-2008 184 4 

May 2009 Fcst: Fiyq 
Change: +0'5 'Nalionai Gas-Weighled HDDs 

Mot quite as wartn i t >  tt ie 
s 0 cr lh u\ws t 

Warmer change iri East 

Changes were in the cooler direction across the West, espe- 
cially in the Southwest where Phoenix dropped from + 1 6F to 
t1.3F. Slight warm changes were noted across the East 
Coast and into parts of the Midwest. This theme of a warm 
west and a near normal east is continued into the rest of our 
summer outlook, so dodl look for the general look of these 
maps to change much as we head into July. 'This is also a 
time where we start to look at the tropics as the beginning of 
the Atlantic hurricane season takes place on June 1. As far as 
recent history goes, a named storm has made a June US 
landfall in five of the last ten years. Our forecast for the entire 
season projects 13 named storms overall. 

June PWCDD* Forecasts ' I O ~  Normal updated to 99-08 
----.-- .- 

1OY Normal* 2287 
30Y Normal 217.4' 
Jun-2008 263 1 

Jun 2009 Fcst: 
Change: t1.2 

'Nalional Popu!alion-Weighled CDDs 

Maps above depict  deviations of averaae temDeratures from 30 Y normal in Fahrenheit. I 
MDA Farthsat Weather GO1 1 Executive Rlvd., Suite 400, I<nckvillc, MD 20852 Tel (240) 83.3 8300 Fax (240) 833 0301 

www rndafedera! com/wx/ 02009 130.60 Day-Oullook, Version 2 1 )  

/S-- 
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Earthsat’s 6-1 0 Day Forec$s&De!Pi!tiIed 
Friday, April 24, 2009 

Forecaster: BH/AC 
Earth Sat Weather 

Today’s Forecast: 
Cool Air In West Holds On Through Early Period 
\%,l;:; T-::)l;i?!:. i c !  E n t ; ~  P c f ~ ~ , ~ : ~ ~ (  fdi:;?!.::; i;c>ri<)<i 

The cooler weather in the Western U.S. early in the period is 
maintained, and could also turn to be cooler than the forecast 
depicts. This cooler air, in the form of belows, could reach the 
northern half of the Plains by the mid-period. While much 
aboves have departed the East for the period composite, the 
warmth continues to be seen throughout. Late in the period, 
however, the potential for widespread much above normals to 
reach the East Coast is possible. Plenty of wet weather 
chances during the mid to late period in the Plains and Mid- 
west may cause some issues, mostly towards the cooler side. 

Forecast Confidence: 6 

Strong Above ....... + I5  or UP 

a Above ................. +3F to +7F 

Strong Below .......... -15 or Lower 

Below ......................... -3F to -7F 

Normal 
Much Below -8F to -14F 

Much Above + ~ F ~ . * . . s . . . ~ . . . ~ w .  -2F .............. ( -‘\ ......... -r 8F to c14F 

hlDA Earthsat Weather GO1 1 Executive Blvd, Suite 400, Rockville, h4D 20852 Tel (240) 8 3 3  8 3 0 0  Fax ( 2 4 0 )  833  8301 
wvw intlafederal com/wx/ 02009 [Morning Basic-Page 3 ,  Version 2 01 

1 Lf 
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US forecaster lowers Atlantic hurricane prediction 
Tue, 7 Apr 2009 16:19:00 GMT 

* CSlJ predicts six hurricanes, two expected to be "major" 

* Sea temperatures have cooled, weak El Nino could emerge 

* 3 1  pct chance of "major" hurricane hitting US Gulf coast 

By Jim Loney 

MIAMI, April 7 (Reuters) - Citinq cooler,seas and the prospect of a weak El Nino, Colorado State U n i v e r s w  
hurricane teamJowered i t s  2009 Atlantic forecast on Tuesdav to 12 tropical storms, of which six could become 
hurricanes. 

The research team, founded by storm forecasting pioneer William Gray, said the season could see two "major" hurricanes 
of Category 3 or higher on the five-step Saffir-Simpson intensity scale. Hurricanes of that magnitude have sustained winds 
of more than 110 miles per hour (177 km per hour). 

I n  i t s  Decem&ei forecast, t he  C$U team oredicted 14 storms, seven hurricanes and three major  hurricanes in 
t h e  2009 season, which beclinzon June 1 and lasts six months. 

The researchers said sea surface temperatures in the tropical Atlantic Ocean had cooled in recent months. Hurricanes draw 
energy from warm sea water, so cooler water could diminish hurricane activity. 

In  addition, the eastern Pacific Ocean could see the current weak La Nina conditions change to neutral, or even weak El 
Nino, by June, the researchers said. El Nino is a warm water phenomenon that can suppress Atlantic hurricane formation. 

"If El  Nino canditions develop for this year's hurricane season, it would tend to increase levels of vertical wind shear and 
decrease levels of Atlantic hurricane activity," Gray said in a statement. 

FORECASTS CLOSELY WATCHED 

The forecasts are closely watched by energy, commodities and insurance markets, particularly since the devastating 2005 
season, when a series of hurricanes rolled through Gulf of blexico oil and gas fields and Hurricane Katrina, the costliest in 
US. history, swamped New Orleans. 

The Colorado State team predicted a 31 percent chance that a major hurricane would hit the U.S. Gulf coast this year, 
compared to a 30 percent long-term average. For the U.S. East Coast, the probability was 32 percent, compared to 31  
percent long-term. 

The 2008 Atlantic season was one of the busiest on record, with 16 tropical storms, of which eight became hurricanes with 
sustained winds of 74 mph (119 kph) or higher. Five were of Category 3 or higher. 

The long-term average for the Atlantic hurricane season is about 10 tropical storms and six hurricanes. BtJt experts said a 
period of heightened Atlantic hurricane activity started around 1995 and was expected to last 25 to 4 0  years. 
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Stocks in bi l l ion cubic feet ( a d )  Historical Comparisons 

Stocks (Dcf) %Change Stocks (Dcf)  %Change 
YearAgo(04/17 /00)  5-Year (zoo4-2000) Average 04 /17 /09  04 /10 /09  Change Region 

- 
651 2 6  East 668 G 5 1  1 7  596 12  1 

West  294 288 6 180 63 3 212 38 7 
_ _ _ _ _ ~ _ _ _ _ _ _  -- ~ - - -  

- . _ - ~ .  
779 756 23 506 54 0 S S G  40.1 Producing 

Tota l  1,741 1,695 46 1,202 35.8 1,419 22.7 
-- - 

summary 
Working gas in storage was 1,741 Bcf as of Friday, Aprll 17, 2009, according to  EIA estimates. This represents a net 
Increase of 46 Bcf from the previous week. Stocks were 459 Bcf hlgher than last year at this time and 322 Bcf above the 
5-year average of 1,419 Bcf. In the East Region, stocks were 17 Bcf above the 5-year average following net injections of 
17 Bcf. Stocks in the Producing Region were 223 Bcf above the 5-year average of 556 Bcf after a net injeclion of 23 Bcf. 
Slocks in the West Region were 82 Bcf above ihe  5-year average after a ne1 addition of 6 Bcf. A t  1,741 Bcf, total working 
gas is within the 5-year historical range. 

W o r k i n g  Gas in Underg round  Storage Compared with S-Year Range 
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400 1 1400 

Note: The shaded area indicates the range between the historlcal minimi im and maximum values for the  
weekly series f rom 2004 through 2008. 
Source: Form EIA-912, "Weekly Underoround Natural Gas Storage Report." The dashed vertical lines indicate 
current and year-ago weekly perlods. 
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For April CERA expects the price at Ilenry Hub to average $3.7 I per niillion I3ritish therinal 
unils (MMBttt), rising to $4.17 in May and averaging $4.05 for the year (see Table I ) .  For 
AECO-NIT, CERA cxpccts prices to average C$3.74 per gigajoule (GJ) ($3.1'7 per MMBtu) 
in April, C$3.85 per GJ ($3.26 per MMBtu) in Map, and C$3,73 per GJ ($3.21 per MMBtu) 
fol, all of 2009. 

NORTH AMERICAN SUPPLY: LOWER48 RIG COUNT CONTINUES TO FALL 
The gas-directed riz count lor the United States fell to 760 for the week ending April 16, a 
level only slightly below CERA'S estimated rig count needed to niaintain a production level of 
approximately 55 Bcf per day. This illustrates that it will be difficult indeed to reduce production 
through a reducrion in drilling activity, since the inore than 50 percent decline in the rig count 
ft om its Septernber peak will only maintain production at curtent levels. Further declines in rig 
activity will be requiied to achieve actual reductions i n  gas production. The coinpetiliveness 
of the major gas shale plays is indicated by the increase in drilling activity in Pennsylvania 
(Marcellus Shale), North Louisiana (IJaynesville Shale), and Arkansas (Fayetteville Shale) (see 
Figure 2 and Table 2). 

While thc tola1 rig count figures dovetail nicely with the overall market view of a rapid decline 
i n  drilling, some data at the slate level are a mixed bag. Statistics from the Railroad Commission 
of Texas provide some exariiples of the variance in how the drilling slowdown is playing out 
at the ground level. Total diillirig far new wells in Texas is actually trending above its January 
lows, even though i t  is still below its fall 2008 peak. This is consistent with CERA'S rig count 
analysis at the state and regional IeveIs. 

Furlhemiore, the number of gas well completions, an indicator that usually lags one month behind 
new well drilling, continues to rise. This suggests not onIy that recently drilled wells that have 
lain fallow are now being completed and put onto production, but also that recompletions, which 
increase the production of existing wells (usually at the lowest cost), are at  their highest level 

C' 

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

Year avera 

2005 
6.1 7 
6.09 
6.91 
7.19 
6.47 
7:l 7 
7.57 
9.29 

' 12.11 
13.36 
10.29 
12.98 

ige 8.80 

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

6.74 

-~ 2007 
6.33 
8.06 
7.10 
7.57 
7.64 
7.40 
6.21 
6.30 
5.98 
6.68 
7.01 
7.08 

6.95 

2008 
7.93 
8.46 
9.34 

10.11 
11.24 
12.61 
11.32 
8.30 
7.70 
6.75 
6.62 
5.79 

8.85 

Sources: Cambridge Energy Research Associates: Watts Gas Daily historical data 
Excel tables are available in the North American Natural Gas Client Services area at CERAcom. 

0 2009. Cambridgo Enecgy Resoarch /ISscciaIcs. IK No portion of chis reporl may bo mproducod. reused. w olhelwiso disiribuled in any form wilnoul prior WriltOO COnS8nl 
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Friday, April 24, 2009 

NYMEX cracks $3.50, settles at new 6‘L-year low 
After breaching a key support level, the May NYMEX gas futures contract shed 12.3 cents 
- Thursday to close at $3.4091MMStu - the lowest prompt-month settlement since 
September I I, 2002. Cash prices were weaker in every region except the Rockies, where a 
spate of warm weather triggered cooling demand. 

Traders said the futures contract responded to the Energy Information Administration’s report of 
a 46-Bcf net injection for the week. “We finally broke,’;a broker said of the contract’s break 
of the $3.50 s u p ~ o r t  level. “ I  say we’re going to keep going down. There’s no reason not 

~ to.” 

The broker viewed the contract as weak from both a fundamental and a technical perspective - 
“that’s what makes the rnost powerful markets.” In addition to holding below $3.50, i t  settled 
close to its low for the session, he noted. 

In the spot market, a trader attributed the Rockies’ climb to higher heat-rated power-generation 
units coming online as temperatures shot to the upper 70s across much of the region. 

“The more efficient units come on first with a heat rate of about 8.5 to 9, and then once loads 
increase it’s necessary to turn on the older, less efficient units with heat rates up to 11.5 that 
require more gas,” the trader explained. 

Colorado Interstate Gas gained the most, rising more than 20 cents to average in the mid- 
$2.40~.  Kern River Gas Transmission at the Opal, Wyoming, plant gained IO cents and other 
regional points moved up a few cents. 

A trader said daytime temperatures in Vancouver are rising to seasonal levels but nighttime 
readings remain a bit below average, buttressing heating demand, The Aitken Creek storage 
facility’s annual outage downstream of Westcoast Energy’s station 2 in British Columbia had 
something to do with the more than 370,000 Gj trading at the point on the Intercontinental 
Exchange, the trader said, as players scrambled to unload supply. “Station 2 ran up quickly to 
near (32.92 as buying there was heavy again.” 

The point averaged in the upper C$2.80s for a gain of nearly I O  cents. That average put it 
nearly 40 cents below AECO-NIT in Alberta, which lost nearly a nickel. South of the border, 
Sumas, Washington, rose more than 5 cents. Prices in California and the Southwest fell as 
much as 10 cents, but the Pacific Gas and Electric city-gate was the exception, rising a couple 
of cents to average in the upper $ 3 . 2 0 ~ .  Southern California Gas’ city-gate premium to Kern 
River Gas Transmission, delivered stayed at around 5 cents as the city-gate lost nearly a dime. 

As Phoenix and interior California temperatures moderated from recent near-I QO-degree levels, 
prices on El Paso Natural Gas’ south mainline fell more than 5 cents. El Paso in the Permian 
Basin fell about 5 cents, while El Paso in the San Juan Basin slid nearly 10 cents. <.) 

‘2 0 
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In the Midcontinent, CenterPoint Energy Gas Transmission East fell almost 10 cents amid 
plentiful selling on Intercontinental Exchange, while Centerpoint South prices fell about as much 
on ICE. “People used to jump on gas on South pool, now they let things ride and see how it 
pans out rather than make a rash judgment,” a trader said. 

The Carthage Hub fell about 10 cents, while Natural Gas Pipeline Co. of America’s Texok zone 
dropped less than 5 cents as volumes there increased to nearly 1 Bcf from 755,000 Mcf on 
Wednesday. 

Prices fell slightly throughout the Upper Midwest despite temperatures forecast to reach as high 
as 15 degrees above average through the weekend. The Chicago city-gates lost almost a 
nickel. 

Cash stabilized at the Michigan city-gates after diverging sharply Wednesday. ANR Pipeline 
finished maintenance at its Defiance compressor station and ended related delivery constraints, 
increasing Michigan’s premium to the Chicago city-gates to almost 55 cents. Consumers Energy 
lost around a cent while Michigan Consolidated Gas ticked down a few cents Prices in the 
lJpper Midwest production area fell almost 10 cents. 

In the Northeast, Transcontinental Gas Pipe Line zone 6 non-New York fell more than 10 cents, 
Transco zone 6-New York shed nearly 15 cents and Texas Eastern Transmission zone M-3 
prices lost almost a nickel. 

In New England, Algonquin Gas Transmission prices came off nearly 5 cents, while Tennessee 
Gas Pipeline zone 6 lost more than a nickel. 

In Appalachia, Columbia Gas Transmission lost almost 15 cents and Dominion Transmission 
shed nearly 10 cents. 

Along the Gulf Coast, prices generally traded within a couple of cents of Wednesday’s levels, 
with most points showing declines as demand remained soft. Tennessee’s 500 Leg and 
Southern Natural Gas in Louisiana shed around 5 cents apiece, however. 

Florida Gas Transmission zone 3 prices traded flat as volumes on ICE ballooned to 93,400 Mcf 
from 20,600 Mcf on Wednesday. In Texas, Houston Ship Channel prices gave back a few cents, 
while the Katy Hub gained a penny. - Market StaffReports 
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aily 
Tuesday, March 24,2009 

Gas to fall below $3/Mcf on oversupply: Adkins 

A long-time natural gas bull reiterated his bearish prediction Monday that _qas 
prices are headed for a train wreck this summer, plunqing below $3/Mcf and forcing 
producers to shut in production to rebalance the market. 

“At the expense of sounding like a broken record, we continue to see further 
downside in natural gas prices heading into the seemingly certain scenario of production 
shut-ins this summer,” Raymond James energy analyst Marshall Adkins said. 

‘‘We believe that not only are we headed to sub-$3/Mcf gas prices, but that consensus 
earnings estimates and rig count forecasts have further room to fall,” he warned. 

Adkins said that despite hefty drilling cuts by producers and a sharp drop in the r ig 
- count, production companies are still callinq for a 5% increase in gas production year- 
over-year. 

Shale plays are behind the growth, Adkins said, with Barnett Shale wells averaqing 
five times the production of conventional wells, and new Haynesville Shale 
wells producing three times the volumes of the Barnett’s wells. 

“Much of the supply growth seen in the past two quarters (8% excluding hurricanes 
in the third quarter and fourth quarter of 2.008) was based off a gas rig 
count that had been essentially flat year-over-year,” Adkins said. “This is a perfect 
example of hiqher productivity stemming from these resource plays.” 

Adkins thinks the burgeoning shale production will mute the impact of rig cuts,& 
extend the oversupplied condition longer than the market expects, perhaps into 2010. 

Because of shale plays, another influential team of energy analysts sees demand 
replacing supply as the driver for North American natural gas prices for the next 
decade. 

The technology revolution has unlocked shale and tight sands gas that has essentially 
made the continent self-supporting for gas supply, Cambridge Energy Research 
Associates said in a report released Monday. 

“North American gas production is no longer opportunity constrained,” CERA Senior 
Director and study co-author Robert lneson said. “Resource-bearing shales and tight 
sands are extensive, and North America now has sufficient inventory of drillable 
prospects to maintain, or, if necessary, increase productive capacity for at least the next 
I O  years-= even after the current recession becomes a memory.’’ 

(: ) 
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The authors of CERA’S study, “Rising to the Challenge: A Study of North American 
Natural Gas Supply to 2018,” noted that from a low of 49.8 Bcfld in 2007, producers 
added nearly 7 Bcf/d -- 14% of new production - to  reach 56.7 Bcfld by July 2008. 

For the next 10 years, they posit, gas production will be limited by demand, 
which is falling sharply in the current global recession, the authors said. “The 
market is struggling to absorb existing production - as reflected in the current 
price trend -- rendering new drilling in higher cost areas uneconomic “ 

Even as prices rebound, they contend, profit margins won’t increase greatly, because drilling 
costs will increase. “Full cycle unit costs are expected to increase from a weighted average 
of $4.63/Mcf in 2009 to $7.54/Mcf in 2018,” they said. 

CERA said the implications of their study extend beyond North America, as supply growth 
there shrinks the need for liquefied natural gas, throwing that LNG back into the global 
market, “triggering changes in projected LNG flows and potentially affecting prices and the 
viability of projects worldwide.” 

CERA said it will still be profitable to sell LNG into the North American market, 
but that gas will compete with gas coming from conventional vertical wells, 
rather than shale gas coming from horizontal wells, - Rill HoNand 
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S 
Friday, April 3,2009 

Bppenheimer: US gas prices at bottom, but recovery will be 
long 

US gas prices have probably reached their lows, Oppenheimer energy analyst 
Fadel Gheit said Thursday, but they,will probably remain SOB for a while longer due 
to a contin- oversupply. 

“We believe energy prices have bottomed and are likely to rise, but the pace and 
the magnitude will depend on the level of economic activity,” Gheit said. “We expect 
oil prices to trade between $45/barrel and $65/barrel and gas prices to trade 
betweea4IMcf and $ G I N  Prices significantly outside these ranges are, in our view, 
not sustainable and would more likely be due to excessive speculation than to market 
fundamentals.” 

Weak industrial demand coupled with strong domestic production growth from shale 
plays will continue to keep a lid on gas prices, Gheit predicted, with liquefied natural 
gas imports adding a wild card to the equation. 

“Barring a surge in demand or a drop in supply, gas prices could remain low longer than 
originally expected, especially if LNG imports from newly completed facilities are dumped 
in the US market, which has the world’s only sizable gas storage capacity.” 

Weak gas prices will drag earnings in the exploration and production sector down, 
Gheit said, noting that while prices have dropped 40% in the quarter, service costs have 
only declined I O % ,  putting pressure on profit margins. 

L.ightiy hedged producers will be hammered, as will those companies with high costs, he 
predicted” 

“Barring a surge in oil and gas prices this year, we expect many high-cost producers to report 
losses for the year and many may be forced to sell assets or seek mergers.” - Bill HoNand 
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Wednesday, April 8,2009 

LNG supply glut called a temporary phenomenon 
-_. Global economic strife continues to batter gas demand and will almost certainly lead & 
an oversupply of liquefied natural gas this year, and possibly for the next few years, 
analysts with Bank of America- Merrill Lynch Research said Tuesday. But they maintained that 
the long term outlook for LNG producers remains bullish. 

- Echoing opinions of several other industry observers in  recent weeks, the analysts said 
lower Asian demand for,LNG is already pushing several cargoes to Europe. Once 
Europe’s relatively limited storage capacity is full, cargoes will then make their wav to 
the US. 

In addition, the analysts see about 7.3 Bcf/d of new LNG export capacity coming online between 
now and the end of next year. As for actual volumes reaching the market, they predicted about 
2.4 Bcf/d this year followed by 5.7 Bcf/d in 2010. 

! Development of LNG shipping capacity 
to markets 
lead to “relatively cheap LNG transport costs going forward.” 

previously feared to cause bottlenecks in getting LNG 
has more than kept pace with production capacity, the analysts noted, and should 

Bottlenecks are far more likely to emerge in the European market, where storage capacity in 
Central and Eastern Europe is relatively far removed from the regasification facilities in Spain, 
France, Belgium and the UK, the report noted. 

Those dynamics have caused LNG prices to plummet since last summer, when spot cargoes hit 
record highs of around $25/MMBtu. Currently, spot c a r q E  in  Asia are trading between 
$3.80/MMBtu and $S/MMBtu, compared with an average price of $4.60/MMBtu at the UK’s 
national balancing point and $4/MMBtu at the Henry Hub for- March. 

Despite those sharp drops, “a shut-in of LNG liquefaction capacity looks unlikely,” the analysts 
maintained. “Instead, we see the need to further reduce high-cost natural gas production in 
cons u m i ng reg i on s ” 

The analysts estimated that NYMEX gas futures prices would have to drop to $2.50/MMBtu or 
below before widespread LNG liquefaction shut4ns would occur, since variable LNG production 
costs only range between 50 centslMMBtu and $2/MMRtu “despite the billions of dollars 
required in upfront investment.” 

Ultimately, any LNG supply glut is not likely to last more than a few__years, the report 
__I_ said. A lack of investment wilt probably lead to a slowdown in LNG supply expansions as early 
as 2012, while new regasification facilities are being built all around the world. As such, “any 
available LNG will surely be in high demand on a 10-year view.” - Melanie Taturn (---> 

2 5’ 
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Monday, April 20,2009 

Analyst sees LNG swamping market, deflating prices 
&flood of liquefied natural gas imports this year will lead to dramatic shut-ins of domestic 
production in the short term and send prices as low as $2/MMBtu, a Credit Suisse analyst said last 
week. 

Teri Viswanath, the bank’s commodities research director, cut Credit Suisse’s 2009 qas price forecast 
to an average of $4/MM& from $7.67/MMBtu&nd 2010’s average to $5.14/MMBtu from 
$7.50/MMBtu, IarQelv on the belief that the spike in LNG imports will swamp the domestic market, 

Bv 2011, however, Viswanath predicted a sharp price corxection as LNG carfloes are drawn away 
from the US to higher-priced markets and domestic production proves insufficient to meet 
demand. -- 
The Energy Information Administration earlier this week estimated total US gas demand this year will be 
2.27 Bcfld below last year, in large part because of lost industrial demand. “If these losses continue 
unchecked, the level of demand contraction this year could rival the massive build-up in domestic 
supplies last year,” Viswanath said. 

“These titanic movements in supply and demand, over such a short period of time, have fueled the most 
volatile price environment for natural gas in the last 30 years and have harmed not only end-consumers, 
but also their suppliers,” she added 

Credit Suisse is predicting about 2 05 Bcf/d of LNG imports this year, up from the 0.82 Bcf/d in 2008 
Volumes will hit a peak of 2.75 Bcf/d this August, according to the bank’s estimates. 

The report also said price-induced production shut-ins will cut domestic output this year to about 51.65 
BcWd from the current estimate of 57.95 BcWd at the same time that LNG imports increase as global 
liquefaction capacity soars. 

Viswanath said between now and the end of 2010, global liquefaction capacity will rise from 25.9 Bcfld to 
37.8 Bcf/d, with the bulk of that coming from Qatar, which already is the largest global exporter of LNG. 

“There is a real possibility that the industry will witness supplier dislocation before the end of this cycle,” 
she wrote. “This lethal combination of plummeting demand, lower prices and over-extended credit will 
likely prove to be too much for quite a number of (IS natural gas producers that were unable to lock in 
prices last year in order to better weather the current environment.” 

But by 201 I, LNG cargoes are expected to swing to higher netback markets, Viswanath said. 

-- “It is our contention thatopce the global markets return to equilibrium, the spot LNG carqoes will 
be attracted to greener pastures. The inability of the US to replace lost LNG imports with domestic 
production in a timely manner should lead to another period f - t iahtness and higher prices fot 
c o n s u m e r -  -- Samantha Sanfa Maria 
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Monday, April 20,2009 

Chemical reaction? Gas demand slowly returning 

- While the soft economy continues to deflate industrial gas consumption, there are 
growing signs that demand is  starting to stabilize notably amonq chemical companies 
and some analysts e x p e c t t o  support gas prices as early as mid-summer. 

“There is some recovery in the chemical sector. It makes sense to buy gas here. It’s a healthy 
sign,” Jefferies & Company analyst Subash Chandra said last week. In addition, “there are other 
healthy signs. Refineries are “._  holding up. These are decent signs that we are stepping 
back from the precipice.” 

-. Chemical manufacturers account for as much as 36% of gas demand within the industrial 
sector. Most of the petrochemical production is located along the Texas and L-ouisiana Gulf 
coasts between Houston and Baton Rouge, and demand swings can have a direct impact on 
Houston Ship Channel and Henry Hub gas prices. 

For instance, in February Ship Channel prices were hit by significant industrial demand 
destruction as refineries went down for maintenance and chemical plants went offline or slowed 
production in response to adverse economic conditions, according to market sources. 

Since then, however, five ethylene crackers reportedly restarted and weekly numbers for rail 
freight load numbers - 21% of chemicals are transported by railcar, according to one analyst 
- show intermittent flurries of demand. 

I 

It is unclear how much of the returning demand from chemicals will lean on gas supplies, but 
Ship Channel basis has shown signs of strength as well. Prompt month basis there as of 
midweek was at minus 16.5 cents/MMBtu, up sharply from minus 45.25 cents/MMBtu on 
January 2. 

Analysts believe January and February may have marked the bottom for the chemical 
sector, acco*g to Chandra. And as that sector stabilizes, analysts expect it to continue 
favoring gas for its feedstocks Given favorable pricing compared with crude oil,through 
at least 201 0. 

With the combination of returning chemical demand and sharply falling rig counts, 
Gelber & Associates analyst Kent Bayazitogiu said gas prices could begin to  r e c o v e r s  
- early as mid-summer. 

But there is a caveat. While some chemical plants are restarting, others are going offline. “We 
are noticing plants are taking advantage [of the economic downturn] to do extra maintenance,” 
Bayazitoglu said “When margins are so low, it makes it less costly to do maintenance ” 

Moreover, the chemical demand uptick is largely due to an effort to restock inventories that (-) 
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were depleted during the shutdowns that began last fall and extended into early 2009, analysts 
said. 

From January to February, ethane inventories fell 637,000 barrels, compared with 1,000 barrels 
from December to January, according to American Petroleum Institute data. At the sarne time, 
the price has climbed to 37 centslgallon for the April spot month, compared to 35.5 cents/gallon 
in the first quarter, according to Platts assessments. 

“If you send everyone home for Christmas and no one comes back to work in January, you’re 
going to sell out inventory quickly,” Chandra said, adding that the “original increase is already 
eight weeks behind us.” 

While low gas prices are “helping better than high gas prices, competition for the chemical 
sector is pretty severe, too,” Chandra said, referring to new plants coming online in the Middle 
East. He also sees “significant headwinds” from a strengthening dollar to dampen exports and a 
flailing gross domestic product. 

Rail freight traffic, while showing increases some weeks, has been volatile, indicating that any 
upticks are more for immediate needs than for sustained demand, according to sources. 

“There are more spot orders that are making it through into the system. But as people lack 
visibility with the economy, they’re not ordering ahead, They’re ordering only what they need,” a 
New York-based analyst said 

-I__ Ultimately, most analysts agree that a true recovery, at least from the chemical sector, is 
expressly dependent-moverall economic recovery and positive GDP rates. “It could be 
as early as October,” Chandra said. “But it’s just a guessing game.” - Sheetal Nasta, 
Angie Joe, Kathleen Williams, Kevin Allen 

I f  
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Energy Information Administration 
Henry Hub Pricing 

Per MMbtu 
April 14, 2009 Release 
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8.51 
9.46 

10.1 8 
1 I .32 

11.11 
8.26 
7.65 
6.74 
6.67 
5.82 

I 2.68 

$ 8.868 

$ 9.706 

$ 5.240 

Jan-09 
Feb-09 
Mar-09 

May-09 
Jun-09 

Apr-09 

JUl-09 
AUg-09 
Sep-09 
Oct-09 
NOV-09 
Dec-09 

Average 
2009 

Summer 
2009 

Winter 2009. 
201 0 

5.24 
4.51 
3.96 
3:79 
3.74 
3.69 
3.65 
3.69 

4.03 
4 " 3'7 
4.86 

3 a4 

$ 4.114 

$ 3.776 

$ 5.212 

2-7 
4/22/2009 

Jan-IO 
Feb-IO 

Apr- 10 
May-IO 
Jun-IO 

Mar-I 0 

Jul-IO 
Aug-IO 
Sep-10 
Oct-IO 
Nov-10 
Dec-I 0 

5 35 
5 69 
5 79 
5.69 
5 54 

5 4  
5.35 
5 49 
5.59 
5 69 
6.07 
6.32 

Average 
2010 $ 5.664 

$ 5.536 
Summer 

2010 

EIA Prices 



Case NO. 2008-175 
Attachment A 
page 27 or306 

, I -  

4 ' 
' 
\ 

2 I. 

600211 LIE 

6002lSZIZ 

600211 111 

600 21821 1 

60021t7111 

80021 1El2 1 

800211.11Z1 

8002IE12 1 

800116 111 1 

8002lS11 1 

8OOZlZ210 I. 

8002/8/0 1 

800ZltrZl6 

800Z10 116 

8OOZILZ18 

800ZlE 118 

800ZIOEIL 

80021911L 

800 ZlZlL. 

800218 119 

8OOZlt'/9 

80021 L2lG 

8002ILIEi 

8002IEZlt' 

8 0 0 Zl61P 

800Z19211 

80021Z 111 

800 ZlLZlZ 

80021F1lZ 

800ZlOEll 

800219 1 I I 

O0OZIZI 1 

YIP/$ 



Case No. 2008-175 
Attach men t A 
Page 28of306 

0 0 
9 
T- 

o 
C Y  
CA 69 

r-- I .-.- 

I' 

0 0 0 0 0 0 

P * e *  (D 
e 6 9  

z z 0 2 0 
69 

K 

6OOZIZIP 

6OOZIZIF 

6OOZlZlZ 

600Zll l 1 

80OZlZlZ 1 

800Z121 1 1 

80021210 1 

8OOZlZ16 

80021218 

800ZlZfL 

800 21219 

8OOZlZl9 

800ZIZlP 

800 ZIZIC 

800ZI2IZ 

800ZlZl l  

31 



Case No. 2008-1 75 
Attachment A 
Page 29 of 306 

Short-Term Energy and Summer Fuels 
Outlook 
April 14, 2009 Release 
(Next Update: May 12, 2009) 

Natural Gas 

Consumption. Total natural qas consumption is projected to decline by 1.8 percent in 2009 and remain 
relativelv unchanqed in 2010. EIA expects the current decline in economic activitv will have a significant 
impact on natural qas consumption in the industrial sector, which is forecast to fall by 7.4 percent this v e s  
In the residential and commercial sectors, where consumption is influenced more by wealher than by macroeconomic 
conditions, natural gas use is expected to increase slightly in 2009 The expected 0.7-percent increase in natural gas 
consumption in the electric power sector this year is supported by a projection of lower natural gas prices for power 
generation relative to coal, particularly in the Southeast. The outlook for natural gas consumption in 2010 remains 
subject to uncertainty about the status of future economic conditions. If the economy begins to recover later this 
year as currently expected and weather remains near normal, small consumption qrowth in the industrial and 
- electric power sectors should be offset by small declines in the residential and commercial sectors. 

Production and Imports. Total U.S. marketed natural qas production is expected to decline by 0.3 percent in 
2009 and by 1.0 percent in 2010. Total workina natural qasdqs in the United States have declined from 
sliqhtly more than 1,600 in late Auqust 2008 to sliqhtlv below 800 as of April 9, accordinq to Baker Huqhes. 
The precipitous drop in drilling activih, and declininq productivily of wells already in place are expected to 
cause production to steadily decline as theyear proqresses. The resultant impact of lower production in the 
lower-48 non-Gulf of Mexico (GOM) during the second half of 2009 is expected to more than offset higher year-over- 
year production during the first half of the year. Additional supply curtailments may be necessary as natural gas 
storage levels approach capacity later this summer. Marketed production from the Federal GOM is expected to 
increase by 1 9 percent in 2009 because of continued recovery from the 2008 hurricane season and new supplies 
associated with the startup of offshore oil production facilities. Despite expectations of higher prices and the recovery 
of drilling programs next year, total production in 2010 is expected to be lower in both the lower-48 non-GOM and 
Federal GOM regions. 

Projected U.S. liquefied natural qas (LNG) irnDorts are expected to increase to about 480 billion cubic&?! 
(Bco in 2009, from 352 Bcf in 2008. because of lower qlobai economic activity and the start up o f m  
liquefaction capacity in the Middle E a s t d o t h e r  parts of the world. Depressed LNG demand in Asia and 
Europe should tend to increase the amount of LNG-available to the United States. However, the LNG 
proiection is subiect to considerable uncertainty. Initial production from new liquefaction capacity has been 
slowed or delayed for extended periods, and (J.S. natural gas demand is also projected to be lower in 2009 As a 
result, expanded LNG flows into the United States likely would depend on there being less domestic natural gas 
production or imports from Canada than forecast. In the current Outlook, US. pipeline imports are expected to 
decline by about 11 percent in 2009. 

Global Crude Oil and Liquid Fuels 

The price of West Texas lnterniediate Wl) crude oil averaged $100 per barrel in 2008. The nlobal economic 
slowdown is projected to reduce Ihe average price to $53 per barrel this year. Assuming an economic 
recovery next vear, WTI prices are expected to average $63 in 2013. 
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Comments I Price I 
Pressure 

Gas Commercial Oporations 
Hedging Program 

Market Indicators Summary 
May 22, 2009 

Price 
Pressure Term 

__I 

Comments 

Long Term Forecast (Dec O9--Feb 10) 

Mid Term Forecast (30-60 days) 

Short Term Forecast (6-10 days) 
. ~ - -  .- I... 

Tropical Storm Aclivily 

I 
4- 

.(----+ 

1 

NOAA predicting above average temperature= Dec 2009--Feb. 2010 
for Mid-Conlinenl and Southern portion of United States Equal chance 

Short 
Above and Much Above over West during the period. Above over Mid- 
Conlinent early in period becoming Below to normal later in the period 
AccuWeather's 2009 hurricane forecast calls for 10 named Atlantic *. 

I_ P- Long /Basin storms-2 storms to hit U S. coastline. 

Energy Information Administration 
Winler 2009/10 $4.750 

I --- 
;torage Inventory 

Storage injeclions for t6e week ending May 15th were 103 BCF. 
Long levels are at 2 116 TCF which is 32.1% higher than last year and 22.4% 

higher than the 5 year average 
EIA Weekly Slorage Report 

*try Publications 

Saying demand won't rebound until late this year, EIA trimmed its 2009 
Long Henry Hub spot price projection by 4 2%. down 55% from the 2008 J 23 

Cambridge Energy Research Associates 
Summer 2009 
Winter 2009110 

Summer 2009. $3.550 

Gas Daily 

Gas Daily 

Gas Daily 

Gas Daily 

J 

+ 
4 

1 

1 

er MMBtu for 

Long 

Long 

continues to fall faster than supply 

Overall gas production is still up 4% from last year even with productions 
shut-ins to date as innovations in drilling technology and expansions in 
unconventional plays have ameliorated expected produclion drop..offs. 
The Marcellus Shale i s a n g  to look as prolific as the Barnett Shale 

For every Mcf of gas producxfrom conventional basins around the 
markets 

Long world, nine times that amount of recoverable unconventional gas exists in 
- the samLbasin. t declines. 

The recent rally may ha;: overshot and thal gas 
Long some downside in the near term, given continued 

---E- Winter 2009-10 Strip Chart 

Summer 2010 Slrip Chart 

I +-+ / Short /Closed at $5 85 

1 ++ I Short IClosed at $6.17 

Demand 

conomy J 
L 

'WTl crude oil prices, which averageT$99.57 per barrel 1 4 1 Longlprojected to average $52 per barrel in 2009 and $58 

__-l_l.l- - I_ 

Oil Market 
__I__. _._"I 

---___I-. 

have declined bv 54% since last Auaust. 

-. 
26-2; 

___. 

26-2; 

Discussed current market condilions including wealher forecasts, storage levels and various analysts projections as well as EIA's forecasts for 
natural gas and oil markets Based on the discussion, as well as the current position of the Wedglng Program, no additional hedging Is 

Altendees' Jeff Kern, Jim Henning (by telephone), Mike Brvmback, Joachirn Fischesser 
10th Floor North Conference Room - 1:OO prn 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged lo  Date Next Target (10131l09) 
Delivery Supply Total Required Allowed 
Month Olhlmo Dthlday Dthlmo dthlday dthlday 

Apr.10 
May-10 
Jun.10 
JuI-IO 

Aug-10 
Sep-I0 
Oct-10 

Summer 2010 
Target Levels 

Nw- 10 
Dec- 10 
Jan-1 1 
Feb-I 1 
Mar-I I 

Winter 1011 1 
Target Levels 
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I__ 

Historic Prices: 

2 Mol 

June 
" July ". 

Sept 
Oct 
Nov 
Dec 
Jan 
Feb 
Mar 

"""",..l..".."". APr 
May 

. ..,. ". , . 

!!us.... 
.... " ..... ".l." 
".~,.."lll""... 

... "..",."^."". 

. . ." ."" . .. 
"̂.." .... ".~..." 
. ... ". ". .. . 
.... _. "","~...". 

NYMEX ( 

5-yr. avg. 
[04/05-08/091 

$7.65 
$'7.81 
$7.21 
$7.31 
$7.55 
$8.47 
$8.31 
$7.36 
$6.82 
$6.79 
$7.06 
$7.21 
$7.46 

sing Price 

Last Yea1 
(2008-2009: 

$1 1.92 
$13.11 
$9.22 
$8.39 
$7.47 
$6.47 
$6.89 
$7.17 
$8.00 
$8.93 
$9.58 

$1 1.28 
$9.03 
- - ~  
. - - -  - _.-_.- 7th Avg , . ~~ -.- 

Summer Average 

NYMEX 
LO-May-09 

$3.970 
$4.098 
$4.222 
$4.31 8 
$4.463 
$5.105 
$5.795 
$6.1 12 
$6.1 52 
$6.102 
$5.927 
$5.972 _.--.- $a;:;$ 

$1 5.00 

$1 3.00 

$11 00 

$9 00 

$7 00 

$5 00 

$3.00 

Hedged Prices 
___l 

Kentucky 

I I June July Aug Sepl Oct Nov Dec Jan Feb Mar Apr 
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http://www.cpc.ncep.noaa .gov/productslpredictio1~s/long~range/leadO7/of~7~temp.gif 512 1 I2009 
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The June forecast was mostly unchanged this week, with 
just a few minor warm tweaks to some cities in the West 
including Portland, Salt Lake City. Phoenix, and Denver The 
map in the bottom right corner is our Cropcast 15-30 Day 
precipitation forecast, which ranges from June 2-17 The 
forecast shows above normal precipi- 
tation across the Southwest and into 
the Great Basin. This could have a 
limiting effect on temperatures across 
the West. On the contrary, continued 
dryness in TX could lead to some 
enhancement of the heat. J 

June PWCDD* Forecasts 'IOY Nornial updated IO 99-08 

IOY Normal 228.7 

Jun-2008 263.1 
Jun 2009 Fcst: 30YNormal I 217.4 

I ,  . I  . 

Forecast remains unchanged 

Still warm across the Rockies/ 
Plains 

The July forecast remains unchanged, with warmth still ex- 
pected across the Rockies and Plains and cooler conditions 
anticipated for the East The map in the bottom right corner is 
the July 2-meter (surface) temperature anomaly forecast from 
the ECMWF model (the colored contours are at 0.5F inter- 
vals) 'The phase is shifted a bit 
with the warmest anomalies further 
west across the Pacific Northwest, 
and the coolest anomalies further 
west across the western Midwest 
though the overall idea of a warm 
West and cool East holdsL 

J u l y  PWCDD* Forecasts ' IOY Normal updated to 99-08 

Jul-2008 j 340.0 
Change: 0.0 

National Populalion-Weighted CDO: 

c' I Maps above depict  deviations of average temperatures from 30 Y normal in Fahrenheit. -- - I 
MDA Earthsat Weather 607 1 Executive Blvd, Suite 400, Rorkvrllc, MD 20852 Tel (210) 833 8300 Fax (240) 833 8301 

www mdafederal corn/wx/ 02009 (30  60 Day-Outlook, Version 2 11 
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Earthsat's 6-1 0 Day Forecd'~~-D@miled 
Thursday, M a y  21, 2009 

Forecaster: RH/AC 
EarthSst Weather 

Previous 

Previous 

Today's Forecast: 
East Turns Cooler Late 

Warmth SWmycst In Interior Northwest 
Temperatures across the Midwest and East early in the period 
will hold a brief stint of widespread above normals, which could 
turn out to be a little stronger than projected. Otherwise, a 
cooling trend across both regions takes place by the niid- 
period where seasonal to belaws start to filter into these re- 
gions. The main focus of the warmth is now over the Interior 
Northwest and Northern California, and may even take on 
warmer readings still. A warming trend is anticipated to reach 
the Northern Plains and western Midwest during the second 
half of the period This warmth could contain more widespread 
above normal conditions during this time. 

Forecast Confidence: 8 y::y *."& 
l--x 

z q  Forecast Confidence: 7 i"\\ Forecast Confidence: 7 

E Strong Below .......... -15 or Lower 

Below ......................... -3F to -7F 

....... 
Much Below -8F to -14F 

Normal +2F............Q.e. -2 F 
1 Strong Above 

H Above ................. +3F to +7F 

+ I 5  or UP 
.............. (-') 111 Much Above ......... 1. 8F to +14F 

MDA Earthsat Weather GO1 1 Executive Blvd, Suite 400, Rockvrlle, MD 20852 Tcl (240) 833 8300 Fax (240) 833 8301 
www mdafederal corn/wx/ 02009 (Morntng Basic-Page 3, Verston 2 01 
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Monday, May 18,2009 

Forecaster warns Gulf rig operators to be on lookout for sudden storms 

Operators of gas and oil rigs in the Gulf of Mexico should be more concerned about fast- 
developing storms that pop u p  in the  Gulf‘s open waters than about larger, more powerful 
tropical storms and hurricanes that develop over the Atlantic Ocean and give plenty of warning, 
a private weather forecaster said Thursday in Houston. 

Joe Bastardi, a meteorologist with AccuWeather, presented his firm’s forecast for the 2009 
hurricane season, which calls for 10 named Atlantic Basin storms this year. Bastardi 
L forecast that two storms will hit the US coastline with hurricane-force winds and that, 
unlike in the past several years, most of that activity will be concentrated on the East 
Coast rather than the Gulf Coast. 

However, he told Platts that Gulf producers face a specific short-term threat unrelated to the 
mega-storms that make landfall. 

! “The problem is not the Katrinas and Ritas, or even the Ikes. The problem storms are going to 
be the Jerrys, like 1989, where people died trying to evacuate a rig. A front came into the Gulf in 
October and was fed back and developed into a storm,” he said. 

”Those are the kind of things I’m more concerned with, and a lot of times you won’t see those 
show up on a tropical bulletin.” 

Gulf rig operators this year should be more concerned “about things that are not tropical in 
nature and that may fly under the radar until someone in an official capacity actually believes 
they’re tropical,” he said. 

“ I  think the meat of the season is more concentrated further north and east. I think what’s going 
to be interesting in relation to the US coast this year, the western Gulf included, is going to be 
what you may not see coming until it‘s already there.” 

He cited as  an example Tropical Storm Edouard, which hit the Central Gulf producing area last 
August, forcing producers to curtail 555,000 Mcf/d, or roughly 7% of the Gulf’s gas output. 

“A lot of folks didn’t see that coming and yet the system just seemed to appear,” Bastardi said “ I  
think the biggest challenge that’s left for hurricane forecasters, a s  far as something that could 
surprise people, are things that develop in the backyard.” - Jim Magill 
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Weekly Natural Gas Storage Report 
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Stocks in billion cubic feet (5d)  Historica I Comparisons 

Year Ago (05/15/08) 5-Year (2004.2008) Average 05/15/09 05/08/09 Change Region 
Stocks (Ea) % ChanQc . Stocks ( 8 C f )  ''/e Change . 

East  892 827 6 5  789 13.1 837 6.6 

West 345 732 13 220 56.8 252 36.9 

Producing 879 851 25 48.S 640 37.3 
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W o r k i n g  Gas in Underground Storage, Lower 48 other formats: S!m.masr..i-XT L'j.. 

s u m m a r y  
Working gas in storage was 2,116 Bcf as of Friday, May 15, 2009, according to EIA estimates. This represents a net 
increase of 103 Bcf from the previous week. Stocks were 514 Bcf higher than last year a t  thls t lme and 387 Bcf above the 
5-year  average of 1,729 Bcf. in the East Region, stocks were 55 Bcf above the 5-year average following net injectlons of 
65 Bcf. Stocks In the Producing Reglon were 239 Bcf above the 5-year average of 640 Bcf after a net  lnjectlon of  25 Bcf. 
Stocks in the West Region were 93 Bcf above the S-year average after a net  addition of 13 Bcf. At 2,116 Bcf, total working 
gas Is wi th in  the 5-year tiistorlcal 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 perlods. 
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Thursday, May 21,2009 

Expect more shut-ins by year’s end, producers say 

Despite rig counts that have fallen 55% since October, more cuts in qas production are 
--, needed this year to bring the market into balance, producers and analysts said Wednesday 
at Intelligence Press’ GasMart in Chicago. 

Overall gas production is still up 4% from last year even with production shut-ins t o m  
- as innovations in drilling technologv and expansions in unconventional plays have 
ameliorated expected production drop-offs, Bentek Energy President Porter Bennett 
said, adding that “many producers are drilling many more wells with fewer rigs.” 

“The punch line is the supply is building, prices are goinq to remain low and you can 
- expect to see more production shut-ins,” Bennett added. “We’re going to have to see 
more because that’s the only way to balance this. We’re going to have to shut down more 
production< 

\ ConocoPhillips Senior Vice President Will Hussey agreed, saying the market is “oversupplied 
and we‘re just ramming it into storage. “.. Conventional gas is getting replaced by 
unconventional, by shale plays. That’s not anything new, but now you’re hearing it in a way that 
says it’s here, it’s happening.” 

Nexen Marketing Managing Director of Eastern Marketing David Slater concurred, saying 
“unconvgntional resources are producing more than expected _ ” .  Almost all of the Rocky 
Mountains are showing growth, East Texas as well. A whole lot of wells were drilled that 
couldn’t get out until the Midcontinent Express came on, and that pipeline has begun to fill up 
a I ready . ” 

Bennett suggested that those elements will combine to have a long-term effect on basis prices. 
“When the economy gets going again, I think you’re going to see a vastly different supply stack,” 
he said, noting that by year‘s end Rockies Express Pipeline should stretch from Wyoming to 
Clarington, Ohio. “Al l  the pipelines that took gas out of REX into the Midwest are fuu 
Where do you put the REX gas?” - Josliua Sfarnes 



Case No. 2008-1 75 
Attachment A 
Page 43of306 

J 
Thursday, May 21,2009 

Marcellus Shale’s potential ‘underappreciated’ 

The Marcellus Shale ,&I Appalachia is starting to look as prolific as the Barnett Shale of 
-- North Texas while having the advantage of being much closer to premium Northeast 
markets, Jefferies & Company analyst Sribash Chandra said Wednesday. 

“While other resource plays dominate mind share, Marcellus results are increasingly impressive 
over a large area in Pennsylvania,” Chandra said. “Recent results suggest economics may 
be at least as good as the Barnett core.” 

Chandra noted that results from two producers operating in the core of the Marcellus in 
northeastern Pennsylvania .-- National Fuel Gas‘ Seneca Resources and privately held East 
Resources -- were particularly encouraging. 

Seneca reported a horizontal well in Clearfield County operated by t-iouston-based 
EOG Resources that had a seven-day flow rate of 3,000 Mcf/d with up to 10 fracking stages that 
cost $4 million. East Resources completed two horizontal wells in l ioga County at a price of 
less than $3 million/well that should produce between 3.5 and 4 Bcf in total, he said. 

“We estimate that az-Bcf well in the Marcellus costing $4 million can be economic in a 
sub-$S/MMBtu NYMEX environment based on results and company guidance,” Chandra 
said. “Recent industry results suggest the Marcellus fairway in northeast Pennsylvania is 
expanding. We think potential [there] is stilt underappreciated.” 

Chandra thinks the state of Pennsylvania and the producing industry will soon resolve their 
ongoing conflicts regarding water use and disposal associated with shale gas drilling, providing 
operators with a stable base for their investment. 

“Water procurement and disposal and pipeline infrastructure issues are not permanent barriers 
to development in Pennsylvania as they might be in areas such as New York,” Chandra said. 
“Concerns are legitimate, but we believe the state acknowledges a balanced approach is 
required going forward.” 

Eventually, “water may have to be reinjected, or water processing facilities may have to be built, 
all at a cost, that is compensated from the access to premium end-users and a lower lease cost 
and royalty burden,” Chandra said. 

The state’s Department of Environmental Protection has already permitted wastewater 
treatment plants for drillers in the northeastern and southwestern parts of Pennsylvania and is 
actively looking at the potential for reinjecting wastewater into old wells. 

(-) 
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“In the short list of top-tier shales, the Marcellus still distinguishes itself for enormous breadth of 
the resource spanning a few states and many counties,” Chandra said. “Louisiana’s Haynesville 
is relatively compact, while t h e  Bakken is primarily an oil resource.” Bill HoNand 

‘! 
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Wednesday, May 6,2009 

Scholar: Unconventional gas reserves ‘enormous’ 

- For even/ Mcf of gas produced from conventional basins around the world, nine tinies 
that amount of recoverable unconventional gas exists in the same basin, according to the 
head of the petroleum engineering department at Texas AQM University. 

Stephen Holditch told Platts on the sidelines of the Offshore ’Technology Conference in Houston 
late Monday that the 1:9 ratio is based on a study of eight North American basins. 

“We’ve studied publicly available data on how much oil and gas has been produced in different 
basins and how much is still in these basins in terms of proved, probable and possible 
reserves,” he said. “It falls out that 10% of the oil and gas is in conventional reservoirs% 
---- 90% is in unconventional ones,” including caalhed methane, shale gas and tight-sands gas. 

“We feel that this 90-10 split is,,part of how natural gas resources are distributed, and it 
- will inore or less hold true for every ,natural qas basin in the world,” Holditch said. 

His team of researchers examined only those reserves classified as technically recoverable. 
“We know where it is and we have the technology to recover it, but we can’t book it as reserves 
because we either haven’t drilled the wells or there’s no pipeline there, or the gas price isn’t high 
enough to make it economic,” he added. 

Unconventional gas reserves such as those found in the Bossier Sands in East Texas and the 
Haynesville, Barnett, Woodford, Haynesville and Marcellus shales “aren’t unique to North 
America,” Holditch maintained. “South America, the Middle East, Russia, the North Sea or 
wherever, if you can go into these basins and estimate the amount of conventional oil and gas 
that’s going to be recovered, multiply that by nine and that’s how much unconventional gas can 
be recovered.” 

, !  

Holditch’s hypothesis contradicts popular theories - such as the peak oil theory -.. that the 
world is running out of hydrocarbons. “The peak oil theory is based on production from 
conventional oil fields,’’ he said. “What I’m saying is that peak oil theory is only the top of that 
resource triangle.” 

According to Holditch, “there’s an enormous amount of unconventional oil and gas” around the 
world, including heavy oil in Canada, Venezuela and Indonesia, as well as the shale gas being 
developed in the US. 

“There are a lot of tight gas reservoirs in the Middle East. They’re just now waking up to what 
they really have,” he said. “The other basins in the Middle East and Russia have never tested 
their source rocks and when they do, they’re going to find enormous amounts of oil and gas.” -- 
Jim Magill cr) 

20 
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Wednesday, May 20,2009 

Gas prices will need 12-18 months to recover: analyst 

Oii prices may recover as  early as.-three months from now, buinatural gas prices have a 
“more difficult road ahead” and are likely to  take a year to 18 months to recover, Goldman 
Sachs’ head of commodities research Jeffrey Currie said Tuesday. 

Currie said the recent rally may have overshot and that g a s  prices are fikelv to see some 
---- downside in the near term, given continued industrial production declines. But, “we don‘t 
think Armageddon is going to happen. Our worst fears have not been materialized We’ve taken 
out the tail risk,” Currie said at the Energy Risk USA conference in Houston. 

The credit crunch has led to a severe “destocking” trend, in which manufacturing activity, 
finished goods inventories and auto fleets have declined at unprecedented rates, though 
demand has declined at a similar rate to previous recessions, according to Currie. At current 
production levels, for example, the US vehicle fleet would take 42 years to replenish, he said. 

With supplies in decline, this could to lead to energy scarcity by 2010 if investments don’t pick 
up, he said. 

Oil prices will likely be  the first to rebound, a s  e a r w . f a t e  summer, on  higher globa! 
I demand and declining supply, he added. 

“We need to see investments grow,” Currie said. “Barnett Shale and Waynesville Shale are not 
going to save the commodity complex.” Once the economy i m p r o v 3 “ i t ’ s  the lack of 
commoditv supply that will put-the brakes on growth,” he said. “You can’t grow energy 
-I__.. 0.5% and GDP at  2% to 3%.” 

As a manufacturing fuel, natural gas has been among the hardest hit by the destocking in the 
industrial sector, and gas demand “has been annihilated,” Currie said. 

Global natural gas demand as of November 2008 had fallen between 5% and IO%, down from 
positive growth rates earlier last year. 

Meanwhile, supply growth has slowed but continues. Goldman Sachs expects global gas 
supplies to grow nearly 3% in 2009, down from about 6% in 2008, and continue growing at least 
through 2015. And global liquefied natural gas supplies are expected to grow about 14% in 
2009, compared with a nearly 6% growth rate in 2008, according to Goldman Sachs. 

The recent NYMEX rally also has brought US-UK gas price parity and is likely to push 
significant LNG supplies to the US, Currie said. He expects LNG imports to the US to rise to a 
little more than 3 Bcf/d by December 2009, more than doubling year“-over-year imports, and to 
climb to well above 6 Bcf/d by December 2010. 
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Adding to CIS supply, Currie expects coal-to-gas substitution to lead natural gas prices to 
unexpected lows, based on several factors 

For one, natural gas generation costs, which were cheaper than coal generation costs from 
January to April, have turned slightly more expensive than coal within the past month, according 
to Currie. In addition, the US-Europe coal differential has converged, limiting coal exports. “The 
window to export US coal has closed,” he said. 

As a result, Currie suggested that both supply and demand will need correcting before gas 
prices climb: “Gas needs to see rig counts fall and industrial demand rebound.’’ - Sheefal 
Nasta 
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Short  - Term Energy Outlook 
May 12, 2009 Release 

Coizsrimptioit. Total natural gas consunintion is proiected to dgcline by 1.9 percent in 
__.,- 2009 and then increase slightly in 2010. Weak,ecoriomic conditions leadinp to significantly 
lo.tver natural gas consumption in the iridustrial sector are  expected to bc the niain source 
of the dip in total consumption this year. The piojected increase in natural gas use in the 
electric power sector offsets some of this decline. Lower relative natural gas prices compared 
with coal, particularly in the Southeast, are expected to induce higher utilization of natural gas- 
fired electric generation capacity in the tiear-tern1 and lead to a consumption increase of 2.1 
percent in the electric power sector this year. Natural gas consumption is expected to decline 
slightly in the residcntial and cornniercial sectors this year. Similar to other fuels across the 
energy market, the outlook for natura1 gas consumption in 2010 is highly contingent upon 
the timing and pace of economic recovery. Under current assumptions, consumption 
growth in the electric power sector and a slight recovery in the industrial sector a re  
expected to contribute to a small increase in total consumption for the year, despite niinor 
consum- declines in the residential and commercial sectors due to &e expectation of 
0.8 percent fewer heating degree-days than the previous year. 

Production niid Inzporrs. Total U.S. marketed natural gas production is expected to 
decline by 1.0 percent in 2009 and by 2.8 percent in 2010. As a result of poor economic 
conditions and lower natural gas prices, total working natural gas rigs have declined 
by 54 percent since last August. The erosion of drilling activity conibined with 
production curtailments in response to current and projected low prices and high 
inventory levels are expected to cause natural gas production in the Iower-48 non- 
Gulf of Mexico (GOM) to decrease by abouf 1.6 percent in 2009. Conversely, 
marketed production from the Federal GOM is expected to increase by 3.4 percent in 
2009 due  to the return ofcil i t ies damamd by Xlurricanes Gustnv and Xlte as ~ve l l  as 
the start-up of new prodiiction associated with offshore oil projects. Despite 
expectations of higher prices next year, the lagged effects of the downturn in drilling 
this year and the natural decline in productivity from existing wells are expected to 
contribute to lower production in both the lowcr-48 non-GOM and Federal GOM 
regions in 2010. 

Expected weak natural gas deniand in the liquefied natural gas (LNQconsurning 
countries of Asia and Europe, the startup of new liquefaction capacity, and limited 
mtural gas storage capacity in  countries that typically rely on LNG are expected to 
increase the availability of L,NG for the United States. W.S. LNG imports are expected 
- to increase from 350 billion cubic,feet (Bcf) in 2008 to about 500 Bcf in 2009 and 650 Bcf 
in 2010. However, there is significant uncertainty associated with the global L,NG 
balance. 1J.S. pipeline imports are expected to decline by about 7 percent in 2009 
because of the impacts of suspended drilling programs and declining well 
productivity in Canada. ('--") 
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_I_- WTI crude o ~ p t ‘ i c e s ,  wliicii-averaged $99.57 per barrel in 2008, are projected to average 
- $52 per barrel in 2009 and $58 per barrel in 2010. These prices are about $1  per barrel and $ 5  
per barrel, rcspectively, below those projected in last month’s Uullook. However, a 
sti.onger-than-expected econoniic recovery or lower non-OPEC production (due to low oil 
prices, financial market constraints, or more aggressive action to cut prduction by OPEC 
.-. countries) could lead to a faster and stronger rise in oil prices. As always, energy price 
forecasts are highly uncertain. Both recent experience and the sizable participation in near-term 
crude oil futuies options contracts at strike prices that are significantly diffeient froin current 
futures market prices clearly demonstrate that crude oil prices can move within a wide iangc in a 
relativeiy sliort period. 
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Neather 
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Market Indicators Summary 
June 30, 2009 
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Ealfhsal & WSI both show warmer lhan normal in the Wesl and cooler in 
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California Energy Commission: "Gas price forecasts are unreliable and 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

Hedged to Date Next Target (101312L System __._ 
Delivery Supply Total __ Required Allawed 
Month Dlhlma Dthlday Dlhlmo dthlday dthlday 

NOV-I 0 
Dec-IO 
Jan-1 1 
Feb-I 1 
Mar-1 1 

Winter l o l l 1  
Target Levels By October 31,2009 

Apr- 1 1 
May-1 1 
Jun-11 
Jul-11 

AUg-11 
Sep-1 1 

Summer 201 1 
Target Levels 6y March 31, 2010 

Oct-1 1 _I 
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TO CURRENT FUTURES PRICES 
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us COOI ctianges iii t l ie wcst  
and Northeast 

Still warm RockieslPlains 

us COOI ctianges iii t l ie wcst  
and Northeast 

Still warm RockieslPlains 

In our final July oultook there were a few tweaks lo the forecasl, 
though Ihe overall outlook hasn't changed much. A few slight cooler 
changes were seen across the West as Ihe warmth was pulled back 
a bit, pernaps based on Ihe June verifications. Parts of the NE were 
cooled, with New York back below normal after briefly warming to 
normal last week. For an alternative look, we took a look al (he 
ECMWF model rnonlhly lemperature oullook issued on June 151h. 
The map to the bottom right is Ihe model's 2-rneler temperature 

keeping cooler air over eastern Canada, similar 
:o our forecasl. 

lul PWCDD* Forecasts '1OY Normal updated to  99-08 

IOY Normal 336.2 

JUl-2008 340.0 
Jul 2009 Fcst: 30YNormal 327.7 

NaUonal Populalion-M'cighled COOS 
Change: -0.7 

S 
Some cool changes in the West 

East remains mostly near normal 

A few cool changes were made lo the Southwest in this week's Au- 
gust outlook. with no changes east of the Mississippi We turn again 
lo Ihe ECMWF monlhly 2-meter temperalure oullook issued on June 
15, this lime for the monlh of Augusl This model shows more wide- 
spread warmth lhan our outlook across lhe Plains and inlo the wesl- 
ern Midwest We've also included Ihe model's 500 mb height anoma- 
lies (contours in 5 dm inlervals). The model shows some broad ridg- 
ina across the Wesl. with positive height anomalies across almost the 
e k r e  US. I! should be men,, 
lioned that the model's June 
OullOOk issued on May 15 
will likely no1 verify well 

---- 
Aua PWCDD" Forecasts 

1OY Normal* 3152 
A i ,  2009 Fcst:/31(i.01 30Y ' Normal 7-962 

Auq-2008 7-89.: - -  
Change: -0.3 

National Populalion.Weighled COQr 

(T'i I Maps above depict deviations of average temperatures --- from 30 Y normal in Fahrenheit. I___-.--- 1 
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some of tlie differenci:s that the Agliculture Committee and [Chairmiin Collin] 
Pelcison’s coiicerns to announce that we were going to move forward,” the / Maryland Democrat told reporters 

I-Ioyer said lie is hoping Waxman and Peterson will reach a filial agreement on 
all issues ruestlay night to give members the requiied two days’ notice before the 
bill ran be: Orouglit 10 the floor. I f  more time is needed, the vote could slip until 
after the Intlependence Day recess next week, lie said. 

As House Democrals were working to iron out the details of an agreement, 
Senate Ifrivironment and l’ublic Works Committee Chairman Harbara Iloxer said 
her panel is preparing to begin its own work on legislation creating a nationwide 
carbon cap-and-trade scheme. 

The California Democrat lold reporters she intends to use the House fher&y 
and Commerce Cornmiltee’s bill as ”the bones” of her panel’s legislation but may 
not include ttie lastminute changes made to win the support of rural arid nioder- 
ate Democrats in the House. 

Boxer said she aims to hold a committee vote on  a climate bill b e r m  Congress 
[eaves town next month for i t s  annual August recess. .- j r f  Ilnrber, Jcorr Ctieriiriick 

IHS CERA Cost of building gas-fired plants is declining 
The cost of building power plants in North America fell by 3% over the last six 

months, signaling a “broader downward trend” that now encompasses all types of 
es, including gas-fired plants, consultant IHS CERA said T‘iesday. 

.lhe Cambridge, Massachusetts-based company projected that additional cost 
declines are likely, “particularly as equipment costs further catch up with the fa l l  
in materials prices.” 

In its latest Power Capital Costs Index, IHS CERA said (lie price drop was driv- 
<en largely by a sliarp drop in the prices for steel, copper and petroleum. Though 
‘ t lw overall I ” X 1  has been trending downward since the first quarter of 2008, the 
decline had previously been driven by one factor - the drop in what i t  would 
cost to briild a nuclear power plant -which masked continued cost escalation of 
all others, ciie canipany said. 

The new PCCl marks the f h r  tinie in nearly a decade that the costs of gas-, 
coai- and wind-powered projects have decreased, the consultant said. 

Wliile the  3% drop “may appear modest compared to the sizable global 
decline in new constructioh orders,” it “represents a true turning of the tide,” 
Candida Scott, IHS CERA senior director of cost and technology, said in a state- 
ment. “We can expect the downward pressure to continue to build as falling costs 
work their way through the supply chain.” 

Despite the lower cost of materials, total construction COSIS are inore resilient, 
said Koger Kranenburg, IHS CEI1A’s djreclor of capital cost power. “Substantial 
ortler backlogs have allowed equipment manufacturers to maintain their price 
position buf as the global order pipeline slows they are likely to pass along lower 
input costs more aggressively.” 

The Ill5 CERA report said wind-generating costs have fallen most, showing an  
11% drop because of declines in the cost of turbines and a ”short-term slowdown 
in orders.” Wind also was most affected by the “current economic and financial 
crisis, which led fo a drying up of tax equity and debt investors.” 

Lower costs for turbines, towers and construction could lead to a continued 
decrease in costs in the near term, IHS CERA said. 

In addition, the  company said its survey showed costs for combined-cycle and 
simpIe-cyde gas plants declined by 6% over the past six months as part of the 
larger trend in declining commodity and bulk materials prices. 

Reduced demand for power because of the recession has led to a lower number 
generation projects in the pipeline for North America, “meaning that 
decrease further in the near term as demand for gas turbines declines 
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API urges EPA to withdraw emissions 
plan, calls rationale ‘remarkably thin’ 

The American Petroleum Institute is urging the 
Environmental Protection Agency to withdraw a proposed 
greenhouse gas endangerment proposal. vrhich found that 
GHG emissions pose a danger human health and welfare. 

If finalized, the proposal would serve as  a basis for 
regulating such emissions under the Clean Air Act 

In comments subniirted Monday, API maintained that 
EPA had failed to Substantiate its conclusions fOC the 
finding, saying the Clean Air Act is “ill-suited” to addtess 
climate change and urged the agency to “allow the leg- 
islative process to proceed - 
mate bill currently pending before the House Of 
Representatives (see story, page 3). “it is possible to 
develop a comprehensive legislative response to cli- 
mate change oulside the framework of the existing 
CAR.” i t  said 

According to API. the proposal‘s discussion of the 
healthbased etfects of GHG emissions contains a num- 
ber of systemic errors and (laws, including poorly sup 
porte0 conclusions and  the failurc to weigh beneficial or 
offsetting cffecls 

API said Ihe document providing the basis for the 
proposal -1s remarkably thin for a major regulatory 
action. There is no suppon for EPA‘s assertion that GHG 
pollution currently presents endangerment at today‘s 
atmospheric concentrations. and !he findings are there- 
fore unwarranted.” 

Separately, the US Chamber of Commerce said in 
comments submilied Tuesday that in preparing the endan 
germent proposal, Uie agency ignored “relevant. credible scE 
entific information’ and on the key scientific data ’plays fast 
and loose with the facts.” 

The chamber called on EPA to hold an on.therecord 
formal hearing before a neutral party “to Openly E V k W  
the data the agency is uslng to justify its endangernient 
proposal.” - Gerald I(arey 

While the oil and gas trade group opposes the cli, 

Rest of summer to be mild 
in East, hot in West: WSI 

In its latest seasonal outlook, private weather foro 
caster WSI Corporation said Tuesday it expects the rest 
of the summer to be cooler than normal in the eastern 
third of the US. while the Rockies and Pacific Northwest 
can expect warmwthan-normal weather. 

sentative of the  pattern for the rehqinder of the sum- 
mer. althotigh occasional bursts o f  heat coming from 
the northcentral US will likely impact the area from 
time to time, said WSI seasonal forecaster Todd 
Crawford. 

event will likely play a significant role in determining 
the upcon:ing fall and winter pattern, although the 
magnitude and exact location of the warmest tropical 
Pacific Ocean temperature anomalies will be the final 
arbiter,” he  said 

In .July. warrner.than-average weather will dominate 
everywhere except the Northeast and Southeast, WSI 
said In August, the cooler weather extends into the 
South Central states, while in September below-aver. 
age temperatures are expected only in the Soulheast. 

“In the Northeast. the cool start will likely be repre- 

“Looking further out in time, the emerging El NiAo 

- Stephanie Seay 

4 1 Copyrighl 0 2009 The McGraw-Hill Companies 
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Forecaster: BH/AC 
Earthsat Weather 

Today's Forecast: I Cool Across Northeast Through Period 

I I More Heat Could Build lnto Texas, Midwest Late 

Cooler chances could still reach the MidwestlNortheast at mid 
period with a risk of more much belows. With persistent trough- 
ing, the Northeast holds the best confidence of seeing cooler 
conditions through much of the period. The West may see 
readings turn cooler than expected during the last few days of 
the period as a trough moves in. Also during the latter part of 
the period, warmer than forecasted conditions could spread 
into Texas and into the Midwest as a ridge builds into the 
Plains during this time. This collld produce a return of 100F 
heat through Dallas and Houston days 9-10. 

Forecast Confidence: 7 

Forecast Confidence: 6 Forecast Confidence: 5 

A +3F to +4F A +5F to t7F MA i 8 F  to +15F/I SA + I 5  or Higher 

B -3F to -4F B -5F to -7F MB -8F to -15F SB -1 5 Or Lower 

MDA Earthsat Weather 601 1 Executive Blvd, Suite 400, Rockvllle, MD 20852 Tel (240) 833 8300 (backup: 301- 231-0664) 
Fax (240) 833 8301 WWLV indafederal com/wx/ 02009 IMorning Bas~c-Page 3 ,  Version 2 1 1  
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tlr assertc*cl I hat exc.essive speculation t~oin index funds was partly - but 
solely - to blarrte for the "commodity asset bribble" last year. However, lie 

I 
id he has not yet "formed a view" on whether such players ale behind the 

;? receiit spike in petroletini prices 
"I (10 think just  as t h e  asset bubble brokc last year with the financial crisis, 

pait of w h a t  we're seeing is , some confidence coming back into the stock mar- 
ket a n d  other investment markets," Gcrisler said, adding that l i e  has no1 yet inet 
with the coniinission's economists "to sort through the specifics O l  the inarket." 

On the topic; of combining the SEC anti CITC, SEC Chairman Mary Schayiro 
told the committee that "there is a logic and an efficiency that can be achieved 
from a merger of the two agcncies." However, if Congress decides against a inerg- 
er, she said the agencies must do  more to work together and ensure that products 
arid trading practices "do not fall through the  cracks or leave large swaths of the 
market unrep$latecl." ' ', 

B u t  Gensler was adamant that there not be "a merger just for merger's sake." 
He s a i d  if Congress does move to coinbirie the CITC and the S K ,  it needs to 
ensure that his agency's "mot mission" to protect consumers such as farmers and 
ranchers fioin fraud arid manipulation remains intact. 

various financial overseers, Scliapiro sirid she supported the concept of a coun- 
cil of regulators that would work together to identify "where gaps might b e  
arising" i n  oversight. 

new regulatory model support centralized clearing for standardized O'IC trading 
and to bring institutional dealers under greater regulation. -- Icssicfi Marfun 

i 

Amid riiiinerous congressiorlal proposals that would broaden the reach of 

She added thac i t  is iniporlant - to both her agency and tile CITC - that any 

CSU forecast, team now expects 
belowaverage hurricane season 

Colorado State llnivcrsity lorecastcrs now expect a 
slightly belowaverage 2009 Atlantic hurricane season 
with 11 nanicd storms. five of which will strengthen into 
hurricanes. Of those five. the CSU team said it expccts 
lwo will become major hurricanes of Category 3 strcnglll 
or greater. 

Tuesday's forecast marks a slight downward revision 
from the 2009 outlook the forecast team issued in April 
calling for 12 named storms. six hurricanes and two major 
hurricanes. Long term averages are 9 6 named slorms. 
5.9 hurricanes and 2.3 major hurricanes/year The Atlantic 
hurricane season runs from June 1 lhrough November 30 

The forecasters based the revised oullook on El 
Nifio, a phenomenon marked by a warming of equatorial 
Pacific waters that can lead to conditions that prevent 
the formation of tropical storms. 

"We bclieve that there is a slightly greater chance of 
a weak El Niiio developing this summer/fall than there 
was in early April.* forecaster William Gray said. "El Nirio 
conditions would likely increase levels of vertical wind 
shear and decrease Atlantic hurricane activity" 

Landfall probabilities are also down, with chances of a 
major hurricane hitting the US coast at 48%. compared wilh 
an average in the last century of 52%. Ule CSU team said. 

The chance of a major hurricane making landfall on the 
East Coast or along the Gulf Coast, where major oil and gas 
infrastructure is located. are both 28%. compared with long- 
term averages of 31% and 30%, respectively - Carla &Ss 

Copyright o 2009 The McGraw-Hill Cdmpanies 
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Stocks in billion cubic feet  (Bcf)  

06/19/09 0 6 / 1 2 / 0 9  Change 

East 1 , 2 3 4  1,164 70 

Region 
Histor ical  Comparisons Data 

5-Year (2004-2000) Average History (x,,s) Year Ago (06/19/00) 
stocks (Bcf) %Change Stocks (ocf) % Chanoe 

- 

5-Year Averages, Maximum, 
1.050 17.5 1,114 10.3 Minimum, and Year-Ago Stocks 

(XLS) 

Related Links Summary 
Working gas in storage was 2,651 Bcf as of Friday, lune 19, 2009, according to EIA estimates. This represents a net 
increase of 94 Bcf from the previous week. Stocks were 631 Bcf higher than last year at this time and 482 B d  above the 
S-year average of 2,169 Bcf. In the East Region, stocks were 115 Bcf above the 5-year average following net injections of 
70 Bcf. Stocks in the Producing Region were 265 Bcf above the 5-year average OF 732 Bcf after a net InJection of 12 Bcf. 
Stocks in the  West Region were 102 Bcf above the 5-year average after a net  addition of 12 Ecf. A t  2,651 Bcf, total 
worklng gas is above lhe  5-year historical range. 

Storage Basics 

Natura, Gas Week,y ,lpdate 

Natural Gas Navfgator 

West 

Producing 

T O l a l  

W o r k i n g  Gas in Underg round  Storage Compared with 5-Year Range 

-- -- 

420 408 12 288 45.8 318 32.1 
References 
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Note: The shaded area indicates the range between the historical rnlnimurn and maximum values lor the  
weekly series from 2004 through 2008. 
Source: Form EXA-912, “Weekly Underground Natural Gas Storage Report.” The dashed vertical l ines indicate 
current and year-ago weekly periods. 
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Some Western gas storage facilities over 70% full 
A 94-I3cf ir?jection IiRed tlie nation’s gas storagc inventories to 2.651 Tcf for the week ending June 19, the Energy 
Inforination Adminjstration said Thursday, pushing some facilities in  the West toward kill capacity with four 
months left in the traditional refill season The build was slightly below consensus expectations and prompted a brief 
spike in the July NYh4EX natuial gas futuies contract (hcc .s/o!y, above) A year earlier, EIA reported 2 020 Tcf in 
storage As a result, the year-over-year surplus rose to 63 I Bcf, while the surplus ovei the five-year average of 2.169 
Tcf climbed to 482 Bcf. 

Invenlorics are now 1 I S  Bcf above thc five-year average of I I 1 19 Tcf in the East, I02 Bcf above the five-year 
average of 3 18 Bcf in the West, and 265 Bcf above the five-ycar average of 732 Bcf in the producing region. 

Tim Evans, analyst for Citi Futures Perspective, noted that the injection was still above the SS-Bcf five-year average 
but was “sn~aller than expected, and thus supportive for prices. We note that the data has been oscillating from 
bullish to bearish on almost a weekly basis, so i t ’s hard to be confident of the trend. But we do expect to see 
declining production overall, which should lead to a supportive trend in the weeks and months ahead.” 

?’he onset of summer heat may give well-padded gas storage facilities in the West a reprieve as cooling loads kick 
in. But as autumn approaches, a gas glut could resurrace with a vengeance, analysts said. 

“Califoniia is awash in gas and Questar’s Clay Basin storage facility in  IJtali is nearly 70% ful l ,  65% above June 
2008 ending levels and at the top of the IO-year [inaxiniuni] range,” Wachovia Capital Markets Managing Director 
David Tameron said. 

Logan Reese, an analyst with Bentek Energy, estimated that West storage as of the week ending June 12 was 
between 60% and 80% full. The oversupply is nwst pronounced in California, where Reese estimated some facilities 
-- before the worst of the summer heat has even hit --arc over 90% ful l  

Reese’s colleague Dennis Burkey, an analyst for Southwest markets, said one of the biggest reasons for the abundant 
supply in the state is  another ripple effect from Rockies Express Pipeline - Southern California served as a “relief 
valve” for Southeast and Midwest supply that was displaced by rhc influx of  Rockies gas nioving east on REX. “The 
gas had to go somewhere, and SoCal was a convenient place to send it.” 

The situation is somewhat looser in the Rocky Mountain region, Reese said, noting that storage injections do not 
generally pick up dramatically until later in the fall. During the suinrner, ”Rockies gas wants to make its way out of 
the region when possible,” he said. 

Rut both the West Coast and Rockies could struggle to find space for gas supplies come autumn as cooling loads 
wind down, Reese said. 

In the meantime, Pacific Gas and Electric has issued several higl~-inveiitory operational flow orders on its system 
this month, while Clay Basin in Utah Iias advised intenzlptible custorners to withdraw their capacity in order to make 
room for firm nominations, Reese said. 

El Paso Natural Gas, a key interstate route into southern California, has also issued periodic warnings of high 
linepack since the end of  May. Company spokesman Richard Wlieatley said the southern mainline that feeds major 
SoCal Gas border points typically flow to the west at this time of‘ year, although it has the capability of flowing 
eastward if conditions wan‘ant. 

“To say that current working gas volumes in underground storage are ahead of previous averages remains an 
understatement,” the American Gas Association said in a report last week. The group noted that May inventories 
ended the month above 2.3 Tcf for the first time on record. 

“The strong current storage position ... continues to be one signal that, coinpared to natural gas demand, the nation’s 
supply picture remains robust,” AGA said - Jessica h4m run, Sheelnl Nasta, SIephaiiie S e 9 ~  
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IHS CERA 
ADVISORY SERVICE 

North American Natural Gal 

DATE 
June 25,2009 

JUNE MONTHLY GAS BRIEFING 

WHERE IS THE UPSIDE? 

KEY iMPLlCATlONS 

Bullish market sentiment continues to be disciplined by bearish fundamentals, as the 
combination of weakdemand and strong supply has held the b t J l k  in check. The displacement 
of coal for power generation has provided some support for gas prices through the recession. 
Yet, with each transitory drivel of higher prices, the rally has fallen short. A brief price surge, 
apparently in sympathy with rising oil prices, ended in tnid-May. A colrJet.tlian-normal winter 
gave way to a mild spring. Even the effect of recent delays in liquefaction projects, and 
the resulting redirection of some liquefied natilral gas away from North America, coilid be 
diminished in the months ahead by new volunles set to arrive tinder short-term contract. 
An early economic recovery could make these other factors seem small by comparison, 
but only over the longer term. It is difficult to see how bullish price signals can maintain a 
lioid on the gas market when the storage surplus is there to fend off every challenge. 

This month IHS CERA has analyzed the sensitivity of gas prices to summer 
weather across North Amer'ica Although the downside risk associated with a 
inild simmer is fimitecl by the coal floor, it is nonetlieless significant and coclld 
pull prices lowet still 

US storage inventories are projected to challenge the limits of storage capacity 
by late summer, likely leading to curtailed domestic production fat, limited 
periods. 

We expect the Henry Hub price to average $3.85 per millioii British thermal 
units (MMBtu) this year. At AECO-f4T. we project an annual average price of 
C$3 70 per gigajoule ($3 2 1 per MMBtu) for 2009. 

* 

NORTH AMERICAN MARKET OVERVIEW 
The stabilization in rlie economic forccast first observed by IHS Global Insight in 
March has held for the past few months. After an annualized first quarter decline 
in US gross domestic product (GDP) of 5.9 percent, the pace of the economic 
deterioration continues to moderate in the second quarter, and there is a growing 

-.-- Note: All prices are in US dollars unless otherwise indicated. -- 
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The bulk of McCl(x1tion’s c.oinpensation, S75 inillion/year, comes fiorn credits 
lie call oiily use to pay his share of the costs associated with his fractional inter- 
ests i n  Clresapeakc’s wells. 

session Friday for taking pay for perforinance that was based on good luck and 
\qinting more money when tiis luck turned bad. “Risk isn‘t risk anymore when 
you are Aubrey McClendon,” Jan I‘ersing said. 

“You bet t he  farm that (gas] prices would continue to go up,‘’ Versing told 
McClendon. irlrlieii prices wcnt down “your liand got stuck in the cookie iar.” 
[:ersing then said he  plans to sell his Chesapeakc stock. 

McClendon, who told shareholders h e  would not bc able to aiistver ninny 
questions because uf four shareholder lawsui 1s over his pay package. defended his 
work as head of the nation’s second-largest gas producer, 

“I‘m sorry you t h i n k  I’ tn  peedy,” h4cClendon said, asserting that he works 
more than 100 hours a week liniiig up  dcals and  running the con ipny  he found- 
ed 25 years ago.. “You do not properly cliaracterize my past, present and  future 
with this company,” h e  told 1:erslng 

joint venture with Statoil. He said Chesapeake will contribute teclinology and 
experience to Statoil‘s iiiternalional expertise in a SO/SO venture to  exploit gas 
shales worldwide. 

“1 see this news as most encouraging,” McClendon said, predicting that the 
world will start to transition away from crude oil to natural gas for fuel. 

Beyond his two-sentence disclosure during his presentation at  the annual 
meeting, McClendon provided no other details of the Statoil deal. Statoil repre- 
sentatives were not available for comment Friday 
) Chesapeake is the top leaseholder in thc Marcellus and Haynesvilic shales 
and  the  nriinber two operator in the  Barnett and  Fayetteville shales. Statoil is 
already involved in a &farcellus joint venture with Chesapeake; in November, it 
paid $1.25 billion u p  front and agreed to pay $2.13 billion worth of 
Cliesapeakc’s costs in  return for a 33% stake in Chesapeake’s Marcellus returns 
(GD 11/12), - H i l l  Holland 

A Fort Vvorth shareholtlcr blasted McClendoii during the question-and-answer 

McClendon revealed during his pxesentation that Chesapeake is entering the 

CEC: Price forecasts unreliable 
as market valatility increases 

Gas price forecasts are unreliable and will continue 
to be as new carboii regulations and increased liquefied 
natural gas imports make prices more volatile. according 
to a draft report this week from the staff of the Callfomia 
Energy Coinmission 

impact of carbon emissions regulations on gas fired 
power generation as  the stale prepares its 2009 
Integrated Energy Policy Report 

CEC. the California Public Utilities Commission and the 
Energy Information Administration, and found them all 
well off tlic mark when conipared with actual prices. 

”Historic forecast results have been poor vis 9 vis 
actual prices and, unlor(unate1y. the future niay include 
niore market volatility and even greater forecasting uncer~ 
tainty,“ CEC staff found. 

During 2008, for instance. Henry Iiub spot prices wcnt 
as  high as $13 32/Mcf and as low as E5 F3/Mcf The 
volatiliiy that year was ‘somewhat unique, as  traditional. 
physical market fundamentals alone did not explain the 
market’s actions,“ the report said ”Various financial mar. 
ket fundaments. such as commodity speculation. con 
Iributed to the significant price volatiliv in 2008.” 

Staff notcd Urat gas markets have ”complex and 
dynamic interactions with electricity and other fuel mar- 
kets affecting many sectors” of the economy. “Existing 
and future greenhouse gas and energy policies increase 
lhe complexity of these interactions. the number of alter- 
native choices than can affect these interactions. and 
the uncertainty inherent to making predictions about key 
drivers of these interactions. 

‘Past efforts to predict natural gas prices have been 
highly inaccurate,” CEC staff continued. “With complexity 
and uncertainty increaslng. it may not be feasible to 
make useful. data-specific. singlepoint forecasts.” 

Based on past volatility that went beyond physical 
narket factors, ‘a reasonable expectation would be that 
‘uture natural gas price forecasts will be even less accu- 
‘ate as  natural gas prices continue to experience price 
iolatility for reasons that are perliaps less understood 
md less predictable,” the report said. - Stephanle Seay 

Staff examined gas price volatility and the potential 

Tlic report examined price forecasts produced by the 



Gas price 'bubble' to burst in early 2010: panel 
With natural ggs prices widely forecast to remain depressed through 

the end of 2009, panelists a t  a Uosion conference Monday warned that 
rapidly declining rig counts might wult  in a price spike by early 2010. 

c~nocoPhillips Gas & Power's senior vice president of originatioi), !old 
the I,DC Gas Forum Northeast, adding that tlie rig count has fallen by 
riearly 50% from about 1,600 in August 2008 to 740 currently. 

torlld tlghten again if inanufacluring rebounds in a stroneeer economy 

"2010 has the potential for being upside down," Will liussey, 

13esplte the current supply overhang, the supply-demand balance 

, , .._ . 
Tuesday, ...- June - -"I 16,2009 Y1 

~ __ -- 
Columbia Gulf. La. 3.805 3.783.88 3.783.83 266 55 
Columbia Gulf, mainline 3.855 3.82.3.88 3.84 3.87 378 65 
Ronda Gas, zonc 1 3.805 3 80385 3.803.82 43 5 
Rorida Gas. zone 2 3.870___3c5-3.89 3.883.88 181 1 4  
Rorida Gas. zone 3 4.025 3.864.12 3 9 W 0 9  311 55 
iicnv nub 3.790 3.753.80 3.7G3.82 G12 72 
NGPL.. La. 3.720 3.723.72 3.723.72 12 2 
Somem Natural. La. 3.635 3.803.89 381-3.8G 326 44 

~ _ _  
. _- . ._ .... ... - - - -- 

~ 

_ _  ~ _. 
--- 

__ 
I______r__.._________ .___. -- -- .I--- 

__ __ _. - Siixray Pool - -- 
Tennessee, La.. X O  Leg 3.755 3.713.90 3.71.3.80 517 82 

Texas Eastern. WIA 3.785 3.74.3.00 3.77-3.80 307 58 
Texas Eastern. ELA 3.800 3.76&35 3.783.82 240 58 

3.805 3.77-3.86 3.783.83 156 29 

6.357 G.37G (3.149 +19.2 6575 

~- ___p--______-. 
._..-___.l.____...__._ ~ 

E!E:?S92E!L% 

Terns - Gas, zonc SC "." -7 -:,- 

3.7653.74:3.82L-3Z-!?LY- ____ 275 __. ?Z,,_ 
" _--.-____-_-.________._______ _ _  ___ . 

__.______._.._..___________.I____... 

-----: C.?.?l .. -. ~ .." . _ . . . _ _  -. -. - - 
and Congress looks to cleaner fuels for power generation, said L.es Deman, Sliell ~ - - - . - - - - - - -  

k b  2010 . ,, -53.84 __ 6,:39_0_--6.2012-.1&8,8_ m?. . 
Js.2&?. .__ __ , , _6:312-.-6.325-~. 9:&?!!.- !2L! ._ -1873 . 
&r.zOlO 6.162 6.178 -5.989 +16.4 1378-- 

._&Z~~O ___. . __.62.307. _G:3@ .___ 92??- .++b5:5-. . . .. 1125. 

~~lergy 's  North American director ol fundamental research and analysis. 
In Canada, a traditional supply source lor major Northeast comuiiier niarkels, 

- jyag.  G.gL _.5.Bcj-_-%OZ-_t16.2 __-_ E!%.-. mpoits to the US are declining arid will continue to do so through at lcast 2015, 
~nlcs s  supplies from the long-awaited Alaskan North Slope and Mackenzie Delta proj- jut 2010 ~ . d i 9  6.d19 6.291 +14.9 110 

K t s  are brought to marbet, said TransCanada's fl JamaI, senior manager of gas supply,. _,A!!?!?(?.. ---!?:?!?:- 6"512--!&324-..+LA:G- -- -2.3- ... 
SCP 2012 - - ~ ~ 5 ~ ~ - - ~ ~ 6 ~ - - - 6 ~ - . _ ~ ~ ~ 4 "  . -32. . ,Wlitionally, wester: Canadian demand is forecast to grow by 2.1 Rcf/d by - ~ ~ ~ - - - 6 . 6 6 7 - ~ ~ ~ ~ _ , , , 6 . _ 5 ~ ~ 2 B 4 _  __ 

2 -L!E!2?---62!?.?--..%%L LE-..&?& 
. ~ " . ~ ~ ~ - - ~ . ~ 7 - ~ ~ ~ 8 ~ : ~ 5 - ~ ? ~ . .  .-9? 

!d, leading to less Canadian gas crossing the border. Jan 2011 7.597 7.G00 7.540 +11.9 48 
0 reb 2012 729?- 7.597 7.5?9_? _ _ _ _  .+.1_1,9_. 

Mar 2011 7.427-7.432?2r3(j0--c1;1.9 -____ 13 ___- 
0 

6.977 _6.977.6.9zL._+t?.4*. -A? - . 
7.077 7.077 7.077 +8.9 0 Ju12011 ___ 

20% from mid-April lows. ~o.~i~~~.102-_7.182.7.182_ 2SL--. - - __ 
~ 2 0 1 1  7.2G2 7.262 7.262 +8.9 0 

7.502 7.502 7.502 +8.9 0 Nov 2011 
0 Cornnioditics' director Rahim Oberholtzer. TheJanuary 2010 NYMEX contract --- Doc 2011.~7.797__1,797__2,797._~~ _ _ _  

8.002 8.002 7.950 +8.9 2 Jan 2012 
2 Wb 2012 7.997 7.997 7.950 48.9 

settled at $G.l65/MMBtu on Friday. 
2 7.767 7.767 7.730 2%. __I_ ~.. "While the current market is challenging, tlierc are a lot of opportunities for Ma, 2012 
1 Apr 2012 7.137 7.140 7.137 44.9 __- natural gas players to reduce [their] risk now," Oberlioltzer added. 

May2012 ~ 7.092 7.797 7.707 *4.9 
0 Jun 2012 7.172 NL!A 4 L A  %:9. . Panelists said soft prices at the moment might prevent players from placing 

hedges for the upcoining winter and hirther out along tlie curve, resulting in Contract data for Mday 
greater exposure when the NYMEX contract doers move significantly to the upside. Voiumc or contracts traded 244,267 

Fronlmonths open inlcrest: "We're in a bubble now,'' Hussey warned. "Those rig counts are way down. 
JUL., 77,138 ; AUG. 96,402 ; SE$ 83.500 Don't let yourseif be caught off guard." - SnmariNia Surita Maria Total open Interest: 729.616 

2020, fueled by oil sands recovery and a rampup in electric generation, Jamal 

h e  net result, at least for the short-term, w i U  be a rapid increase from the cur- 

A r2011 6.907 6.907 6.907 49.4 renl $3/hWBtu to $4/MMDtu NYMEX contract to a range of $S/MMBtu to 
$7/MMf%tu as soon as early 2010, which would be maintained until 2020, he said. M& 2011 6.887 6.887 6.887 4.9.4 

Deman said in his presentation that liquidity has returned to the marketplace Jun2011_. 
and so have the speculators, as the 12-month M?vfI!X strip has increased by some AuR2011 7.152 7.152 7.182 - 2 8 . 0  0 

0 

"It's not that far out on the curve to get to a $6 level," said Merrill Lynch 

1 

I 

Advantage to focus on Alberta shales . . . ~ o r , l p n g e  r 
Current development plans, which qualify for an Alberta royalty incentive 

program, should see its Glacier program reach 25,000 McUd this quarter and dou- 
ble in 2010, Advantage said in a statement. 

An independent evaluation by Sproule Associates of Advantage's 57,000-acre 

Scheduled +/. 9; Dally 3 1  Day Average- 
R O W  Chargo PdCO Flow Prlce 

. . . . . . . . . . . .. - ... . . . . 
4.3 

4 1  

3 9  

3 7  

3 5  BJun IO-Jun I l J u n  12-Jun 15-lun 

(S/b) (S/MMOtuJ 

10,2T-- 
----- Gulf Coast spot 

1% Resid 64.0564.15 ___ --- -- .- - 
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Gas coIIision 
looms ahead 

E. Russell (Rusty) Braziel, 
Beniek Energy UC, 

Evergreen, Colorado 

Rockies gas supplies n~oviiig to the Ohio Valley OIZ ilze-finnl kg of the Rex Pipeline will 
f i g h t  iuith i tuxns i i zg  shale production from tlic G u y  Coasi and AppaInchian Bcisir?. 

lie U S natural gas niarlxt is 
enrering a period or unparalleled T risk ailti opportunity, wlien cer- 

tain ltcy trends will iesliape the industry. 
Later this year, when [he  h a 1  lcg of the 
Rockies Exl~ress (Rex) Pipeline is corn- 
plcted into the Ohio Valley, gas suppliers 
in the Rockies \+ill be able to compete 
directly against supplies horn tlic Gulf 
Coast and Appalachia. 

continues to increase, filling pipeline 
capacity out oi major supply areas. And 
if this is not enough, the recession that 
began in 2008 is taking a toll on US.  gas 
demand, creating an even greater dispar- 
ity 1)etween siipply and deinaud iii key 
regional markets. 

These devetopmenrs will have signifi- 
cant implications lor gas flows, capacity 
utilization and pricing differenrials for 
years to collie. 

The tiiggeriiig event lor this market 
shift is cornpletioii of Rex into two niajor 
gateways to die Northeast: LO the Lebanon 
Hub in Oliio in June, then across the state 
into the Claringron, Ohio, hitb by 
Noveinbcr This capacity oI 1.8 billioti 
cubic feet (BcO per day will fulfill Rex's 
purpose of giving Rockies producers 
direct acccss to Northeast gas markets. 

By extending the pipeline to 
Clarington. die pipeline avoided highly 
restrictive capacity Loulenecks at 
Lebanon. gaining access to nearly 5 Bcf a 
day of capacity on several pipelines sen'- 
ing the Northeast, including Doininion, 
Texas Eastern (Tetco). and Tennessee Gas 
Pipeline (TGP). Of this total capacity 
available at Clarington, an analysis of his- 

At the saine rinie, U.S. gas production 

IS * May 2009 

lorica1 flows and capacity ~irilizarion at h e  
hub indicates tliar about 0 9 Bcf a day is 
open and available to shippcrs during the 
winter seasoti 

Unlonunately, pipeline-capaci ty coli- 
suaints doiimireani ol Clarington bcrwcen 
the Ohio Valley and the large, picmiuni- 
priced markets in tlic Northeast severely 
limit the usefulness of this new capacity. 

With downstream capacity constrained, 
the key implication is that, for Rex gas to 
capiure market share in the Northeast, gas 
supplies that Iiave traditionally served this 
region must be displaced. The most signif- 
icant voluincs of these conipeting supplies 
are sourced from Gulf Coast and 
Midcontinent wells 

Rex gas supplics have two distinct 

compctirive advantages in this light h i  

inarltct share. First. thc pipeline's [ai iff 
provides variable transparcat ion-cosr 
advantages to Rex shippers. priniai ily in 
the form of low fuel costs, relative to coiii- 
peting pipelines into the area Second, 
these shippeis are able to exploit the liis- 
totical weakness of Rockies gas piices to  
compete aggressively with higlier-i)riccd 
Gulf supplies. The result will be signiii- 
cant gas-on-gas competition at the 
Clarington Hub and sui iounding markcts, 
with Gull Coasl suppliers being forced to 
either lower their prices or find alternative 
markets for their gas" 

New problems 
Gulf ptooducers face another probleni, and 

Constraints downstream of Clarington. Source: Benfek €nergy I1C 

www"pipe1ineondgosrechnoIogy corn 

.. 
2 'Iz- 

. - . 
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a.doe.gov 
E ne rg y I n f o r ma t i o n 
Administration 

June 2009 

Short-Term Energy Outlook 
June 9.2009 Release 

Spot prices for crude oil and petrolerim products have increased over !he past 
month. The price of West Texas Intermediate (WTI) crude oil is expected to 
average $67 per barre1 for the second half of 2009, an increase of about $26 
compaxed with the first half of the year. 

The average U.S. price for regular-grade gasoline, at $2.62. per gallon on Jurie 8, 
was almost 60 cents per gallon higher than its price at the end of April. 
Regular-grade gasoline prices are expected to reach their summer seasonal 
peak in July, with a monthly average close lo $2.70 per gallon. The annual 
average regular-grade gasoline retail price in 2009 is expected to be $2.33 per 
gallon, rising to $2.56 in 2010. The annual average diesel fuel retail prices are 
expected to be $2.40 and $2.67 per gallon in 2009 and 2010, respectively. 

The monthly average Henry Hub natural gas spot price is expected to stay 
under $4 per thousand cubic feet (hlcf) until late in the year as abundant 
natural gas supplies converge with weak demand driven by an 8-percent 
decline in industrial sector consumption. ?'lie price is projected to increase 
from a n  average of $4.13 per Mcf in 2009 to an average $5.49 per Mcf hi 2010 as 
expected economic growth boosts industrial consumption of natural gas. 

e Based on the current Atlantic hurricane season outlook from the Natihal 
Oceanic and Atmospheric Administration (NOAA), ETA estimates expected 
production shut-ins on the U.S. Gulf Coast during the upcoming hurricane 
season'(June through November) of about 4.5 million barrels for crude oil and 
36 billion cubic feet for natural gas (see the 2009 Outlook for liurricnne Produciion 
Oictapcs in flzc Gulf of Mexico). Actual shut-ins are likely to differ significantIy 
frorn this exyectafion depending on the number, track, and strength of 
hurricanes as the season progresses. 

Energy Information AdminlstrationlShort-Term Energy Outlook-June 2009 
I 

http://a.doe.gov


CXX NO. 2008-175 
At ts ch rn en t A 
h g e  72 of 306 

c'", 

'1% 

'1- 

0 0 0 
9 
N 0 

w 69 
t-- 

: 
T- 2 

69 

.- 
-A 80021211 

69 

YIP/$ 

a. "I 



i 
', 

0 

0 
N 

t- 

Q 
.I 

L 

ci; 
L 
Q) 

E 
E 
5 m I -  

ll; 

' 5  

" 3 

3 

_,. 

Case No. 2008-175 
At tach men t A 
Page 73 of 306 

- -  tiooz1z19 

- 600Z1ZIS 

6OOZlZlZ 

I 

8001/2/6 

80021118 

800ZlZlL i 800Z1219 

8OOZlZlli -I 
80OZlZlb i 8i)OZIZIZ 

- 8002IZ16 



Case NO. 2008-1 75 
At til ch men t A 
Page 74of306 

Short-Term Energy Outlook 
J u n e  9,2009 Release 

Natural Gas 

Consumption. Total natural gas  consumption is projected to 
...-- decline by 2.2,,percent in 2009 and then increase slightlv in 2010, 
While total natural gas consumption remains hampered by the broad 
economic downturn, the persistence of low natural gas prices into the 
fourth quarter of 2009 is expected to lead to a 2.7-percent increase in 
electric power sector consumption in 2009, offsetting a portion of the 8- 
percent decline expected in industrial sector consumption. Additional 
declines expected in the residential and commercial sectors this year 
also contribute to the lower 2009 consumption estimate. The 
anticipation of some economic recovery in 2010 is the basis for 
slight consumption increases in the commercial and industrial 
sectors  next year, with little change expected in the resident@ 
sector. Furthermore, if the dollar remains weak and natural gas prices 
remain relatively low, consumption in the industrial sector may be 
bolstered by increased exports of natural-gas-intensive products. 
Finally, consumption in the electric power sector is expected to remain 
flat in 2010 as natural gas prices rise relative to coal prices. 

Production and Imports. Total US. marketed natural gas  
production is expected to,decline by 1.i percent in 2009 and by 2.6 
percent in 2010. Low natural gas prices brought about by the current 
economic slump have had a dramatic impact on recent drilling activity. 
According to Baker Hughes, total working natural gas  rigs are now_ 
down 5 m r c e n t  from the SeRtember 2008 peak. A l t h o u g k  
corresponding decline in productioy! has yet to appear in data 
through March 2009, total U.S. marketed production is expected@ 
drop by nearly 5 billion cubic feet (Bcf) per day between the first 
and fourth quarters of 2009. The decline in annual production is 
expected to occur almost exclusively in the Lower-48 non-Gulf of 
Mexico (GOM) this year, more than offsetting the small expected 
increase in GOM output. This projection includes an estimated 
expectation of hurricane-induced outage of about 36 Bcf for the 
offshore region in 2009. 

Global Crude Oil and Liquid Fuels 

Overview. Oil prices rose for the third consecutive month in May, 
driven in part by expectations of a global economic recovery and 
future increases in oil consumption, In addition, a weaker dollar and 
increasing financial market activity are prompting higher prices for 
commodities, overshadowing weak oil supply and demand (7 
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fundamentals The weaker dollar may indicate that economic activity 
abroad, especially in Asia, is stronger than currently estimated, which 
would provide an upside risk to the oil price forecast. Downside risks, 
such as continuing weak demand as indicated by sluggish first quarter 
2009 oil consumption data, high inventories, and increased surplus 
production capacity levels within the Organization of the Petroleum 
Exporting Countries (OPEC) could moderate the upward price 
pressure, especially if the global economic recovery is delayed andlor 
weaker than expected. 

! :  

2 7  
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Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
July 23, 2009 

.-- 

Comments Price 
Pressure Term 

Long Term Forecast (Dec O9--Feb 10) 

Mid Term Forecast (30-60 days) t--+ 

1 Short Term Forecast (6-10 days) 

J 

. ~ -  
Short IBelow and normal temperatures through majority of country. I l6 

Gas Daily 

- i )- 1 Gas Daily 

J 

ical Storm Activity 

ek ending July 17th were 66 BCF. Storage 
h is 23.8% higher than last year and 18.4% 18-2C 
e Canada pushing up against --I- storage -- .I-- 

t 

t 

....____--- 
WSI has updated 2009 hurricane forecast downward--conditions could 

I-. 

Long lead to an "unusually quiet" season 
_- 

I 21 

I " ...-.-._.. 
US gas prices should drop to $2/Mcf or lower later this year as storage --I 22 

- 

Short lcapacitv limitations are reached 
Gas prices could rebound to $7/MMBtu if  the economy recovers Over the 

Long next year "Gas demand is down, blJt not out". 

Prices poised to start reboundinj next winter, Goldman predicts. f Long Manufacturing recovery and cuts to drilling will form the base for gas pric 

__-____-.. 

[recovery. I- -."--."_..- 

price is expected to average $4. I O  per MMBtu in 
MMBtu in 2010. 

I_____.. 

- 
EIA: Natural gas consumption is projected to decline by 2.3% in 2009 an 
remain unchanged in 2010 Poor economic conditions are expected to 

EIA: Total U.S. marketed natural gas production is expected to decline b 
0.6% in 2009 and fall by 2.9% in 2020. Total working natural gas rigs 
have declined by 57% from September 2008 peak. 
Oil prices rose for the fourth consecutive month, in part Gcause of 

1 Long 

7 Long 

t 

28 
-.-I prolong the current slump_ in demand over the coming months. 

28 
----.I. __.__.-- 

28 Long stronger than anticipated global activity. 

I__-..- _"~-______II___------... 
Minutes: 10th Floor North Conference Room - 1:00 pm 

Attendees Jeff Kern, Jim Henning, Patty Walker, Mike Brumback, Mitch Marlin, Joachim Fischesser, Steve Niederbaumer 
Discussed current market conditions including current weather forecasts, storage levels 
pricing) and various analysts projections as well as EIA's forecasts for Supply and Demand of the 
discussed shale gas and the praduction curves associated with shale gas Based on the 

for a costless collar and to continue to monitor pricing closely .____--__-_- . . 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Date Next Target (10131/09! 
Delivery Supply I Total Required Allowed 
Month Dthlmo Dthlday Dttilrno dthlday dthlday 



Total 

Basis 
(Pnce 

15-JlJI 
16-JuI 
17-Jul 
20-Jul 
21-Jul 
22-Jul 
23-Jul 
24-JuI 
27-Jul 
28-Jul 
29-JuI 
30-Jul 
31-Jd 
3-AUg 
4-Aug 
5-Aug 
6-Aug 
7-Aug 

1 O-AUg 
1 1 -Aug 
12-Aug 
1 3 - A ~ g  
14-Aug 
17-Aug 
18-AUg 
19-AUg 
2 0 - A ~ g  
21-Aug 
24-Aug 
25-Aug 
26-AUg 
27-Aug 
28-Aug 
3 1 - A u ~  

I -Sep  
2-Sep 
3-Sep 
4-Sep 
8-Sep 
9 - s e p  

IO-Sep 
1 I -Sep  
14-Sep 
15-Sep 
16-Sep 
17-Sep 
18-Sep 
21 -Sep 
22-Sep 

24-Sep 
23-Sep 

25-Sep 
28-Sep 
29-Sep 
30 

CO 
be - 

m-Sep 

lumbi 
paid 
- - 

Duke Energy Kentucky 
Hedging Program for 2009110 

Cast Averaging with Columbia Gulf Mainline 

C:lse No. 2008-175 
A t  t:1 cl1111 ('I1 I \ 
pi1gc 82 0 1  ,306 

3 Month Total Locked in 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICE%@? 83 Of 306 
TO CURRENT FUTURES PRICES 

A!!. . 
Sept I 
Oct 
Nov 
Dec 
Jan 
Feb 
Mar 

" .. ,..̂l.̂ . ." 
I"..̂ _... , 

. " . . " _ " ^  " 

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

,..~.. .. 

A P r ~  
"_...".l..~"""l May 
June .... ^."^"". 

July ... "...".. ~"". 
- -  

I-1isroric Prices: 
NYMEX ( 

5-yr. avg. 
:04/05-08/09 -_____ 

$7.37 
$7.21 
$7.3? 
$7.55 

$7 36 
$6 82 
$6 79 
$7 06 
$7 21 
$7 02 
$7 37 

$8.47 

$7.29 

sing Price 
Last Year 1) EfA 
- 

$13.1 1 
$9.22 
$8.39 
$7.47 
$6.47 
$6.14 
$4.48 
$4.06 
$3.63 
$3.32 
$3.54 
$3.95 

I $6.1 5 -.-.I__.-- 7 MonthAvg , 

[=Average 
..._. ivvinIer fiverage 

$3.720 
$3.810 
$3.700 
$4.470 

$5.590 
$5.680 
$5.730 
$5.680 
$5.570 
$5.470 
$5.420 

$4.860 

NYMEX 
22-J u i -09 
--_.- 

$3.861 
$4.004 
$4.209 
$4.856 
$5.494 
$5.768 
$5.790 
$5.71 2 
$5.586 
$5.635 
$5.730 

$15 00 

$13 00 

$11 00 

$9 00 

$7 00 

$5.00 

$3.00 
Aug Sep! Oc! Nov Dec Jan Feb Mar Apr May June July 

Hedged Prices 
Ohio Kentucky 

_______I--___ 

/ 3  
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More widespread belows in t h e  

Warmer in the Northwest 

cations this summer, a few of the forecasters 
cooled their forecasl in the East and warmed the forecast in the West. 
The overall outlook is looking strikingly similar to how July is panning 
out so far (see map below in the "July Comparison"), with warmth in 
much of the West and cooler temps in the Midwest and East. This 
week we take a look at a map produced by some of the analog years 
that match up with our current ENSO trend. Right now sea surface 

Not quite as cool in the 
Intertor West 

Slightly cooler OH Valley 

The changes were more subtle in our September oullook. with slighlly 
less overage of below nornial lemps in the Great Basin and the North- 
ern Plains, and slightly less warmth in the Midwest. As mentioned in the 
August section, we're heading furiher and furlher into an El Nino in the 
Pacific. Wilh the peak of hurricane season coming in the middle of Sep- 
tember, we looked at lhe ENSO analogs mentioned in our Atlgclst 30- 
Day oullook for answers, and those seasons had the following number 
of named stomis in August and September:1965- 4, 1963- 7.2006- 6, 
1956- 6. and 2002- 11  All of those seasons started quietly as well. with 
no more than two named storms by the end of Jury Certainly there are 
many more factors l o  consider, but the E N S 0  analogs alone don't do 
anylhing (0 discourage the notion that the slow start to (he hurricane 
season doesn't necessarily mean that Ihe season will end quietly. 

Ch; I 
, J-7yr"'"" , ."".I - ". . - -  I 

rnye: O'' National Population-Weighted CDDs 

0 1 Maps above depict deviations of average -- temperatures from 30 Y normal in Fahrenheit. 1 
MDA Earthsal Weather 601 1 Executive Blvd., Suite 400, Rockville, h4D 1085 le1 (240) 833 8300 Fax (240) 833 8301 

www.mdafedersl.com/wh./ 02009 130-00 Day-Outlook, Version 2 1) 
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Earthsat’s 6-1 0 Day Forecd‘s+D@Wiled 
Earthsat Weather 

Today’s Forecast: 
Northeast Trends Slightly Warmer 

Abundant Cool Air Hovering Over Plains, Midwest 
The Plains and central Rockies will be under the influence of a 
cooler risk throughout the period as a trough fixed across the 
center of the nation may provide more widespread much be- 
lows currently portrayed The Northeast now sees above nor- 
mals reflected across the region during the early period. I t  
could still trend warmer early, but remains dependent on the 
unsettled, wet weather still expected over the region. Califor- 
nia trends cooler during the late period, and may still see con- 
ditions cool down faster and stronger. Houston could fall to 
beiow for a day late, but the coolest conditions will remain fur- 
ther north. 

Forecast Confidence: 5 

A +3F to +4F 
B -3F to -4F &@ B -5F to -7F m MB -8F to -14F 

A +5F to +7F MA +8F to +14Fm SA +I5  or Higher 

SB -15 or Lower 

MDA Earthsat Weather 601 1 Executive Olvd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 (bac.kup: 301- 231-0664) 
Fax (240) 833 8301 \Yww.nidaCedera!.c.om/wx/ 02009 (Morning Basic-Page 3, Version 2.11 

/ l p  
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- 
Tuesday, July 21, 2009 

WSI trims hrirricane forecast, says season could be ‘unusually quiet‘ 

WSI on Monday issued an update to its 2009 Atlantic hurricane forecast that calls for 10 named 
storrns and five hurricanes, two of which will develop into major storms of Category 3 strength or greater, 
and said conditions could lead to an “unusually quiet” season. 

The update marks a slight reduction from the 1 I named storms, six hurricanes and two intense 
hurricanes WSI predicted before the  season began June 1, The private forecaster said it reduced its 
projection because of the “unfavorable wind shear environment across the tropical Atlantic, which is 
driven by the recent development of a new El NiAo event in the tropical Pacific.“ 

“The impacts of the El Niiio event have emerged more quickly than originally expected, resulting in 
reduced expectations for the upcoming season,” WSI said, adding that its 2009 forecast numbers remain 
quite close to the long-term average of 9.8 named storms, six hurricanes and 2.5 intense hurricanes, but 
are significantly lower than the numbers from the relatively active seasons of the past 15 years. 

“Ocean temperatures in the tropical Atlantic remain quite cool relative to the temperatures during the last 
15, more tropically active years,” WSI seasonal forecaster ’Todd Crawford said in a statement. 

“Further, the new El Niiio event continues to strengthen, resulting in an unfavorable wind shear 
environment across the tropical Atlantic. The early development of this enhanced wind shear along with 
the relatively cool tropical Atlantic temperatures will almost certainty result in a less active season then 
last year, and could potentially result in an unusually quiet season,” Crawford said. 

”We have reduced our forecast numbers slightly to account for the impacts of the-new El Niiio event, and 
the fact there have been no early-season storms through mid-July.’’ 

El Nirio, a phenomenon marked by a warming of surface sea temperatures in the tropical Pacific, can 
work to limit the development of Atlantic hurricanes. .- Jeff Barber 
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Thursday, July 23, 2009 

Like US, Canada pushing up against storage limits 
While much has been made of US gas storage supplies approachinq record levels, the stow is 
much the same on the Canadian side-of the border, where market observers say some facilities 
will rnax out weeks before the injection season ends. 

“The Canadian natural gas industry is facing a significant problem going forward to the start of the next 
heating season in November,” First Energy Capital analyst Martin King said Wednesday, predicting that 
western Canadian storage facilities could be effectively full by mid-August. 

Facilities in that region were already more than 88% full by the end of June at 431 Bcf. Both Alberta and 
British Columbia are holding at record levels for this time of year. 333.2 Bcf (nearly 93% full) and 68.2 Bcf 
(more than 81% full), respectively, the analyst said. 

According to Canadian Enerdata, which survvs-a select group of companies for 
nationwide storage survey, facilities across Canada were at 73.8% of capacity as of July I O ,  
- compared with 59.7% a year earlier and the five-vear,average of 68.5%. 

c Kinq estimated that westernCanadian storaqe ”will reach effective full limits around 489 Bcf bv 
early to mid-August or sooner.” As such, producers must increase their exports-to the US, shut in 
production, or both, he said. 

Exports to the US have risen substantially in the last few weekwand “will likelv remain elevated 
near present levels” between 7.5 Bcfld and 8 Bcfld until the end of the current iniection season, 
Kinq said. He pointed out that those exports “would simply allow US storage levels to rise just 
that much faster and partly aff- set some of the domestic supplv losses that are occurring in the 
US.” 

To bring the market back into balance, western Canadian gas producers may have to shut in between 
600,000 McWd and 1 Bcf/d from late August through October, ”but only after facing severe price 
weakness” at the AECO-NIT hub, according to King. 

“Shutting in production is not a decision to be made li@ly, given the potential for various 
problems that can occur in terms of reservoir damage, tolling agreements a t  processing plants 
and pipelines, the simple lack of cash flow,as well as,other issues,” the analyst said. As such, 
“we suspect that some rather severe price pain will have to be inflicted on producers in order to 
generate additional shut-in production.” 

’ 

Meanwhile, analysts with Barclays Capital said late Tuesday that 1JS storage appears on track to hit 3.93 
Tcf by the beginning of November, “the highest ever and nearing storage capacity limits.” 

Analysts with Soci6tf2 GBnkrale predicted an even higher number, 4.02 Tcf, a level “that must result in 
price cuts to force production cutbacks.” 

The Barctays analysts pointed out, however, that storage will likely first “hit constraints in an individual 
region, even if there is availability to store gas somewhere in the country ” The producing region, which 
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has roughly I 27 Tcf of storage capacity, will likely feel the strain first as i t  is currently holding 39.8% 
above last year’s levels and 31.3% above the five-year average. 

Should any of the regions reach capacity, the analysts said, interruptible injections would be curtailed, 
linepack would be extremely limited and utilities could issue operational flow orders that would impose 
severe penalties for deliveries greater than consumption. That would force shut-ins of production 
upstream of those constraints and cause cash prices in constrained producing basins to fall 
“precipitously,” most likely beginning in the East Texas markets 

But while storage constraints will affect cash prices most, “the risk posed by a full storage finish is enough 
to keep prompt prices depressed through October and into November 2009,“ the Barclays analysts 
maintained “Perhaps 2009 will give the market a true read of storage capacity.” -- Melatie Taturn 



Table 1 

Henry Hub Prices: History and Outlook 
(nominal US dollars per MMBtu) 

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

2005 
6.17 
6.09 
6.91 
7.19 
6.47 
7.17 
7.57 
9.29 

12.11 
13.36 
10.29 
12.98 

Year average 8.80 

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

6.74 

2007 
6.33 

7.10 
7.57 
7.64 
7.40 
6.21 
6.30 
5.98 
6.68 
7.01 

8-06 

7.08 

6.95 

2008 
7.93 
8.46 
9.34 

10.11 
1 1.24 
12.61 
11.32 
8.30 
7.70 
6.75 
6.62 
5.79 

8.85 

Sources: IHS Cambridge Energy Research Associates; Platts Gas &;&historical data 
Excel tables are available in the North American Natural Gas Client Services area at IHSCERA.com 

the current market outlook, IHS CERA has analyzed the impacts of a hot and a mild summer 
in order to develop some uncertainty bands around the gas price." 

Stop us if you have heard this before: North American gas supply is stubbornly refusing to 
fall at a rate commensurate with demand declines. Although the rig count has fallen below 
the THS CERA-estimated level required to maintain a productive capacity of 55 billion cubic 
feet (Bcf) per day for North America, the pace of the decline in rig activity has slowed in the 
past two months. In the June 19 Baker Hughes report, the gas-directed rig count actually rose. 
Given the incremental nature of production declines and ongoing production ramp-ups in key 
unconventional plays, IHS CERA still expects a whiplash effect in 2011, as a solid economic 
recovery boosts gas demand well beyond the ability of producers to increase supply in aggregate 
in the short term. The now-established trend of producers' drilling wells but not completing 
them continues apace. An inventory of uncompleted wells could create a quasi-hidden reserve 
of supply that can more rapidly be brought onstream when the economy recovers. It would 
remove some of the whiplash potential from the market by effectively reducing the time lag 
between the pickup in rig activity and the expansion of productive capacity. The gas-dit ected 
rig count has still not fallen far enough, though we expect that it could fall further. 

I€IS CERA expects production to bottom out in mid-2020 at 5 1.3 Bcf per day for the US Lower 
48 and 65.5 Rcf per day for all of North America. In recent months, delays in liquefaction have 
provided one of the few upward pressures on the market. IHS CERA estimates that liquefied 
natural gas (LNG) imports into the United States will average 1.8 Bcf per day in 2009, in line 
with last month's estimate. With further expansion of liquefaction capacity, LNG imports are 
projected to surge to an average of 2.9 Bcf per day in 2010. This increase comes on the back 
of new contracts for LNG into the Sabitie Pass and Cameron terminals, as well as IHS CERA'S 
outlook for major expansions in global liquefaction capacity in 2010. Prqject delays on the 

--- - 
*lHS CERA'S price outlook is  modeled on normal weather each and every month. For more information about thc hot and 
mild summer cases. see Summer 2009 Weather Sensitivities, below. 

@ 2009. Carnbridgo Enotgy Rmarch Asociales. lnc No poriion of chls repon may be reproduced. mused. or olhonvise dislnbufed In any form wilhoul prior mille0 COnSm! 

http://IHSCERA.com
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Friday, July q7,2009 

Analyst sees gas falling below $2/Mcf later this year 
US gas prices shouid drop to $2/Mcf or lower later this year as storage capacity 
limitations place more gas into an already oversupplied market, Benchmark analyst 
Mark Gilman said Thursday in a conference call. 

Gilman said producers will be forced to curtail some more drillins as storage 
- inventories approach 3.8 Tcf or higher, testing capacity limits. On Thursday, storage 
stocks stood at 2.886 Tcf, 26% higher than this time last year and 19% above 
the five-year average 

For 2010, Gilman said he expects prices to average between $3.50/Mcf and 
$3.75/Mcf. Longer term, he lowered his longy$anding $6/Mcf price assumption to 
$S/Mcf because af the increasingly robust shale gas production and technology that 
has reduced marginal costs in shale plays to between $1 .SO/Mcf and $Z/Mcf. 

However, Gilman said his price estimates did not include speculators or “paper 
market types,” which he believes accounted for the swings in the August NYMEX 
gas futures contract over the past three days. 

Gilman said his pricing model assumes that 2009 production will decline by 
5 5%, followed by a 2.3% increase in production in 2010. 

However, he noted that using old rig count formulas would no longer work in 
estimating production volumes since nonconventional wells have a higher productivity 
rate than older, conventional wells. 

Additionally, he said liquefied natural gas imports will rise this year with a 33% 
increase in global liquefaction capacity. “As the \.IS is the market of last resort, it will 
be the recipient of an incremental portion of this capacity,” he said. “High-priced 
foreign markets will no longer, on arbitrage, divert it away from us.” -- Cheryl Buchfa 

2 2- 
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Friday, July I O ,  2009 

Analyst: Prices could return to $7 assuming quick economic recovery 
Gas prices could rebound to $7/MMBtu if the US economy recovers over the next year, analyst Kevin 
Petak said Thursday. 

“Gas demand is down, but not out,” Petak told an audience of industry officials at the Colorado Oil & Gas 
Association’s annual meeting in Denver. 

Petak, vice president for gas market modeling at Arlington, Virginia-based consulting firm ICF 
International, W p r i c e s  are likely to bounce back due to a combination of declining productive 
capacity and resurgent demand, He said a rebound is simply “a question of when and how much.” 

Over the lonser term. Petak said qas consumption should grow as the economy stabilizes and 
demand from power generators rises. But the gas industry will be walking a tightrope, he maintained, 
with producers having to accept prices low enough to encourage demand but high enough to spur  
continued drilling 

“Unconventional qas production is a aame-changer,” Petak said, addinq that Qrowinq shale gas 
volumes may actuafty keep liquefied natural gas imports at bay and neqate the need for an Alaska 
pipeline. “Sh-can knock those supplies off the market,” h e m .  “LNG becomes less and 1- 
important as shale grows.” 

Petak told the CQGA audience that when it comes to climate change and carbon policy, gas companies 
want laws “that have some bite in them.” 

Higher prices for carbon emissions create a “sweet spot” for gas in power generation, he said. Below 
$15/ton, coal stays cheaper than gas, but between $15/ton and $55/ton, gas becomes the fuel of choice 
for producing new electricity, he explained. 

“The power sector will get the biggest bite of emissions reduction. That‘s good for gas,“ Petak said, 
projecting that gas’ share of the power-generation market will grow to about 30% in 2020 from the current 
20%. “The key is underlying electric load growth,” he said. 

Gas industry officials need to publicly emphasize that gas-fired power plants are easier and cheaper to 
site and build, produce lower emissions and can cycle on and off to back u p  wind and solar power, 
according to Petak. - Bill ffolland 

2 3  
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Friday, July 17,2009 

Prices poised to start rebounding next winter, Goldman predicts 

A manufacturing-sector recovery coupled with sharp cuts in drilling by US producers will 
form the base for a gas price rebound starting this winter, the commodities 
team at Goldman Sachs said Thursday 

“We - believe that a combination of a olobal rebound in manufacturin!&.record low liquefied natural 
g a s  capacity utilization, coal-torqas substitution by utilities and a sharp drop-off in US drillinq will 
beqin to  rebalance the US and qlobal natural gas markets during the upcominq winter,” Goldman 
said. 

-__.----- The firm noted that drjllins activity is well below t h e  level needed to  keep production flat. As a 
result, ”decline rates should begin to set in by next summer at the same time as the global natural gas 
market rebalances,” Goldman said. “To balance t h e  US market, drilling will IikeIy have to i n c r e a s s  
- and we believe that prices next summer below $5.50/MMBtu are not sufficient to incentivize s u c h  
drillinq, a s  the  cos ts  for most  marqinal projects a r e  in the  $5.501MMBtu to $7.501MMBtu ranqe.” - 
Bill Holland 

- 
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E n e r q y I n f o r m a t i o n Ad m i n ist r a t i o n 
Henry Hub Pricing 

Per MMbter 
July 7 ,  2009 Release 

8.01 
8.51 
9.46 

10.1 8 
I I .32 
12.68 
1q.11 
8.26 
7.65 
6.74 
6.67 
5.82 

Jan-09 
Feb-09 
Mar-09 
Apr-09 
May-09 
Jun-09 
Jul-09 
Aug-09 

Oct-09 
NOV-09 
Dec-09 

Sep-09 

5.24 
4.51 
3.96 
3.52 

3.8 
3.75 
3.72 
3.81 

3.7 
4.47 
4.86 

3.84 

Jan -1 0 5.59 
Feb-IO 5.68 
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Apr-I 0 5 68 
May-I 0 5 57 
Jun-IO 5.47 
Jut-lo 5 42 
Aug-IO j 5 54 
Sep-I 0 ' 5 65 
Oct- 10 5 82 
NOV-I 0 6.28 
Dec- 10 6 61 

Average Average Average 
2008 $ 8.868 2009 $ 4.098 2010 $ 5.753 

$ 5.593 Summer 
2010 $ 3,734 

Summer 
2009 $ 9.706 

Summer 
2008 

Winter2008- $ 5,240 Wintet-2009. 5.266 
2009 2010 
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Short-Term Energy Outlook 
July 7, 2009 Release 
(Next Update: Auyusi 11, 2009) 

Natural Gas 

Consumption. Total natural qas consumption is proiected to decline by 2.3 percent in 2009 and remain 
-- unchanaed in 2010. Poor economic c o n s o n s  are expected to Drolonq the current slump in natural gas 
demand over the cornins months, led by an 8.2-percent drop amonq industrial users in 2009. While 
consumption is expected to fall in the residential and commercial sectors as well this year, competitive 
natural qas prices relative to coal are projected fo lead to a 2.4-percent increase in electric power sector 
consumption in 2009. Slight consumption increases in the residential, commercial, and industrial sectors next year 
are expected to result from the projected economic recovery Natural gas consumption in the electric power Sector is 
expected to decline by 2 percent in 2010 as natural gas prices rise and coal regains a larger share of the baseload 
generation mix. 

Production and ln7ports. Total U.S. marketed naturalgas production is expected to decline by 0.6 percent in 
2009 and bv 2.9 percent in 2010. As both consumption and prices have waned amid the recent economic 
downturn, natural qas producers have r e z n d e d  with a dramatic reduction in drilling activities. According to 
Baker Hughes, total working natural gas rigs are now down 57 percent since September 2008. The resulting 
production decline from the drop in rigs is expected to occur almost exclusively in the Lower-48 non-Gulf of Mexico 
(GOM) region during the second half of this year. While the drop in natural qas drilling riqs is expected to r u t  
- in lower natural qas p u t i o n  in 2010, recent,improvements in drillinn technoloqy have lowered costs, 
reduced drillinq t ime,mncreased well productivity. These factors should improve the responsiveness of 
producers to changes in demand, limiting the extent of sustained upward price movements through the forecast 
period. 

Global Crude Oil and Liquid Fuels 

Overview. Crude oil prices rose in June for the fourth consecutive month, in part because of stronger-than- 
anticipated global economic activity, primarily in Asia. Market sentiment continues-&effect expectations of an 
economic recovery and a future rebound in oil demand that are outweiqhing weak current oil consumption 
and hiqh inventow levels. Continued production restraint by members of the Organization of the Petroleum 
Exporting Countries (OPEC) and unresl in fran and Nigeria, respectively OPEC's second- and seventh-biggest oil 
producers, are also supporting prices. The downside price risks of this forecast are a delayed or weaker-than- 
expected global economic recovery, ample global surplus production capacity, and high commercial inventories. 
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Price 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
August 26.2009 

Commenls Term 

.__.--- 
Long Term Forecasl (Dec 09-Feb 10) 

Mid Term Forecast (30-60 days) 

Short Term Forecast (6-10 days) 

Tropical Storm Aclivily 
....---- 

N O M  predicting above average temperatures-for Dec 2009--Feb. 2010 
Long for mosl of the continenla1 Uniled Slates with below normal temperatures 

September predicted lo be 1 9% warmer lhan 10 year normal and 

Below and Much below temperatures moving from central states 

portions of Ihe country. 

Long No activity al this lime that would threaten the produclion areas 

4 
in the soulh..easlern/cenlral slates. __l_l_l___._.- 

Long October is predicted lo be 2 9% warmer lhan 10 year normal. 

Short eastward Followed by above temperatures moving from west lo cenlrai 

.t----t 

-- - 

4 --- 

- 
14 

-- 
15. 15A 

~ 

16 

- 
____. 

______ 

19.1% higher lhan the 5 year average. 

SBP predicts that Henry Hub futures prices will average 
Long for Ihe rest of Ihe year and $4 50 per MMBtu next year. Gas Daily 

c ̂..^_ .. -...., Am"",.:,... 

I 25 I The Henry Hub price is expected lo increase from an average Of $3 81 3 
per MMBtu in 2009 to an avcrage of $5.319 per MMBtu in 2010 

Energy Information AdminisIralion 
Summer2009 : $3.430 
*.I: -I..- *nn,-,,"n. C" EIIC 

-. 
+-+ Short Closed at 55 16 

4---+ Short Closedal$572 
I_- I__ -..-I 

_-..I- ---- 
EIA: Natural gas consumption is projected to decline by 2 6% in 2009 and 
increase by 0.5% in 2010 The assumption of improved economic 
conditions in 2010 is the primary lactor leading to projected demand 
increases in Ihe residenlial. commercial. and industrial sectors next year. 

EIA: Total U.S marketed naluraGas produclion is expected to remain flz 
in 2009 and fall by 2.8% in 2010 Data for March through May 2009 

"'9 28, 29 suggest that the decline in drilling has begun to reduw marketed 
production in the lower48 non Gulf of Mexico region 

Crude oil prices continue to be very volatile EIA expects WTI crude oil to 
Long slay flat al an average of $70 per barrel1 in the 4th quarter of 2009, an 

increaseof $27 compared to the 1st quarter of the year. 

28.29 t Long Demand 

- ---- 

- 
28. 29 et 

Oil Market 
~ 

Atlendees: Jeff Kern, Jim Henning, PaUy Walker. Mike Brumback, Milch Marlin. Joachim Fischessor, Steve Niederbaumer 
Discussed market fundamentals including weather (lack of hurricane aclivily), storage invenlory levels, CERA and EIA forecasts for the Winter 
2009/10 and Summer 2010. independent analysts projections of supply and demand and Ihe impact on gas prices, economic influences on supply 
and demand and technical analysis on Summer and Winter Strip prices. In addition, reviewed D E 0  and DEK's hedging program to dale 
Significant discussion took placa around the record storage level and the impact on prices as well as the spread behveen prompt month and 
Winter 09/10 and Summer 2010 NYMEX prices. Based on these factors. a decision was made to hedge additional volumes for the Summer 201 1 
and Winter 11/12 

Meeting Minutes: 10th Floor North Conference Room - 1:00 pm 

__ ---. 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Dale Next Target (10131l09) 
Delivery Supply -- Total Required Allowed 
Month Dthlmo Dthlday Rfh/mo dthlday dlhlday 
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Hedging or 2009110 
Cost Averaging with 01 umhia G u If Maini ine 

3 Month Total Locked in 

15-Jul 
16-Jul 
1‘7-Jul 
20.3~1 
21 -Jul 
22-Jul 
23-JuI 
24-J~l 
27-J~l 
28-Jul 
29-JUI 
3O-JUl 
31-Jul 
3-AtJ9 
4-Aug 
5-AUg 
6-Aug 

1 0-Aug 
7-Aug 

1 I-AUg 
12-AUg 
13-Aug 
14-Aug 
17-Aug 
18-Aug 
2 9-AUg 
2 0 - ~ u g  
2 1 a u g  
24-Aug 
25-AUg 
26-A~g 
27-AUg 
28-Aug 
3l-Aug 

l-Sep 
2-5ep 
3-5ep 
4-5ep 
8-5ep 
9 4 e p  

10-Sep 
1 I-Sep 
14-Sep 
S S e p  
16-Sep 
17-Sep 
18-Sep 
21-Sep 
22-Sep 
23-Sep 
24-Sep 
25-Sep 
28-Sep 
29-Sep 
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Sept 
Oct 
Nov 
Dec 
Jan 
Feb 

----I"_ 

-- 

1_1_-- 

July 
Aug 
1̂ --"-- 

2 Month Avs 

I-iistot ic Priccs: 
NYMEX Closing Price 

(04/05-08/09) (2008-2009) 

$7" 55$7.4 7 
$8.47$6 47 
$8.31 $6.89 
$7.36$6.14 
$6.82$4.48 
$6.79$4 06 
$7.06$3.63 
$7.21 $3.32 
$7.02$3.54 
$7.37$3.95 
$6.68$3.38 

$3. 170 
$3.080 
$3.820 
$4.220 
$5.030 

$5.250 
$5.190 
$5.130 
$5.050 
$5 020 

$5.160 

NYMEX 
2 5 - A z o 9  -- - 

$2.923 
$3.337 
$4.307 
$5.130 
$5.422 
$5.473 
$5.473 
$5.446 
$5.509 
$5.610 
$5.730 
$5.825 
$5.01 5 

$9.00 

$8.00 

$7 00 

$6.00 

$5.00 

$4.00 

$3 00 

1 Sept Ocl Nov Dec J a n  Feb Mar Apr May J u n e  July Aug 



7 http://www .cpc.ncep ,noaa.gov/products/predic t ionsllong-ran, ~e/lead04/off04_ternp.gif 8/24/2009 
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Wednesday, August 19, 2009 

us 
No changes 

Still cool in the West 

No changes were made to the forecast this week Given the sudden uptick 
in tropical aclivity over the past week, this week we're going to focus on the 
potential for tropical aclivity in September - the normal peak of hurricane 
season. We look a took at same of the preferred ENS0 analog yean Io 
see how the tropics performed in those years. 2oQ4 is a very interesting 
analog lor its number of similarities that i t  shares wilh 2009 It had a very 
similar ENSO pallern, a similar tJS temperature pattern for the summer 
through August 15. and the previous 3-month predpitation from today's 
date was similar as well. That year also started out slow With the first 
named storm occuning at the beginning of August. It ended up being a very 
active season with 15 named storms, 9 hurricanes. and four storms 
(Chadey. Frances, Ivan. and Jeanne) that were all retired because of the 
damage that they caused That's no1 to say that this season Mill come dose 
to that (we are not forecasting that). but it's an interesting comparison. 

'10Y Normal updated to 99-08 - ._ -- Sep PWCDD" Forecasts 

Sep 2009 Fcst: 

Change: Nosonal Popufalion-Wclghted CDDt, 

,. 0 - 0 . 1  to -0.4 -0.5 to -0.9 m-1.0 to -f.4 
ligBI -1.5 to -1.9 -2.0 to -2.4 5-2.5 

S 
Slight cool changes in the Mid- 

continent 

Warm changes in the  West 

A few minor tweaks were made to the forecast which were mosUy due to 
changes in the NhO and ENSO numbers. The West was warmed slightly, 
and warmth was scaled back slighlly across the Midwest. This week we'll 
lake a look at how the ENSO may affect Ihe October weather. The lalest 
weekJy number p u ~  the temperature anomaly in the ENSO 3.4 region of the 
Pacific at +0.?C. The S S f s  are expecled to trend warmer likely pulling us in 
a high end weak or tow end moderate episode by winter Our LongCast 
outlook takes 10 of Ihe closest analog years lo the current ENSO trend and 
weights them based on how dose \hey are to the CUT- 
renl trend. The top four years right noware 2006. 1963. 
2004 (the year discussed in the Sept outlook). and 
1986 Using DynaCast, we produced the map to the 
right for Octobef. which agrees rather well with our 
forecasl though it's a bit warmer in Ihe Soulheasl and 
F o r t h e a s t  

Oct GWHDD" Forecasts 'IOY Normal updated to 99-08 
IOY Normal*: 279.5 

Oct 2009 Fcsf: 3?Y;?Em? 1 289-1 - .--_ 
Oct-2008 1 292.9 

MDA Earthsat Weather 601 1 Executive Blvd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 Fax (240) 833 8301 
wvw.rndafederal.com/wx/ 02009 130-60 Day-Outlook, Version 2.11 
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Wednesday, August 26,2009 

Forecaster calls for warm autumn, cold start to winter in most regions 

Private forecaster WSI said Tuesday that most  of the US can expect warmer-than-normal 
weather through October whi!e early indicators point to the possibility of a colder-than- 
normal start  to winter. 

“T’he pattern that resulted in a record cold ,July in many eastern US locations has finally abated,” 
said WSI seasonal forecaster Todd Crawford. “We expect the warmer pattern to continue in 
September, with the exception of the Southeast, where conditions will likely be cooler and 
wetter than normal. EIJ October and  November, the  impacts from the current El NiAo event 
will begin to take hold with increased chances  of cold temperatures a c r o s s  much of the 
eastern US.” ---- 
The pattern for the  upcominq-winter i‘will depend strongly on the evolution of this El 
Nif io  event  during the next few months. A weaker event centered farther east in the 
tropical Pacific will more likely enable a cold winter in much of the eastern US, while a 
s t ronger  and  more westcentered event would increase the odds  of a very mild winter in 
the Northeast,” Crawford added. “We currently favor slightly the former, colder idea, but 
with verv high uncertainty a t  this point.: 

The weather should push cooling demand higher in the early fall, but continued slack indusfrial 
demand should offset that and keep gas prices low, predicted analysts at Energy Seciirity 
Analysis Inc. in accompanying market commentary. 

By November, when cooler weather is forecast everywhere except the West, the scenario 
should be more bullish, with power prices supported by firmer spot gas prices and stronger peak 
loads, ESAI added. -- Stephanie Seay 



MDA Earthsat Weather GO1 1 Executive Blvd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 (backup. 301- 231-0664) 
Fax (240) 833 8301 www.mdafederal carn/wx/ 02009 (Morning Basic-Page 3, Versioil 2.1 ] 
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Stocks in billion cublc feet (Bcf) Historical Comparisons 

Year Ago ( 0 8 / 1 4 / 0 8 )  - 5-Year (2004-2000) Average Change 08/14 f 09 08/07/09 
Slocks (Bcf) - % Change { Stocks ( E d )  % Change 

Region 
I___-- 

East 1,681 1,635 46 1,530 9.9 1,519 10.7 

20.1 
- ___- ---- 

west 449 444 5 362 24 0 374 

Producing 1,074 1,073 1 750 43 2 799 34.4 

rota1 3,204 3,152 52 2,642 21.3 2,691 19.1 

-. 
~ - _ _ _ _ _ _ - - . . . _  

W o r k i n g  Gas In U n d e r g r o u n d  Storage Compared  with S-Year Range  

Data 

( x L s )  
5-Year Averages, Maximum, 
Minimum, and Year-Ago Stocks 
W S )  

Methodology 

References 

3,600 - 
3.200 - 

2,800 ' 

2,400 - 
2,000 - 

'1.600 . 
1.200 I 

. I Differences Between Monthly 

Note: The shaded area indlcates the range between the hlstorlcal minimum and maxlnium values for the 
weekly series from 2004 through 2008. 
Source: Form EIA-912, "Weekly Underground Natural Gas Storage Report." The dashed vertical lines indicate 
current and yearago weekly periods. 
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Friday, August 21, 2009 

Storage tops 3.2 Tcf with 2% months left in season 

The Energy Information Administration on Thursday reported a 52-Bcf injection to 
storage for t h e  week ending August 14, hoosting t h e  nation’s inventories to 3.204 Tcf 
with 2% months remaining in the traditional refill season. 

The build was below both the year-ago level and five-year average, but that didn’t stop 
the front-month NYMEX gas futures contract from settling below $3/MMBtu for the first 
time in seven years. 

In the  same week of 2008, EIA reported 2.642 Tcf in storage. As a result, the  surplus  
from a year ago shrank  to 562 Bcf from 592 Bcf last week, while the surplus over the 
five-year average of 2 691 Tcf narrowed to 513 Bcf from 517 Bcf. 

Stephen Smith, president of Stephen Smith Energy Associates, said there was a 
!ot of hot, sticky weather in the Northeast last week that bolstered demand and 
kept gas out of storage. He also cited ANR Pipeline’s shut-in foilowing the August 
5 explosion at High Island Offshore System gas platform in the Gulf of Mexico, 
which took about 250,000 Mcf/d offline. 

Despite the lower-than-expected build, storage levels are still 21% higher than last 
year and 19% above the five-year average. “It seems to me  that we are still on track for 
a very big peak in storage,” Smith said. “And with gas below $3IMMBtu in the first 
-- time in a long time, we are just facing what now appears to be an unavoidable 
c ru n c h . ” 
“Clearly as we press on past records, system pressures will increase, forcing 
curtailments and/or shut-ins,” said analysts at Stifel Nicolaus. “’The next few weeks will 
be instructive regarding just how much additional capacity actually exists in the 
producing region, which has implications for the  entire US.” 

Tim Evans, an analyst at Citi Futures Perspective, said &is still unclear whether the 
- last two weekly builds, which were slightly below consensus e%pectations, 
indicate that the supplyldemand balance is finally shifting due to the drastic cuts 
in drilling-rigs. 

“ I  continue to look for a transition to a tighter balance,” he said, noting that the smaller 
injections might be due more to the US’S failure to attract as  many liquefied natural gas 
cargoes as  expected. 
-- Stephanie Seay, Cheryl Buchta 0 
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Table 1. 

Henry Hub Prices: History and Outlook 
(nominal lis dollllrs per MMQtu) 

January 
February 
March 
April 
May 
June 
July 
Augus t  
September 
October 
November 
December 

Year average 

6.1 7 
6.09 
6.91 
7.19 
6.47 
7.1 7 
7.57 
9.29 

12.11 
13.36 
10.29 
i 2.98 

8.80 

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

6.74 

rn 
6..33 
8.06 
7.10 
7.57 
7.64 
7.40 
6.21 
6.30 
5 9 8  
6.68 
7..0 I 
7.08 

6.95 

Sources: IHS Cambridge Energy Research Associates; PIatts Gas Daik historical dala. 
ExcQl tables are available in the North American Natural Gas Clicnr Services area at IHSCERA.com. 

is rinlikeIy to offer a strong market for gas in the coming months, as IHS CERA’S analysis of 
North American power markets suggests that the 2007 level of electricity demand will not be 
matched until 201 I .* 
In these final months of the injection season, it is now all but inevitable that storagc inventories 
will be a catalyst for a significant dropoff in prices. The falling rig count (down approximately 
60 percent from last September’s high) indicates a collective effort to counteiact a loosened 
supply-demand balance. However, given the productivity of key unconventional plays where 
drilling activity has been sustained, production levels have declined at a more measured pace 
than demand, and the excess supplies have pushed u p  storage inventories. Most of the bullish 
signals in the market have been transitory: a colder-than-nonnal period across some regions in 
late winter, a rally in prices in sympathy with rising oil prices. 

JHS CERA now believes that the North American market is facing production curtailments not 
only for fall 2009 but for fa11 2010 as well. The iniplications are significant: despite the cushion 
for demand provided by gas displacement of coal for power generation (a cushion which typically 
grows as gas prices letreat further), the marker could well find itself in a similar position for a 
biief period next fall. This expectation rests upon 113s Global Insight’s projections for relatively 
tepid US gross domestic product (GDP) growth in 2010 (approximately 1.5 percent) as well as 
additional volumes of LNG expected for 2010. We have for months reiterated the increasing 
likelihood of a “hard stop” in production this fall. The prospect for more of the sanie hi 2010 
is a signpost of just how great the potential for new supply is and just how uncertain the gas 
demand outlook remains. 

IHS CERA expects the price at I-lenry Hub to average $3.44 per million British thermal units 
(MMBtu) for August, falling to $2.90 in September. By October the price is projected to remain 
near seven-year lows at $2.95 before bouncing back slightly with the approach of winter. For 

--._..- ~ b Q  
*See the n-IS CERA Data Tables and Figures Nor~h Americm Power Mnrket I;itndntiieritafs. 2009-14. 

http://IHSCERA.com
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a 
Thursday, July 30, 2009 

BarcIays: Lowest cash prices of the year ‘are not behind US’ 

Spot gas prices will fall even further this fall despite cuts in supply, analysts at Barclays 
Capital said late Tuesday, contrary to the seemingly bullish signals coming 
from t h e  gas storage market. 

“Despite shrinking storage injections, we expect storage to reach record levels by the 
end of the injection season,” analysts James Crandall, Biliana Pehlivanova 
and Michael 2,enker said in their weekly natural gas note. 

“We remain bearish on  cash  prices through the remainder of the  2009 s to rage  
injection season ,”  they said.”lndeed, w e  expect  that the  lowest cash prices of- 
yea r  a r e  not  behind us,  but  ahead.’’ 

They s a i d  four weeks of storage injections below the  five-year average have 
prompted  s o m e  t raders  and a,nalvsts to say the  supplyldemand balance is 
tiqhtening. But the  Barclays team thinks demand hasn’t increased appreciably 
a n d  that  more gas than needed is still flowing into the  markelf, 

Industrial demand has stayed flat, t h e  team said, as the sector is using 12%, or 2.4 
Bcf/d, less gas than a year ago. The production region, home to many of the country’s 
petrochemical plants, continues to f i l l  storage at the record pace seen earlier this year, 
illustrating that demand weakness. 

While slightly more gas is going to the power sector as a share of the market, the 
analysts noted that electricity consirmption is o f f  7% from its peak in 2007. 

A s  for supply, the drop-off to date ”has under-paced our estimates,’’ they said. “Non- 
Energy Information Administration data sources further suggest that the supply 
pullback has not been large thus  far.” 

Althouqh Lrwe do not  d i smiss  the  potential that the  market r eads  a further 
shr inking of s to rage  injections as  a h l l i s h  tightening of t h e  market, we remain 
convinced  that  t he  total amount  of Qas in storaae, and  particuiarly the  likely 
--- inventory levels in place in late October  and  early November, will place increasing 
downward pressure  on prices,” t he  Barclays team said.  - Rill Holland 
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Wednesday, July 29,2009 

Analysts see 2010 price rebound as fundamentals shift 

While gas market fundamentals continue to be bearish in the short  term, a n a m  
indicated this week that they are raising their hopes for a turnaround in 2010. 

“I think we’ve struck a less bearish chord .,. and some ‘fixes’ have begun to take hold on both 
sides of supply and demand,” Scott Speaker, natural gas strategist at JP Morgan, said on a 
conference call Monday. 

”We’re actually a bit above the  forward curve for [fourth-quarter] 2009 and for 2010,” Speaker 
said. y e ’ r e  starting to see tighter balances [in supply and demand] from the depths 
seen  in February and March.” 

_c Most of the supply-side tiqhtenina has  occurred as  producers have been voluntarily 
curtailinq production, while low prices kept liquefied natural gas from replacing much of 
the lost product&n,he noted. 

_Just a s  important, Speaker said, J P  Morgan analysts are beginning to  see an uptick in 
industrial demand and are adjusting their forecasts for 2010. At the peak of the  recession, 
“industrial natural gas use was down more than 3 Bcf/d. By the end of 2009 it will be down just 
under 2 BcWd and by 2010 it will be around 1.5 Bcf/d” below 2008 levels. 

! 

Speaker cautioned that despite signs of life the market is still “fraught with risk.” “Some of the 
supportive elements - such as lower-than-expected deliveries of LNG and the replacement of 
coal-fired power with gas - are temporary,” Speaker said, explaining that European gas 
storage is beginning to fi l l ,  as are US coal stockpiles. The U S  market can soon expect an uptick 
in LNG imports to offset domestic production declines and coal to begin replacing gas, he 
added. 

Speaker also said Commodity Futures Trading Commission hearings this week on position 
limits and speculation (see sfory, page I), could add some short-term downward pressure as 
such discussions “do tend to spook the market. And if  there is a mass exodus of investors, there 
could be some disconnect [in pricing].” 

6 u t  qas storage remaLns the main downside r i sk  factor, Speaker said. Because w o r m  
gas inventories in some  parts of the country will likely fill by September, J P  Morgan 
analysts believe the NYMEX prompt-month contract could fall further until winter demand 
arrives. 
7- 

He added, however, that storage levels are a bit lower than had been anticipated three months 
ago. “We were expecting 3 3 Tcf by the week ending August 7, but now we’re adding a week ... 
though we’re still pointed towards an almost 575 Bcf year-on-year surplus.” 
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Likewise, analysts at consultant Ernst & Young said they  a r e  cautiously hopeful o f a  
price t u r n a r y n d  as  early as the end of September. 

"While recovery will be slow and gradual, there is a great deal iiiore optimism in the markets 
going into the third quarter, and that is reflected in oil and gas industry activity," Marcela 
Donadio, industry leader for E&Y's Americas oil and gas segment, said in a statement Monday 
"Major players in the energy industry are preparing for the upturn " 

Oil prices have bounced off their lows to climb as  high a s  $70/barrel, running roughly $20lbarrel 
to $25/barreI above what market demand would have appeared to support, despite relatively 
weak demand and no substantive changes in production, the consultant said. But at the same 
time, "natural gas prices have continued the downward march." 

When commodity prices collapsed late last year, gas and oil prices were aligned in the 
$30/barrel of oil equivalent range, E&Y explained. But now, oil prices are holding at 
"approximately three times the value of natural gas," which is hovering around $3.501MMBtu 
thanks to lingering economic difficulties and associated weakness in demand. 

One area in which the  tepid economy appears to have had little impact is the  merger-and- 
acquisition sector, in which deal activity is down only slightly from the first half of 2008, and the 
valire of transactions "was only about 7.5% lower than the first half of 2008 when commodity 
prices were twice as high," E&Y noted. - Joshua Sfames, Melanie Taturn 

a2 
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il 
Tuesday, August 25,2009 

Cold winter could push gas prices past $5 mark: analyst 

- Though US qas storage facilities a r e  filling at a n  unprecedented rate and  putting 
increasing downward pressure on Qas prices,  t he  potential still exists for prices 
this  winter to su rpass  the $S.OO/MMBtu mark, according to the latest analysis from 
Strategic Energy and Economic Research in Massachusetts. 

- “The uncertainty about how much g a s  c a n  be put in s torage and many o ther  
factors  make it difficult to predict whether  pr ices  will fall lower,” SEER Vice 
Pres identRon Denhardt said. But from a fundamentals perspective, “one could 
a rgue  prices for the heating s e a s o n  should  fall further.” 

Denhardt predicted that storage could push as high as 3.9 Tcf by the end of October 
and, assuming normal weather, should end the heating season at around 1.865 Tcf. 

Due in part to their traditional position above 1% residual fuel oil during the heating 
season, Henry Huh gas prices should average about $5.50/MMBtu, thanks in part to a 
likely stronger crude oil market boosting resid prices. 

Nevertheless, the potential for colder-than-normal weather this winter leaves some 
room to the upside, the analyst noted. Should this winter bring 10% more heating 
degreedaysthan normal, Henry Hub pr ices  could average $7.75/MMBtu during 
the  heat ing season .  On the other  hand, if heating degree-days a r e  10% below 
--A. normal pr ices  could average $3.251MMBtu. 

Those prices also assume “significant declines in US production” of about 4.7’/0, or 2.7 
Bcfld, below last year. The increasing push toward shale gas production should make 
the shutting-in process easier, as “the economics of shutting in natural gas production in 
shale are much better than most production because the pressure builds up when the 
well is shut in,” Denhardt said. ‘Consequently, a significant portion of the delayed 
production can be produced when desired.” 

At the same time, liquefied natural gas imports are likely to grow only 500,000 Mcf/d. 
“LNG production in 2009 has been well below our expectations and all other projections 
we have seen,” Denhardt noted. 

Despite the global addition of substantial liquefaction capacity, production problems in 
Algeria and Nigeria have reduced supply by a combined 1.7 Bcf/d. Moreover, Europe 
has been importing more LNG in part to make up for a drop in Russian production, a 
trend which might continue for some time. “UK forward prices are substantially higher (7 

2 3  
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than IJS prices through the coming heating season,” the analyst explained. “This 
suggests that Europe may continue to be a major destination of LNG imports.” 

The potential for hurricane-linked disruptions to US production also exists, which would 
present another potential boost to gas  prices. Though storm activity has fallen well 
below normal levels so far this year, Denhardt noted, “it only takes one major storm to 
dramatically shift the market.” - Melanie Taturn 
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Short-Term Energy Outlaok 
August 11, 2009 Release 
(Next Update: Scptenihor 9, 2009 Wednesday) 

Nafural Gas Consumption. EIA projects total U.S. natural gas consumption W* 
I--- decline by 2.6 percentin 2009 and increase by 0.5 eercent in 2010. Despite s o g i  
_recent signs of economic stability, the severe contraction during the first half of 
- the year contributed to an estimated 3.8-percent decline in daily average natural 
gas consumption compared y@h consumption during the first half of 2008. The 
decline in natural gas use during this period was driven principally by a drop in industrial 
activity, reflected in the 17-percent year-over-year decline in the natural-gas-weighted 
industrial production index during the first half of the year. Natural gas prices have 
declined to the point where they now compete against coal for a share of the 
baseload mxteration in the electric power sector. Consequently, natural gas 
consumption in the electric power sector is expected to increase by 2 percent in 2009. 
The assumption of improved economic conditions in 2010 is the primary factor leading 
to projected demand increases in the residential, commercial, and industrial sectors 
next year. However, the expectation of higher natural gas prices and lower 
prices in 2010 likely will lead to a slight reductionJn natural qas consumption in 
the electric power sector. 

Natural Gas Supply. We expect total US. marketed natural gas production to stay 
c___- flat in 2009 and decrease by 2.8 percent in 2010. The outlook for production is 
conditioned on the current low price environment that has brought about a significant 
pullback in drilling activities. According to Baker-Hughes, total working natural gas rigs 
have now declined by 58 percent since September 2008. Data for March through 
May 2009 suggest that the decline in drilling has begun to reduce marketed 
production in the lower48 non-Gulf of Mexico (GOM) region. While the monthly 
average rate of declinewas about 0.3 billion cubic feet per day (Bcfld) dur ing  
those 3 months, production is expected to decrease at a -__. faster pace through- 
remainder of 2009 with some curtailments from existing production expected. 
Federal GOM production is expected to increase by 3.3 percent in 2009 in part because 
recovery from damage sustained during last year’s hurricane season and the iawer 
expected incidence of hurricane activity this year. Although drilling activity is expected 
to pick up early next year, the lagged affect of reduced drilling this year is expected to 
lead to lower production in all regions outside Alaska. Alaska natural gas production is 
expected to remain near current levels through the forecast. 

We expect I1.S. liquefied natural gas (LNG) imports to increase to about 500 billion 
cubic feet (Bcf) in 2009, up from 352 Bcf in 2008, and rise to about 740 Rcf in 2010. 
While increasing over 2008 levels, IJ.S. I-NG import growth this year has been 
constrained because of increased LNG demand in Europe and delays and maintenance 
to new and existing LNG liquefaction capacity. With limited natural gas storage 
availability, recent data suggest that European inventory levels are naw nearing 

28 
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capacity. As a result, LNG shipments may he redirected to U.S. ports in the  corning 
months as prices in the European market become less attractive to LNG suppliers. A 
similar scenario may also occur in Canada, with natural gas pipeline imports increasing 
in the months ahead as Canadian storage facilities are topped off. An increase in U.S .  
natural gas imports would likely be balanced by larger-than.-expected declines in 
domestic natural gas production. 

Global Crude Oil and Liquid Fuels 

Global Petroleum Overview. The oil market continues to be defined bv the 
tension between optimism over the perceived recovery of the global e c o n o m y 2  
the onehnd-and persistently weak qlobal consumption of crude oil and other 
liquid fuels on the other. There are indications that oil consumption could be 
recovering outside of the Organization for Economic Cooperation and Development 
(0). However, this has been somewhat offset by an erosion of compliance with 
production cuts announced by the Organization of the Petroleum Exporting Countries 
(OPEC). The rising level of global oil inventories when combined with weak current 
consumption indicates overall weakness in the oil market. For example, U.S. 
commercial crude oil and petroleum product stocks have increased for 5 straight 
quarters for the first time since 1979-1980, and they are projected to increase again in 
t he  third quarter of this year. As a result, the future level of oil prices will largely depend 
upon the timing and pace of the global economic recovery and the resultant impact on 
global oil consumption that would tend to erode surplus stocks. 
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Wednesday, August 26,2009 

S&P slashes 2009 gas price forecast to $3.75 

With indiistrial demand still weak and production cuts smaller than expected, Standard 
& Poor’s Ratings Services said Tuesday it has w e r e d  its gas price forecast  for t he  
_I--- remainder of 2009 by 75 cents/MMBtu and  its 2010 forecast  by $lIMMBtu. 

S&P predicted that Henry Hub futures prices wilt average $3.751MMBtu for the 
res t  of th i s  year  and $4.50/MMBtu next year. It also raised its short-term outlook for 
oil prices to $55/barrel for both 2009 and 2010. 

“It is clear there has been a divergence in the direction of hydrocarbon prices,” S&P 
said. “Because of poor industrial demand in North America and concerns about 
oversupply, natural gas prices have continued their downward spiral. The price of crude 
oil, however, has surged recently, reflecting a more optimistic outlook for the global 
demand of transportation fuels.” 

S&P noted tha t  U S  gas production fell by, about lo& April a n d  May while the ti3 
- count has  plummeted. “However, many wells that  were  drilled have not  vet been 
completed.  Until this backlog is worked off, production declines could remain 
- relatively tepid.” 

Those declines “could well be entirely offset by lower industrial demand,” which is down 
about 15% year over year and accounts for about 30% of overall gas demand, the  firm 
noted. 

Weather “could be a big contributing factor for the rest of 2009’s natural gas prices,” 
S&P said. “If the weather [is] mild and industrial demand remains tepid, storage levels 
will likely remain relatively high for the bulk of 2009, putting pressure on spot prices 
throughout the year.” 

- As for industry cost s t ructures ,  SBP-said that  while it believes s o m e  of the most 
prolific s h a l e  plays c a n  generate  rates of return in the  $4-$5/MMBtu range, mos t  
U S  drilling opportunities require $6-$8/MMBtu prices to be worthwhile. 

In addition, “ sha rp  frrst-year production decline curves  of more  than 30% in the 
US provide a natural  correcting mechanism,’.’ S&P said.  Typical decline cu rves  for  
many of the  unconventional plays, which a_re r e s p o n s i b k f o r  much of new 
drilling, ave rage  60% to 80%: 

2 1. 
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S&P - like Platts, a division of The McGraw-Hill Companies -- sees a bright future for 
gas demand in the power-generation sector as environmental regulations and 
increasing coal prices make gas the fuel of choice for new capacity. 

The firm noted that “it is important to remember that our price deck is a 
NYMEX price. By contrast, many natural gas producers sell at a discount to NYMEX 
primarily due to location takeaway capacity. These discoiints can be substantial 
at times, but have tightened significantly during the last few quarters. For 
example, basis differentials in the Rockies have narrowed to under $1 lMMBtu 
from over $3/MMBtu a year ago.” - Sfephanie Seay 

\ 

.: ! 
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1 Long Term Forecast (Dec O9--Feb 10) 

Mid Term Forecast (30-60 days) 

-. 

~ 

Gas  Comnlercial Operations 
Hedging Program 

Market Indicators Summary 
September 24,2009 

'NOAA predicting above average temperatures for Dec 2009 - r eb  2010 

.the soulh-easternlcenlral slates 
Long for mosl of the continental United States with below normal temperatures In 

Long Oclober predicled lo be 0 9% warmer lhan 10 year normal and November 
-- 

is predicled to be 2 3% warmer lhan 10 year normal - 

--. 
Page 
Ref 1 

1 "Ice 1 Term 1 Commenls 
__- Pressure - 

Storage injections for lhe week ending September 11th were 66 BCF 
Long Slorage levels are at 3 458 TCF which is 16 7% higher than last year and EIA Weekly Storage Report 1 

.- 

16.17 

in the Wesl is being replaced with Below 
the Mid-Continent for Ihe period 

lhrealen the production areas 

Short Term Forecast (6-10 days) 

Tropical Storm Activity 

- 16.4% higher than the 5 year average. .-- 

ch Associates 
Sunirner 2009 

Long 

Long 

-I 

Reuler's 

extended period of time." 
Citing vast uncertainly about the impact of drilling cuts, the growth of the 
LNG marke! and the pace of economic recovery two gas executives 
refused to predict where gas prices are headed. 
The U S  gas market will be flush with supply from new shale plays for at 
least the next decade "Most operators with good science and drilling 
techniques c a n  earn a 10% rate of relurn from shale plays even at prices 
below $4/Mcl. -.-- 

Gas Daily 

Gas Daily 

Gas Daily 

t--c 

1 

Long I I 
Since early Sepl when prices were at the lowest levels since March 2002. 
prices have rebounded to the $3 70s "I don't think the market has any 

19.20 
there's an awful lot of overhang in supply that --7- should keep prices in check *' 

legs to the upside We've very likely seen the bottom. but 

21 

22 

-..I 

23 

L-..- 

;overnrnent Agencles - 
4 Long 

The Henry Hub price is expected to increase from an average of $3 545 
per MMBtu in 2009 to an average of $4 643 per MMBtu in 2010. 

Energy lnlorrnalion AdminisIration 
Summer ZOOS: $3.177 
Winter 2009/10. $4.002 

Winter 2009-10 Strip Chart 

Summer 2010 Slrip Chad 

-- 
echnical Analysls 

25 

26 
- -- 

-- 
.._____I conomy 

remain flat in 2010. The anliclpated addition of new coal-fired capacity and 

0 9% in 2009 and fall by 3 5% in 2010 The current production trend 

electric generators. 

Long reflects significant improvements in horizontal drilling technology and 
robust productivity from shale plays. 

+-+ Long rising natural gas  prices limits significant increases in gas  consumption by Demand 

SlJPPlY 

--- 
Oil Market 
--- compared to !he 1st quarter of theyear. -- 

1 -.._ -̂ .-- 
Meeting Minotes: 10th Floor North Conference Roo'; - 230 pm 

Altendees. Jeff Kern, Jim Henning. Milch Madin. Steve Niederbaumer 

Discussed market fundementals such as weather, storage inventory levels, and economic factors such a s  supply and demand. Discussed the CERA 
and EIA forecasts a s  well a s  analysl predictions concerning price expectations In addition. discussed Winter and Summer Strip Charts based on 
Technical Analysis. Discussed our current postions within Ohio and Kentucky hedging 

he Cost Averaging deals through September 22 
0 dthslday on Col Gulf Mainline lor April 2011 to 
was accepted Based on Ihe review of this dat 
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Duke Energy Kcntucky 
Hedging Program 
Current Position 

Hedged to Date Next rarget (10131109)- System 
Delivery Supply - Total Required Allowed 
Month Dthlmo Dthlday Dthlmo dthlday dthlday 



I':rge l ~ M f l 6 n t  A 
Duke Energy Kentucky 

Hedging or 2009110 
Cost Averaging with 01 urn b ia  Gulf Ma i nl i ne 

3 Month Total Locked in 

15-JUl 
16-Jul 
17-Jul 
20-Jul 
21-Jul 
22-JUl 
23-JtJl 
24-Jul 
27-Jul 
28 -J~ l  
29-JUl 
3O-JUI 
31-Jul 
3-Aug 
4 - A ~ g  
5-Aug 
Ei-Aug 
7-Aug 

IO-AUg 
1 1 -AUg 
12-AUg 
13-Aug 
14-A~g 
17-Aug 
18-Aug 
I9-AUg 
2O-Aug 
21 -AUg 
24-Aug 
25-AUg 
26-Aug 
27-Aug 
28-AUg 
31 -AUg 

1 -Sep 
2-5ep 
3-5ep 
4-5ep 
8-5ep 
9-5ep 

1 0-5ep 
11 -Sep 
14-Sep 
15-Sep 
16-Sep 
17-Sep 
18-Sep 
21 -Sep 
22-Sep 
23-Sep 
24-Sep 
25-Sep 
28-Sep 
29-Sep 
30-Sep 
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Gas Commercial Operations 
Long Term Fixed Price 

Bid Sheet 

Date of Bids. September 9,2009 
Time of Bids. 1 l : O O  AM 
Location. Columbia Gulf Mainline 
Term. Apr I 1  -Mar 12 
Volume (dthlday) 6,000 

Mainline Bid 

Dominic Sung 

Glenn Gaddy 

Diego Molina 

(281) 366-4912 ldth 

(281) 293-3898 ldth 

Idth --- (713) 767-6345 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

Ilisloric Priccs: i 
5-yr. avg. 
[04/05-08/09) 

Oct 

Last Year 
(2008-2009) 

Nov 
Dec 
.Jan 
Feb 

.. - 
" .  

Mar 
..... APr I..",.. "~ 

May ""..-"".l 

June  
July 

^l^.".."...l^"." Aug 
Sept 

I.." ..,." 
._ .... "."..l .... 

,..~.... ~."".~," 
2 Month Avq 

$7.55 
$8.47 
$8.31 

$6.82 
$7.36 

$6.79 
$7.06 
$.7.21 
$7.02 
$7.37 
$6.68 

$7.47 
$6.47 
$6.89 
$6.14 

$4.06 
$3.63 
$3.32 
$3.54 
$3.95 

$4.48 

$3.38 

~ 

CERA EIA 

______I_. 

$6.87 I $2.84 
$7.29 $4.68" -- 

""___-- 

$2 250 
$2 970 
$3 620 
$4.280 
$4.590 
$4 550 
$4 500 
$4.450 
$4 410 
$4.360 
$4.3?0 
$4.410 

NYMEX 
!3 -Se p -09 

$3.609 
$4.520 
$5.21 8 
$5.489 
$5.533 
$5.51 2 
$5.507 
$5.557 
$5.635 
$5.740 
$5.836 
$5.923 
$5.340 

$9 00 

$8.00 

$7 00 

$6.00 

$5.00 

$4.00 

$3 00 
Ocl Nov Dec Jan Feb Mar Apr May June July Aog Sepl 



Case No. 2008-1JS 

THREE-MONTH OU 
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EarthSaVs 30-60 DayWUflbok 

nessee Valley and Ihe SOOlheaSt while the Norlhwesl was warmed. The 
forecasl slill takes into account a weak lo  moderate El Nitio. These evenls 
typically produce above normal conditions from the Southwest lhrough the 
Upper Midwest. much like the current outlook. II Ihe PDO turns furlher nega- 
live by November. more of the Midwesl and East could also be warmer A 
negalive PDO in November also correlales to a seasonal to cooler Norlh- 
west The QBO brings different risks to the lable. If this index conlinues lo 
trend negalive, the West coasl carries a Warmer risk, while the East could be 
cooler. We still expect the El Nitio will be the primay forcing mechanism. 
limiting Ihe influences of the PDO and QBO 

; 

No major changes to  the forecast 

Slightly cooler in Western 
Canada 

Changes to Ihe October lorecasl were very minor wilh just a lew minor cool 
tweaks in the Wesl A cooler risk exisls in Texas and Ihe Soulheasl. espe- 
cially if soil moisture plays a role Precipilation has run well above normal 
the past monlh or so in these areas If welness continues. we may need to 
adjust our forecast cooler The GFS and Euro model guidance includes the 
first full week of Oclober now. and (he early results vary. Below are the Oz 
composite 850mb lemp anomaly lorecasts for the 11-1 5 Day period 
(Oclober 3-7). The GFS operational has been highly inconsistent. but sup- 

our wann East. The 
mbles both show 

ad near normal 

I Oct GWHDD* Forecasts 'IOY Normal updated to 99-08 

1OY Normal* 279.51 I Oct 2009 Fcst: /277 .0 /30yNOrmal ,  Oct-2008 ' 289.15 292.91 - 
No Change Nalional GarWelghled HDDS 

Warmer in the Northwest 

oler direclion lrom Texas inlo parts of the Ten- 

Warmer in the Northwest 

1 Changes were made in a cooler direclion lrom Texas inlo parts of the Ten- 

NoV GWMDD* Forecasts 'IOY Normal updated to 99-08 
IOY Normal*: 532.6 

Nov 2009 Fcst: w130y NOV-2008 575*5 565.9 
c-- - - - . ~ - '  

Change: Nalioriat GasWelghhlcd HDD! 

MDA Earthsat Weather 601 1 Executive Blvd, Suite 400, Rockville, MD 20852 Pel (240) 833 8300 Fax (240) 833 8301 
w\~.w.mdafederal.com/wx/ 02009 130-60 Day-Outlook, Version 2.11 
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Earthsat's 6-1 0 Day Forec&'t'-!%!@)fled 
Wednesday, September 23,2009 

Forecaster: BH/AC 
Earth Sat Wenth er 

ss Into Piairis, Midwest Briefly 
y Turn Cooler 'Than Expected 

Confidence stays towards the higher side for the forecast period, 
but a few risks remain During the second half of the period, the 
Northwest could see mlJch below normal conditions occur at 
times as the models (and the forecast) may be underestimating 
!he intensity of this cool air mass Also, some much below nor- 
mal temperatures may appear in the Northeast during the mid- 
period as shown by the European operational model Should 
the pattern progress a bit faster, the Northeast could warm to 
above normal late An additional day or two of slightly stronger 
warming might occur across parts of the Plains and Midwest 
during the middle of the period. 

I 

I 

.- 

Forecast Confidence: 6 

a A +3F to +4F a A +5F to +7F M A  +8F to +14Fm SA + I 5  or Higher 

MB -8F to -14F B -3F to -4F @ 6 -5F to -7F SB -15 or Lower 

MDA Earthsat Weather 601 1 Executive Blvd, Suite 400, Rockvilie, MD 20852 Tel (240) 833 8300 (backup 301- 231-0664) 
Fax (240) 833 8301 \ m v  mdafederal com/\n.x/ 0 2 0 0 9  (Mortmg Basic Page 3 ,  Version 2.1 1 
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Stocks in bi l l ion cubic feet  (Ocf) Historical Comparisons 
R e g i o n  Year Ago (09 /11 /08)  5-Year (2004-2008) Average 

09/1*/0g 09'04/09 - Change - X c k s  (Bcf) %Change Stocks (Bcr) I %Change . 

East 1,876 1,031 45 1,764 6 3  1.723 8.9 

west 472 462 10 397 18.9 400 18.0 
~ __ 
-.- 

P roduc ing  1,110 1,099 11 801 38.6 849 30.7 

r o t a l  3,458 3,392 6 6  2,962 16.7 2,971 16.4 
- __ 

i. 

' Energy Information Administration 

Weekly Natural Gas Storage Report 

@Lq 
i iowe : Nalural Gas * Wcckly Nalural Gos Sforago Repod 

016cial Enctay Slanslico honithhe US G m m n m l  

w d  Scprember 17 2009 at 10 30 A hl (CaStCni lime) for 1110 Wcek Endiiq Scplembcr 11 2009 
, .?cloaso. Scptemhcr 24,2009 

Workinq Gas in Underground Storage, Lower 48 other formats. SymxwyIKI G Y  

summary 
Working gas In Storage was 3,458 Bcf as of Friday, September 11, 2009, according to EIA estimates, This represents a net 
increase of 66 Bcf from the previous week. Stocks were 496 Bcf higher than last year at  thls time and 487 Bcf above the 
5-year average of 2,971 Bcf. Io the East Region, stocks were 153 Bcf above the 5-year average following net injections of 
4 5  Bcf. Stocks In the Producing Region were 261 Bcf above the 5-year average of 849 Bcf after a net Injection of 11 Bcf. 
stocks in the West Region were 72 Bcf above the 5-year average after a net addition of 10 Bcf. A t  3,458 Ocf, total working 
gas is above the 5-year hlstorlcal range. 

Working Gas in Underground Storage Compared with 5-Year Range 
4,000 ,--- - ~ . 4,000 

3,600 

3,200 

g 2,800 

2,400 U. 

0 
- 
3 2,000 

I 8 1,600 

m 1.200 
- - .- 

400 

Data 

History (XLS) 

5-Year Averages, Maximum, 
Minimum, and Year-Ago Stocks 
(XLS) 

References 

Methodology 

Differences Between Montli ly 
and Weekly Data 
Revision P o k y  

Related Links 

Storage Dasics 
Natural Gas Weekly Update 

Natural Gas Navigator 

Note: Thc shaded area indicates the  range be tween the  hlstorlcal minimum and max lmum values fo r  the  
weekly serles from 2004 through 2008. 
Source: Form EIA-922, "Weekly Underground Natural Cas Storage Report." The dashed vett lcal  l lnes indicate 
cur ren t  and year-ago weekly pcrlods. 

Prlvacy/SecurIty I AccessIbllity I Copyright & Reuse . Contact Us I Feedback I Careers I About E I A  

Fedstats I USA.gov I Department of Energy 

http ://~.eia,doe.gov/o~l_.-gas/na~al_gas/ngs/ngs. html 911 712009 
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- 
Friday, September $8, 2009 

Storage stocks top 2008’s season-ending level 

Gas storage inventories rose to 3 458 Tcf last week, topping last year’s season-ending mark of 3.412 Tcf 
with seven weeks yet to go in the traditional refill season, the Energy Information Administration 
reported Thursday 

EIA said 66 Bcf was added to storage during the week ending September 11, a lower-than-expected build 
that was also smaller than the five-year average of 82 Bcf. But the report took the steam out of the recent 
rally by the October NYMEX gas futures contract, which tumbled 30.2 cents/MMBtu. 

“With weather a neutral factor year-on-year and last year’s fill light relative to normal due to hurricane- 
related shut-ins, the iniection, would have likely been hiqher were it not for now obvious production 
shut-ins,” said analvsts at Credit Suisse, who also blamed weaker power-generation demand due - to mild weather. 

Storage inventory levels are now closing in on the 2007 season-ending record of 3.545 Tcf, the Credit 
Suisse analysts noted, adding that they expect stocks to end October between 3 7 and 3.8 Tcf 

In the same week of 2008, EIA reported 2.962 Tcf in storage As a result, the surplus from a year ago 
inched up to 496 Bcf from 495 Bcf last week, while the surplus over the five-year average of 2.971 Tcf fell 
to 48‘7 Bcf from 503 Bcf 

Inventories are now 153 Bcf above the five-year average of 1.723 Tcf in the East, 72 Bcf above the five- 
year average of 400 Bcf in the West, and 261 6cf above the five-year average of 849 Bcf in the producing 
region. 

Tim Evans, an analyst at Citi Futures PeEpecfive, said even thouqh he expects inventories to top 
3.9 Tcf this fall, the shrinking surplus may indicate that the supplvldemand balance is starting to 
shift. “It does suggest that the rstoragel seams are not qoinq to burst,” he& 

Evans said t he  risk of overflowing storage capacity has often been overstated. While EIA estimated that 
working capacity is as high as 4.3 ‘Tcf, Evans said that in practice it would be hard to top 4 Tcf. “But the 
precise level and timing of peak is going to be weather-dependent,” he said. 

Jefferies & Company analyst Subash Chandra noted that the injection for the week ending 
September 4 indicated 2 Bcfld of production curtailments. But he said,.with the recovew of cash 
prices over the past few days, some of that gas may have returned. 

I_ “The issue is whether Epsilon Enerqy is representative of other E&P companies (we believe they 
are), which suggests that curtailed volumes have come back recently.” Chandra noted that 
Epsilon shut in production when spot prices fel l  to $1.88/MMBtu ”but turned the wells back on 
Monday as spot qas rebounded to $3.’: - Stephanie Seay, Cheryl Buchta 
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IHS CERA Monthly Briefing AUGUST 25,2009 i PAGE 3 
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Table 1 

Henry Hub Prices: History and Outlook 
(nominal US dollars per MMBtu) 

January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
Novem her 
December 

Year average 

2005. 
6.17 
6.09 
6.91 
7.19 
6.47 
7.17 
7.57 
9.29 

13.36 
t 0.29 
12.98 

12.ii 

8.80 

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

6.74 

2007 
6.33 
8.06 
7.1 0 
7.57 
7.64 
7.40 
6.21 
6.30 
5.98 
6.68 
7.01 
7.08 

6.95 

2008 
7.93 
8.46 
9.34 

10.1’1 
1 1.24 
12.61 
11.32 
8.30 
7.70 
6.75 
6.62 
5.79 

8.85 

Sources: IHS Camtxidgo Energy Research Associates; Platts Gas &ai& historical &la 
Excel tables are available in the North Ammkan Natural Gas Client Services area at IHSCERA.com. 

is unlikely to offer a strong market for gas in the coming months, as rHS CERA’S analysis of 
North American power markets suggests that the 2007 level of electricity demand will not be 
matched until 201 1 .* 
In these final months of the injection season, it is now all but inevitable that storage inventories 
will be a catalyst for a significant dropoff in prices. The falling rig count (down approximately 
60 percent from last September’s high) indicates a collective effort to counteract a loosened 
supply-demand balance. However, given the productivity of key unconventional plays where 
drilling activity has been sustained, production levels have declined at a more measured pace 
than demand, and the excess supplies have pushed up storage inventorjes. Most of the bullish 
signals in the market have been transitory: a colder-than-normal period across some regions in 
late winter, a rally in prices in sympathy with rising oil prices. 

IHS CERA now believes that the North American market is facing production curtailnients not 
only for fa11 2009 hut for fall 2010 as well. The implications are significant: despite the cushion 
for demand provided by gas displacement of coal for power generation (a cushion which typically 
grows as gas prices retreat further), the market could well find itself in a similar position for a 
brief period next falI. This expectation rests upon IHS Global Insight’s projections for relatively 
tepid US gross domestic product (GDP) growth in 2010 (approximately 1.5 percent) as well as 
additional volumes of LNG expected for 2010. We have for months reiterated the increasing 
likelihood of a “hard stop” in production this fall. The prospect far more of the same in 2010 
is a signpost of just how great the potentia1 for new supply is and just how uncertain the gas 
demand outlook remains. 

IHS CERA expects the price at Henry Hub to average $3.44 per milIion Brjtish thermal units 
(MMBtu) for August, falling to $2.90 in September. By October the price is projected to remain 
near seven-year lows at $2.95 before bouncing back slightly with the approach of winter. For 

0 
--. - - ~  
$SW the IHS CERA Data Tables and Figures North Americm Power Morkcr Frrndomerrfals. 2009--14. 

http://IHSCERA.com


Case NO. 2008-1 75 
Attachment A 
Page 142 of  306 

Reuter-Na tu ral Gas Story 
By Joe Silha 

NEW YORK, Sept 17 (Reuters) - U.S. natural gas prices, having bounced more than 50 percent 
since hitting a 7-1/2-year low earlier this month, may not have much higher to go in the near 
term as brimming inventories and weak demand leave the market oversupplied. 

After sliding to $2.419 per million British thermal units in  early September, the lowest 
level f o E t e a r b v  natural gas contract on the New York Mercantile Exchange since March 
2002, prices rebounded this week to the $3.70~. 

"This is less a rally than a price recovery. The market wasoversold below $3, and t h e e  
been a bunch of short covering, but qas is pilinq up in  storage, and the recent lift in 
prices ignored that," said Fax Saunders, analyst at Gelber & pssociates in Houston. 

Natural gas traders, noting funds were carrying huge short positions, said news last week that 
the United States Natural, a long-only ETF, would issue new shares later this month arid 
concerns that CME Group would tighten enforcement of NYMEX position limits, helped trigger 
the rush to cover, or buy back shorts, to lower total exposure. 

Also, gas prices oflen rally in late summer or early autumn as traders anticipate stronger winter 
demand. 

But some analysts expect this year to be different, with inventories at record highs, summer 
temperatures fading and a sluggish economy slowing gas use, particularly from industry which 
accounts for nearly 30 percent of total consumption. 

_. "t  don't think the market has any significant legs to  the upside. We've very likely seen the 
bottom, but there's an awful lot of overhang in supply that should keep prices in check," 
said Chris Kostas, gas analyst at Energy SecurityAnalysis Inc, 

Analysts agree a lot depends on winter, a time when demand for gas to heat homes and 
businesses is at its peak. 

SUPPLY GLUT 

Domestic natural gas inventories will be heading into winter at all-time highs, and unless the 
heating season turns out cold, storage is likely to still be high this spring, which could limit 
expected price gains next year. 

1I.S Energy Information Administration data showed total gas inventories climbed to 3.458 
trillion cubic feet last week, and at current build rates, are probably just two weeks away from 
breaking the record of 3.565 tcf hit in 2007. 

With seven weeks left in the stock building season, analysts expect storage to hit new highs 
above 3.8 tcf by November. 
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Inventories are a key source of supply that help utilities meet peak heating demand, and the 
huge cushion means there will be no supply shortfalls this winter. 

The 75 percent slide in gas prices, since peaking last summer above $1 3, prompted steep CtJtS 

in drilling and helped slow production as few producers, if any, can make money at prices under 
$3. But most analysts agree the shut-ins so far have only modestly tightened the supply- 
demand balance. 

"Production declines have not happened as quickly as we expected," ESAl's Kostas said 

While output is expected to decline further this and next year, analysts say even steeper cuts in 
demand, particularly from the industrial sector due to the recession, will make it difficult to 
balance the market until the economy recovers. 

HIGHER PRICES NEXT YEAR 

Despite the current supply glut, most analysts expect gas prices to improve later this 
year and next year. 

Forward gas prices through 2010 are still hovering well above $5.50, reflecting first the expected 
increase in demand this winter, then further declines in production and some improvement in 
industrial use as the economy recovers in 2010. 

But even with a tighter supply-demand balance next year, analysts generally agree huge 
reserves of gas should temper price gains. 

- "There is a flexibilityf supply which means that prices next year will not go to the 
- moon," said Jason Schenker at Prestige Economics, a Texas-based energy consultancy. 

Analysts note some very prolific shale basins are located close to existing drilling and pipeline 
infrastructure and can easily be tapped if prices move back to the $4.50 or $5 level. In addition, 
LNG, or liquefied natural gas, will again be a big wild card next year, with new production 
projects having the potential to flood the global market and drive more supply to IJ.S. shores. 

"There's a lot of new LNG supply expected next year, which should help reduce any run up in 
prices," ESAl's Kostas said. 

(Reporting by Joe Silha; Editing by Marguerita Choy) 
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Analyst sees considerable upside for domestic gas prices in 2010 

Oppenheirner energy analyst Fadel Gheit said Thursday that he’s bullish on exploration-and-production 
companies because gas prices are likelyto rebound 500&Ln the next year. 

“Natural gas prices surged by 25% in recent weeks from their seven-year low on an improving outlook 
based on declining [JS production and increased demand,” Gheit said in a note to clients. ;‘We expect 
gas prices to remain volatile, much more so than crude oil prices, and are likely to be at least 50% 
I higherin 2010 - but will probably trade between $4 and $6/Mcf for an extended period of time.” 

“We remain bullish on E&P stocks, which are predominantly domestic natural gas producers,” Gheit said. 

Unless producers are able to hedge their 2010 production above $fi/Mcf, an event Gheit doesn’t think is 
likely. their 2010 capital spending plans will constrict, further cutting into any production gains, Gheit 
explained. 

“We think the probabilities of natural qas trading-outside this price ranqe /$4 to $6/Mcfl are low 
because of the price impact on capital spending, production and supply,” he said. “Given the gas 
supply response to futures prices, we think the stocks’ upside potential, despite the strong gains, remains 
greater than the downside risk from lower natural gas prices.” 

Further, Gheit predicted that if prices stabilize, the industry should start to consolidate as buyers and 
sellers begin to value their reserves more uniformly. 

Also adding to consolidation will be interest in US shale plays on the part of the supermajors, he said 
- Bill Holland 
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Thursday, September 17, 2009 

Citing track record, officials forgo price forecasts 
Two g a s  industry executives refused Wednesday to  predict where gas prices are  headc& 
citing vast uncertaintv about the impact of. drilling cuts, the grovyth of the liquefied 
natural g a s  market and t h e  pace of economic recovery, 

“Take any price forecast with a grain of salt,“ BP Manager of Fundamental Analysis Dawn 
Constantin said during an LDC Forum panel discussion in Chicago. “Our track record for 
forecasting isn’t very good.” 

Constantin did o f f z a  prediction that the drastic cu ts  in North America’s rig counts  could 
tiqhten the domestic supply situation next year a s  production falls. Then s h e  threw a 
wrench into that observation by noting that global LNG supplies are  still Growing in a 
down economy and that more LNG may be headed to t h e m  

-- While “it: a p p e a r w e  are  starting to  turn around” the  global economy, the wild card in 
gas price forecasting is LNG, Constantin said,  “Where is this gas going to qo?: 

Further, she noted that gas-on-gas competition in the US will heat up as new supplies from 
shale plays displace Canadian imports and Gulf of Mexico production. 

“Everything I s a y  today could be wrong next week,” Proliance Energy Vice President of 
Sales and Marketing DayLPentzien said,  noting that the dynamics of the macro economy 
a n d  scale  of new q a s  supplies create too many variables for reliable predictions. 

Pentzien then illustrated how forecasters have performed over time. “Canadian imports were 
going to be 9 Bcf/d forever,” he said, adding that analysts are now expecting those imports to 
decline by 1.5 Bcf/d to 5 Bcf/d. 

“LNG imports four years ago were 4 Bcf/d and predicted to go to 12 BcWd by 2015,” he added, 
noting that few now expect such an increase. 

“The one thing they fortunately got wrong? We were forecasted to be a dying industry. The 
prediction was for supply to be flat and declining. Actually it’s increasing.” 

Constantin and Pentzien agreed that any growth in gas demand is linked to economic recovery, 
and the jury is still out on how quickly the US economy bounces back from recession. 

Constantin said the g a s  market is still performing its function of balancing supply and 
-- demand with prices. “Higher prices [in the  past1 led to increased production,” s h e  said, 
- noting that producers responded to the  double-diqit prices of the  past two years with a 
35% increase in the amount  of potential q a s  available for recovery,primarily due to shale 
development. - Rill Holland (..- -‘) 

I 
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Analyst: Shale plays will keep market flush with gas for years 

After years of scarcity, thg US gas market will be flush with supply from new shale plays 
for at least the next decade, an industry analyst predicted Tuesday. 

Speaking at the opening panel of IHS Herold’s 18th Pacesetters Energy Conference in 
Greenwich, Connecticut, IHS CERA Vice President of Industry Relations Pete Stark said 
investment dollars are choosing between tight sands, coalbed methane and shale for the 
future of the gas industry and “shale is going to be the winner.” 

“There’s going to be a huge shakeout in investing,” he said. “The Horn River, Haynesville 
and Marcellus [shales] are going to dominate.” 

While not universally true, Stark said most operators with good science and drilling 
techniques can earn a 10% rate of return from s u p l a v s  even at prices below $4lMcf. 

The wowth of shale gas volumes is poised to overwhelm any production losses from 
wells shut in due to low prices, Stark said. His data showed the recent curtailment of 
6,000 wells that produced,less than 500 Mcfld each for a.l.1 Bcf drop in supply. At  the 
same time, 305 new wells have been drilled with production rates above 10,000 Mcfld. 

Adding to shale’s advantage is that production efficiencies increase the longer an operator stays 
active in a particular play, Stark said, illustrating his point by showing Southwestern Energy’s 
production gains even as the firm’s costs have dropped in Arkansas’ Fayetteville Shale. 

Demand m h e  gas will return as the economy recovers, Stark said, but new demand will 
need to come from the power-generation sector to help cut into the growing gas qlut. 
Neither Stark nor his co-panelist, IHS CERA Managing Director for Global Oil Jim Burkhard, 
saw much likelihood that gas would catch on as a transportation fuel in a US auto market they 
predict will be dominated by hybrid cars. - Bi// HoNand 
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4.41 
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5.35 
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Average Average Average 
2008 $ 8.862, 2009 $ 3.5459 2010 , $ 4.643: 

1 

$ 4.456i Summer 
201 0 $ 3.177 Summer 

2009 $ 9.700 
Summer 

2008 

$ 4.002 Winter 2009- 
2010 $ 5.242 

Winter 2008. 
2009 

Hedging Meeting--9-24-09.xlsm 

2 L j  
9/22/2009 EIA Prices 
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Short-Term Energy Outlool. 
September 9, 2009 Release 
(Nexf Update: October' 6, 2009) 

Natural Gas 

U.S. Consumption. EIA proiects that total natural qas consumption will iikely decline by-2.4 percent in 2009 
and remain flat in 2010. Despite low relative prices for much of the year, industrial natural gas consumption 
declined by 12 percent in the first 6 months of 2009 compared with the same period last year. EIA expects this year- 
over-year consumption decline will continue through the second half of the year for industrial users, although the 
trend will be less pronounced. Conversely, EIA expects natural gas use in the electric power sector will increase by 
4.3 percent on a year-over-year basis during the second half of 2009 as natural gas continues to compete with coal 
for a share of the baseload power supply at current prices. 

EIA expects natural qas consumption will increase sliqhtly in the commercial and industrial sectors in 2010 
- as a result of improved economic conditions and low prices. Consumption remains relatively flat in the 
residential and electric power sectors next year.Lheanticipated addition of new coal-fired senerating 
capacitv and risinq natural qas prices limits the potential for siqnificant increases beyond the forecast 2009 
level in natural qas consumption by electric qenerators. 

US. Production and Imports. EIA expects total U.S. marketed natural qas production to increase byJ@ 
percent in 2009 and fall by 3.5 percent in 2010. Despite a 20-percent drop in prices and a 45-percent drop in 
working natural gas drillinq riqs since the start of the year, total natural qas production increased sliqhtlp 
from Januarv to June 2009. This current production trend reflects significant improvements in horizontal drilling 
technology and robust productivity from shale gas discoveries in Louisiana, Oklahoma, Arkansas, and Pennsylvania 
While lower prices have caused a reduction in drilling activity by all rig types, accarding to data compiled by Smith 
International, working horizontal rigs have fallen by only 27 percent since the start of the year compared with a 65- 
percent decrease among vertically-directed rigs Working horizontal drilling rigs now represent more than half of the 
active natural gas drilling fleet 

i 

As tJ.S natural gas inventories swell to record-high levels. some curtailment of production is expected The 
sustained reduction in drilling activity and production curtailments are projected to result in a 5.7-percent decline in 
marketed production from fhe Lower-48 non-Gulf of Mexico (GOM) between the first and second half of the year 
The projected 1.3-percent increase in Federal GOM production during the second half of 2009 over the first half 
results from the addition of new producing wells and COntinLJed recovery from damage sustained during last year's 
hurricane season. 

Proiected U.S. liquefied natural qas (LNG) imports increase to about 460 billion cubic feet (Bcf) in 2009 from 
350 Bcf in 2008 and rise to about 660 Bcf in 2010. Maintenance to existing LNG supply facilities and delays to 
new liquefaction ptojects, in addition to higher world oil prices during the second half of 2009, contribute to the 43-Bcf 
downward revision in the 2009 LNG import forecast from last month's Outlook. 

Global Crude Oil and Liquid Fuels 

Volatility persists for crude oil sp 1 prices, although over narrower ranges than seen earlier this year and last year. 

quarter of 2009, a $27-increase over the first quarter of the year. 
EIA expects the price of West 8 exas Intermediate (WTI) crude oil to averaqe about $70 per b a r u n  the fourth 

Global Petroleum Overview. WPI oil prices hovered in the $6740-$74-per-barrel range in August as expectations of 
an economic recovery and higher oil consumption in the future were weighed against weak current demand and high 
inventories. AS ions as oil prices remain in their current range, EIA expects the Orqanization of the Petroleum 
Exportinq Countries [OPEC) to maintain its existingproduction tarqets. 

2 -7 
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Long Term Forecast (Dec 09-Feb 10) 1 Long 

Mid Term Forecast (30-60 days) Long 

Short Term Forecast (6-10 days) Short 

Tropical Storm Activity 4 Long 

. . , - 

Storage Inventory 

EIA Weekly Storage Report 1 Long 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
October 23,2009 

N O M  predicting above average lemperatures for Dec. 2009-Feb 2010 
for most of the continental United Slates with below normal temperatures 
in the soulheaslemlcentral states. 
November predicted to be 1.4% colder than 10 year normal and 
December is predicted lo be 4.5% warmer than 10 year normal Two 
forecasters predict cold winter for eastem US this year. 
Much Below and Below in the West is being replaced with Normal later in 
the period Above early in the forecasted period being replaced by Normal 

No activity at this time that would threaten the produclion areas 

Storage injections for the week ending October 16th were 18 BCF 
Storage levels are at 3 734 TCF which is 11.9% higher lhan lasl year and 
13.1% higher than the 5 year average. 

12 

13,14 

15 
and some Below in the Mid-Continent for the period. - 
. --. 

16 

Page 
Ref Comments 

___ 

Energy Information Administration 
Summer 2010 : $4.644 1 Long 
Winter2009/10. $4.476 

EIA projects average household expenditures for space-healing fuels to 
be $960 this winter. a decrease of 8% from last winter Households using 
natural gas are projecllng a decrease of 12%. 

25 

- 

23,24 

Long 

Long 

Long 

- 

The conventional wisdom of abundanl. economic shale gas supplies in the 
Long US was critidzed-current operators are underestimating the rate of I decline from shale gas wells, as well as the cost of developing them I t l  

EIA: Natural gas consumption is projected to decline by 2.0% in 2009 and 
0.2% in 2010. Weak economic condltions continue to hamper the 
Industrial sector. residential and commeraal sectors are showing lower 
consumption. only the power generation sector is up compared to last 
year. 
EN: %@I U S. marketed natural gas productionFxpecIed to increase b) 
1.5% in 2009 and fall by 3.8% in 201 0. Economic recovery and 
increasing demand in 2010 are expected to push prices up and provide 
the incentive for increasing production later next year. 

Economic G p 4 h  in China and Signs of a turnaround in other Asian 
countries continue to fuel expectations of a global recovery in world oil 
consumption EIA expects Wn uude oil lo average about $70 per barrel 
this winter, an increase of $19 over last year. - 

Winter 2009-10 Strip Chart I t-+ 1 Short IClosed at $5.84. I 26 

Summer 2010 Str i~ Chart I - I Short IClosed at S6.22 I 27 
conomy 

+-+ Demand 

Oil Market 

- 

28.29 

___ 

28.29 

___ 

28.29 

-1 North Conference Room - 1:OO pm- 
Attendees: Patty Walker. Jim Henning. Jell Kern. Mike Erumback and Sieve Niederbaumer 

Discussed market fundemenlals including weather, storage. consumption, supply. winter and summer strip charts. DE0 and DEICs hedging 
program as well as analyst 
price was determined to be 
several weeks and that the 
decision was made not lo hedge additional volumes at this time but to monitor the market closely for significant price moves 

future price movements In addition. discussed the final resulls of the cost averaging deals wilh- 
he December 2009-February 2010 strip. Discussed that NYMM had increased signficanlly over the past 
to be in control of the market. even though the fundmental remain bearish. Based on these factors a 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Date Next Target (1 0131109) 
Delivery Supply - Total Required Allowed 
Month Dthlmo Dthlday Dthlrno dthlday dthlday 
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Aug- 
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Summer 2010 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

Nov 
Dec 
Jan 
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............... 
................. 
................. 
................. 
................. 
.................. APr 
................. May 

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

June 
July 

Sept 
oct 

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

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

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

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

Historic Prices: 
NYMEX C 

5-yr. avg. 
04/05-08/09) -~ 

$8.47 
$8 31 
$7.36 
$6.82 
$6.79 

-$7.06 
$7.21 
$7.02 
$7.37 
$6.68 
$6.87 
$7.15 
$7.26 

sing Price 

Last Year 
(2008-2009) 

$6.47 
$6.89 
$6.14 
$4.48 
$4.06 
$3.63 
$3.32 
$3.54 
$3.95 
$3.38 
$2.84 
$3.73 
$4.37 

~- 
2MonthAvg . - 

25-Sep-09 r 6-Oct-09 22-0ct-09 
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$4.00 

$3.00 
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Hedned Prices 
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-1.0 to -1.9 

42.0 to +2.9 23.0 

ous 
Cooler in the DeltalSoutheast 

Stili warm in the RockieslPlains 

Recent model guidance and trends in the upper latitudes have raised some 
questions concerning the outlook from the Midwest into parts of h e  East. 
Wivl blocking potentially continuing in the upper latitudes. cold air may be 
available far high pressure to transport it into the 1JS far the beginning part 
of the month. We have cooled our 11- 15 Day forecast h i s  morning, which 
includes the first four days of the month. Subsequently. for the November 
outlook we've cooled our outlook in parts of the Midwest and Southeast. 
'The ECMWF weekly temperature departures arrived last week (see maps 
in lower right), and they agree with the concept of a potenlial colder start to 
Ihe month. If this were to pan out, it would take a very warm second half of 
the month for our forecast to verify. We'll be 
keeping an eye on the models, and if they 

nue to trend colder we may see more 
spread cold changes in our next u p  

Nov GWHDD* Forecasts 'IOY Normal updated to  9 9 4  

1OY Normal*! 532.63 

Nov-2008 j 5 6 a  
NQV 2009 Fcst: Z-N3Li5_5.5' 

_ -  _-.d 

Change: 'National Gas-Welghlad HDD! 

-2.0 to -2.9 53.0 

Mild across the North 

The December forecast rematns mostly unchanged this week wth wde- 
spread warmth still expected across the Rockies. Plains. and Midwest In 
yesterday's Editors Notes we mentioned that a notable warmup up the sur- 
face in the tropical Pacific took place over the past week, wth anomalies of 
0 9% m the notable 3 4 region and even warmer anomaim below the sur- 
face We still expect a trend towards a moderate El Nino event particularly in 
the early part of the wnter The Dynacast map in the bottom nght shows the 
December temperature anomalies in the matching IRI years from yeslerday's 
Editor's Notes. and the outlook IS a near identi- 

the ECWMF monthly outlook for Ihe month 
cal match to our outlook On the other hand, 

(map to the right) shows more wdespread 
near normal temps and some warmth in the 
Southeast 

Change: *3'5 'National Gas-Welghled HDDt I 

MDA Earthsat Weather 601 1 Executive Blvd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 Fax (240) 83 3 8301 
www.mdafederal.com/wx/ 02009 130-60 Day-Outlook, Version 2.1 1 
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Tuesday, October 20,2009 

Two forecasters predict cold winter for eastern US this year 

_ _  - 
Private forecasters WSl and Commodity Weather Group both issued seasonal 
forecasts on Monday that call for%’-colder-than-normal winter in the eastern US. 

WSI expects the November to January period to be colder than normal in the 
eastern and south-central US, and warmer than normal in the western and 
-- north-central portions of the country. 

CWG said weather patterns indicate ‘<more extended and intense cold p e r m  
than seen the last several winters.” 

“Recent changes in Pacific Ocean temperatures, along with other factors, 
such as reduced solar flux, have combined to produce a favorable environment 
for a cold winter in the eastern US this year,” said WSI season forecaster 
Todd Crawford. “Confidence in the cold winter forecast will increase further if 
snow cover builds rapidly at higher latitudes during October.” 

He added that WSl’s current forecast “indicates a relatively benign start to winter, 
followed by a rather active and cold January and February.” 

In November, WSI projects there will be coolerdhan normal temperatures east 
of the Rocky Mountains and much colder-than-normal temperatures in the South. 

WSl‘s December forecast shows warmer-than-normal weather in the Northeast and North- 
Central regions - with much warmer-than-normal temperatures in the Great Lakes region -- 
and colder-than-normal weather elsewhere. 

In January, WSI predicted that east of the Mississippi River, Texas and the south-central US, all 
will see colder than normal weather, with the north-central portion of the US remaining warmer 
than normal and the Southwest remaining cold. 

CWG noted that some in the weather community in the past few weeks believed that the El Nino 
would fade back to neutral, but more recent signals indicate a strengthening. If this winter 
reaches the coldest in a decade status, it would also be colder than any winter in the 
1990s or mid-to-late 1980s, the group said. 

, 

The US National Oceanic Atmospheric Administration last week also called for a cold winter in 
the Southeast and Mid-Atlantic states, with milder weather expected in the West and North- 
Central regions. - Valarie Jackson, Sfeph 
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Earthsat Weather 

rodav’s Forecast: 
SB’s Situated Over RockieslPlains at Mid-Period 

Warm Risk Across East During Mid-Period 

The impressive cold push continues to be depicted in the fore- 
x s t  , but some model differences remain The American en- 
sembles take widespread strong belows into the Plains and 
South during the second half of the period, thus providing thpe  
regions a cold risk during this time. Meanwhile, there couldbe 
stronger ridging occurring across the East during the middle of 
the period. This could allow some occasional much above nor- 
mal temperatures to be seen in the eastern Midwest and North- 
east, in particular. Operational models show a second cold air 
mass impacting the northern Rockies late in the period. This 
seems rushed, however, and should hold off until the 11-1 5 day. 

i 

Forecast Confidence: 6 

A +3F to +4F A +5F to +7F 

B -5F to -7F 

MA +8F to + 1 4 F m  SA +I5 or Higher 

MB -8F to -14F @fd B -3F to -4F SB -15 or Lower 0 
MOA Earthsat Weather 601 1 Executive Blvd., Suite 400, Rockville, MD 20852 Tel (240) 833 8300 (backup: 301- 231-0664) 

Fax (240) 833 8301 www.mdafederal.com/w/ 02009 [Morning Basic-Page 3,  Version 2.11 



Weekly Natural Gas Storage Report 
Energy information Administration @ 

Home > Natural Gas 5 Weekly Natural Gas Sloraga Report 

afictal Energ). Stahstlcs M m e  u s w l - n m m t  

Weekly Natural Gas Storage Report 

Stocks in billion cubic feet (Bd) 

10/16/09 10/09/09 Change 
Region 

2,041 2,030 11 East 

506 504 2 West 

Producing 1,187 1,182 5 

3,734 3,716 18 Total 

- --I_ - .  
j W :  October 22.2009 at 10:30 h M (oaslern lima) for the Wcck Ending Octobcr 16, 2009. 

Ne,, Release: October 29, 2009 

Historical Comparisons 

Stocks (Ed) %Change Stocks (E&) % Change 
Year Ago (10/16/08) 5-Year (2004-2008) Average 

1,979 3.1 1,927 5.9 

443 14.2 441 14.7 

914 29.9 935 27.0 

3,337 11.9 3,302 13.1 

Data 

History (XLS] 

5-Year Averages, Maximum, 
Minimum, and Year-Ago Stocks 
(XLS) 

References 

Methodology 

Differences Between Monthly 
and Weekly Data 

Revision Policy -- 
Related Links -- __ SumGa ry 

Working gas in storage was 3,734 6 6  as of Friday, October lG, 2009, according to EIA estlmates. Thls represents a net 
increase of 18 Bcf from the prevlous week. Stocks were 397 B d  hlgher than last year at this time and 432 Bcf above the 
5-year average of 3,302 Bcf. I n  the East Region, stocks were 114 Bcf above the 5-year average following net Injections of 
11 86. Stocks In the Producing Region were 252 B d  above the 5-year average of 935 Bcf after a net Injection of 5 E d .  
Stocks in the West Reglon were 65 Bcf above the 5-year average after a net addltion of 2 Ecf. A t  3,734 Bcf, total working 
gas is above the 5-year historical range. 

Storage Basics 

Natural Gas Week'y Update 

Natural Gas Navigator 

Working Gas in IJndergroiiirtl Storage Coinlmretl with 5-Year Range 
_ _ _ _ _ ~ -  
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Figure 1 

Henry Hub Price Outlook 
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January 
February 
March 
April 
May 
June 
Jiily 
August 
September 
October 
November 
December 

2005 
6.1 7 
6.09 
6.91 
7.1 9 
6.47 
7.17 
7.57 
9.29 

12.11 
‘13.36 
10.29 
12.98 

Year average 8.80 

Table 1 

Henry Hub Prices: History and Outlook 
(nominal US dollars per MMBW) 

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

6.74 

2007 
6.33 
8.06 
7.1 0 
7.57 
7.64 
7.40 
6.21 
6.30 
5.98 
6.68 
7.01 
7.08 

6.95 

2008 
7.93 
8.46 
9.34 

10.1 1 
11.24 
12.61 
11.32 
8.30 
7.70 
6.75 
6.62 
5.79 

8.85 

Sources: IHS Cambridge Energy Research Associates; Platts Gas Dai/y historical data. 
Excel tables am available in the North Amecican Natural Gas Client Services area at IHSCERAmm. 
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U 
September 25,2009 

Key Implications 

Since lgte last year, then high North American natural gaE'prices have been on a 
collision course with storage inventories that have been rising relative to the five-year 
average, with only the displacement of coal for power generation to soften the impact. 
The long-anticipated collision came in late August, leading to a collapse in regional 
spreads and sending prices at Henry Hub well below $2 per million British thermal units 
(MMBtu) for the Labor Day weekend, although a midSeptember rally has brought 
prices back above $3 per MMBtu. With several weeks left in the traditional injection 
season, volatile prices reflect uncertainty about whether the market has bottomed out. 
Lower year-over-year injections hint at a market rebalance, but can prices sustain a rally 
in the face of still-bearish fundamentals? 

When can a rebalance begin? North American natural gas storage inventories 
at the end of August totaled a preliminary 4,049 billion cubic feet (Bc f )469 
Bcf above the five-year average and 577 Bcf above year-ago levels. The Nor& 
American gas market remains in strong surplus; however, the  year-over-year 
decline in the rate ofinjection sugqests that the rebalancing of the North 
American gas market could be on the horizon. 

Fundamentals suggest that prices will remain low. IHS CERA expects 
the Henry Hub price to average $=per MMBtu this war.  For AECO-NIT 
we project an annual average price of (33.35 per gigajoule (GJ) ($2.99 per 
MMBtu) for 2009. The AECO-NIT price is expected to average only (32.42 
per GJ ($2.03 per MMBtu) in October as Canadian storage inventories work 
down from record high levels. 
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Friday, October 16,2009 

Gap between NYMEX, cash narrows dramatically 

The wide gap that opened earlier this month between the front month NYMEX gas futures 
contract and physical cash prices has been sliced by more than half over the past week, though 
some analysts’predict the two markets will remain relatively far apart bT=month’s end. 

A run of hefty gains in the cash market has helped reduce the extraordinary discount to the 
November contract, hacking the basis down to about 62 cents/MMBtu on Wednesday, when the 
contract closed at $4.436/MMBtu vs. the Henry Hub cash average of $3.815/MMBtu. 

The narrowing spread comes after the November contract took the board at a $1.58/MMBtu 
premium to next-day physical deals at Henry Hub, a gap that grew as large as $2.10/MMBtu at 
one point. 

Analysts point to everything from a spate of cold weather to record storage inventories to some 
abnormal market positions for the gap’s closure. 

“There is historically a tendency toward that movement as a part of the seasonality, but nobody 
has a reasonable explanation for what has happened,” analyst Steven Schork said. “There are a 
number of explanations, but they are all just rumors.” 

(7 

Typically, the front-month contract will converge with underlying cash prices upon the contract’s 
expiration. For instance, the October contract on September 28 rolled off the board at 
$3.73/MMBtu, while Platts’ index for monthly Henry Hub cash was just a cent below that. 

Aided by a cold front that brought near-freezing temperatures to the Midwest and Northeast in 
the past week, cash prices surged nearly $2/MMBtu, gaining on all but one day in the past I O .  

“There’s a lot of concern about the winter season and the bulls get a lift with the cold 
start to the season,” Schork said. “All the ingredients are there: oversold futures, a cold 
October - the stars are beginning to align for the bulls.” 

However, fundamentals may be signaling another move. One cash trader said the price 
gains lately have not been in line with what record storage levels and other market forces 
indicate. 

Storage hit a new high of 3.658 Tcf last week, while pipelines are issuing operational flow orders 
and linepack alerts to handle the pressure. “it’s just bizarre that prices are moving up despite 
the OFOs and all. That seems totally counterintuitive,” the trader said. 

Credit Suisse analyst Teri Viswanath said she expects “storage congestion” to maintain 
downward pressure on cash prices, which in turn should carry over into futures pricing. 0 
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Addinq to the cash pressure, Viswanath said she expects the return of nearly 600,000 
Mcfld of shut-in capacity on Texas Gas Transmission’s Fayetteville and Greenville 
laterals to return to the market soon. She also said high coal stockpiles should favor 
coal-fired generation, thus diminishing incentives for generators to switch to gas-fired 
capacity. 

Gelber & Associates eneray analyst Pax Saunders said the cashlNYMEX divergence is 
primarily a storaae issue. While the sharply lower cash prices might normally see buyers 
jumping into the market “like Uangbusters,” there is very little space still available to 
store gas, he said. 

And while October is typically a light-demand month, “next month could be a whole other story,” 
Saunders said. lJntil trnfundamentals in both markets start to move closer toequilibrium, “the 
NYMEX could cruise up here in the $4.00s/MMBtu.” 

But if cash and futures fail to converge by the end of the month, regulators could take note, 
cautioned Citi Futures Perspective analyst Tim Evans. He said such anomalies often prompt 
calls for a Commodity Futures Trading Commission or Federal Energy Regulatory Commission 
investigation. 

Evans said there are legitimate reasons why the two markets early in the month were so 
dramatically different. But if they fail to meet somewhere in the middle - with NYMEX falling, 
cash rising or a combination of the two -by the time the November contract rolls off the board, 
“that’s going to raise a lot of concerns.” - Jessica Marron, Adam Bennett 
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Tuesday, October 13,2009 

Raymond James ‘not ready to bull up’ on 2010 market 

Uncertainty about the pace-of-economic recovery and the importation of liquefied 
natural gas prompted the energy team at investment bank Raymond James to issue 
another bearish outlook on gas prices, cutting their forecast for next year by 8%. 

“We aren’t ready to ‘bull up’ on 2010 natural gas prices,” the team headed by 
Marshall Adkins said in a report Monday. “We are lowering our 2010 gas price 
forecast from $6/Mcf to $5.50/Mcf to reflect the substantial uncertainties that 
exist for key natural gas supply.and demand drivers.” 

In the shorter term, the team raised its 2009 gas price forecast by 10% to $4.14/McfI 
anticipating a small rebound late this year. 

“So far, the gas market‘s willingness to overlook near-term weakness for an expected price 
recovery in 2010 helped keep gas prices from remaining low,” the report said. “We are still 
expecting a meaningful gas price rebound this winter as bullish gas supply optics and colder 
weather lead traders to a typical winter gas rally.” 

t.‘ 1 

Despite a sharp drop in the rig count, US gas producers have merely idled production by 
npt completing wells or putting them into production - supplies that can be rapidly 
turned on when prices rise, the report said. 

“AS we move into this winter, we also believe there is between 400 to 500 Bcf of supply 
shut-ins and uncompleted wells from the past few months that could re-enter the 
- market,” Adkins’ team said. 

The analysts think the current sense of market tightening has more to do with pipelines 
being constrained rather than a drop in gas volumes. They think supply will only drop 
about 3 Bcf/d in 2010, compared with what they say is a consensus estimate of 5 Bcfld. 

Also hovering over the market is the unknown quantity of LNG that could arrive in underused 
US terminals next year, with several liquefaction trains around the world set to go online in the 
coming months. 

“These new facilities could add up to 5 Bcfld of incremental supply,” Raymond James said. 
“With excess LNG supply already on the water, these new facilities could cause a deluge of 
LNG imports to hit IJS shores, particularly next summer when global gas demand wanes 
seasonally.” - Bill Holland 
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Monday, September 28,2009 

Analyst: Gas to top $7 in second half of 2010 amid supply cuts 

Gas prices will climb above $7/MMBtu in the second half of 2010 as the cut 
in rig counts and natural field declines finally make an impact, Banc of America 
Securities-Merrill Lynch Head of Global Commodities Research Francisco Blanch sa-id. -- 

Friday. 
- 

But in the near term, the US gas market is “in an alarming state,” Blanch said in 
a note to clients. “Storage caverns in the producing region are nearly full. Major 
pipelines have issued imbalance warnings, implying that the market is close to. running 
out of storage capacity.” 

While he’s sticking with a $G/MMBtu average price forecast for 2010, he’s 
increased his forecast for the second half of the year to $7.60/MMBtu, with a first- 
half average of $4.40/MMBtu. 

_- . 
0 

“In our view, the real rebalance has to come from the supply side,” Blanch said. “To 
date, the impact of the sharp rig count reductions is still concealed by rising 
shale gas production. Despite the steep price declines, shut-ins of existing production 
have occurred too slowly. 

“Make no doubt, the market will eventually rebalance,” Blanch concluded. “We expect 
the rig count reductions and natural field declines to drive dry production from a peak of 
58 Bcf/d to 53 Bcf/d by mid next year. Hence, there could be real value opening up in 
the second half of 2010.” - Bill Holland 
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Tuesday, October 13,2009 

Consultant rips optimistic shale gas estimates 

The conventional wisdom of abundant, economic shale gas supplies in the US was 
criticized Monday by an independent consultant, who told the annual meetinq of the 
;$ssociation for the Study of Peak Oil in Denver to make a distinction between resources 
and reserves. 

In a panel on the issue of gas as a game-changer, Arthur Berman, the director of geoscience 
consulting firm Labyrinth Consulting Services, said current operators are underestimating 
the rate of decline from shale gas wells, as well as the cost of developinq them. 

_I - -_ - 

“The only cost that matters is the end marginal cost,” Berman said, and at a $7-$8/Mcf price 
needed to be profitable shale gas would be quoted at a level more than imported liquefied 
natural gas. Prices below that will render projects unprofitable, he added. 

Berman did not dispute a recent Colorado School of Mines estimate that shale gas 
reserves in the US are in excess of 2,000 Tcf. “These are resources,” he said. “They are 
produceable at some cost. But a fraction of them are actuallv reserves, which means 
they can be produced commercially.” 

The pointed comments by Be.rman, who recently penned a widely-read article in World Oil 
magazine about his findings, ranged from detailed reporting of his firm’s own results on studying 
the Barnett and Fayetteville shales to at one point dragging in the ghost of Lehman Brothers in a 
none-too-subtle dig at the promotional efforts by shale companies such as Chesapeake Energy. 

i -  j 

Management of shale producers are promotinq two concurrent miracles, according to 
- Berman: that producing shale qas can simultaneously be low risMhigh reward, and that 
an exeloration venture can have hiQh capital costs and low gas prices at the same time, 
“and still make lots of money.” 

Berman said companies such as Chesapeake have balance sheets marked by “a huge debt 
load, borrowed money and effectively borrowed money through equity offerings. They are 
always writing down assets, always selling assets, and they are more interested in booking 
reserves than making money.” 

Berman’s panel also featured Peter Dea, a former CEO of both Barrett Resources and Western 
Gas Resources, and now president and CEO of Cirque Resources, a Denver-based exploration 
company. Dea spoke prior to Berman and gave a conventional overview of US gas reserves, 
which he called an ‘American treasure.” 

In a brief Q&A session following the panel, Dea addressed Berman’s critical comments of 
existing management at shale gas companies. He said there have been some “overstatements” 
of reserves by some companies but said technology and efficiency increases are still under 
development. Ultimately, despite “disappointments,” the industry will be profitable, Dea added. 0 

23 
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Of a USGS estimate of the Barnett Shale that the formation holds around 26 
-- Tcf of recoverable resources, Berman said his firm estimates that only about I O  Tcf 
will be produced - and of that, 70% will be noncommercial even at a $7 to 
$8/Mcf price. Decline rates are rapid in the shale plays, but Berman said they are 
far steeper than producers estimate. -John Kingston 

- . .... 

i 

._ 
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! Short-Term Energy and Winter Fuels 
Outlook 
October 6, 2009 Release 

Natural Gas 

US. Natural Gas Consumption. Total natural qas consumption is projected to decline by 2.0 percent in 2009 
and 0.2 percent in 2010. Weak economic conditions continue to hamper the industrial sector,where the 
most recent data show natural gas consumption is down by 12.4 percent throuqh Julv compared with the 
same period last year. With lower consumption in the residential and commercial sectors as well, natural gas use 
in the electric power sector continues to serve as the only demand outlet for increased natural gas supplies EIA 
data indicate that electric-power-sector natural gas consumption increased by 0.4 percent in 2009 through July, 
compared with the same period in 2008, despite a 5.3-percent decline in total electricity generation over the same 
period. Sustained low natural gas prices are expected to prolong the preferred use of natural gas in place of coal for 
electricity generation in some regions until space-heating demand picks up this winter. 

EIA expects natural qas consumption growth in the commercial and industrial sectors in 2010 to be offset 
by a decline in the electric power sector. In addition to the assumption of fewer cooling degree-days next 
year, hiqher relative natural qas prices and the start-up of new coal-fired qenerating capacitv are all 
expected to contribute to a reduction in natural-qas-fired electric qeneration in 2010. 

US. Natural Gas Production and Imports. EIA expects total U.S. marketed natural qas production to 
increase bv 1.5 percent in 2009 and decline bv 3.8 percent in 2010. Marketed natural gas production in the 
Lower48 States rose by 2'9 percent this year through July, compared with the same interval in 2008, despite a more 
than 40-percent decline in the working rig count since the start of the year. While production has remained 
stronqer than expected through much of this year, EIA expects the pullback in drillina to lead to a 3.6- 
percent decline in Lower48 production from the first half to the second half of 2009. In addition to the natural 
rate of decline from producing wells, the current forecast assumes some additional production curtailments as 
natural gas inventories begin to swell toward capacity limits this month. Although the working rig count has begun to 
increase slightly in recent weeks, EIA expects domestic natural=production to continue to fall. with 
marketed production durinq the first half of 2010 to averaqe about 1.8 billkn cubic feet (Bcfl per dav lower 
than the second half of 2009. However, economic recovewand increasinq demand next year are expected 
to push prices up and provide the incentive for increasinq production later next year. 

(. 3 

U.S. liquefied natural qas (LNG) imports increase to about 471 Bcf in 2009, from 352 Bcf in 2008, and rise 
about 660 Bcf in 2010. Higher LNG import levels may bccur on a temporary basis as cargoes are redirected from 
Europe, where storage is reaching capacity and prices have declined. EIA expects that the startup of several large 
LNG supply projects in 2010 will lead to an increase in U.S. LNG imports, although previous supply additions abroad 
have been slowed by construction delays and feedgas shortages that contribute to EIA's present uncertainty about 
the future of current projects. 

Global Crude Oil and Liquid Fuels 

GlobalPetroleum Overview. Sustained economic qrowth in China and siqns of a turnaround in other Asian 
ccuntries continue to fuel expectations of a qlobal recovery in world oil consumetion. EIA has revised its 
expectations for world oil consumption upwards by 0.2 million barrels per day (bblld) forthe remainder of 
2009 and for 2010, in large part because of the revision to Asian growth. However, EIA has not revised its 
WFI oil price projections upward because ample oil supplies remain on the market Oil inventories remain 
hiqh and EIA expects oil production by the Organization of the Petroleum Exporting Countries (OPEC) to  
increase as well. 

EIA expects the price of West Texas Intermediate WTI) crude oil to average about $7- barrel this winter 

! 
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/October-March), a $19 increase over last winter. The forecast foraveraae WTI prices rises gradually to 
about $75 per barrel by December 2010 as US. and world economic conditions improve. EIA's forecast 
assumes U.S. GDP grows by 1.8 pefcent in 2010 and world oil-consumption-weighted GDP grows by 2.6 percent. 
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Duke Energy 

Hedging Program 

December 2009 - February 2010 

November 3,2009 

e At the October 23, 2009 Hedging Meeting, a decision was reached 
not to hedge additional volumes due to the recent run-up in NYMEX 
prices, however, at that time it was stated to monitor the market for 
significant price movements. 

0 NYMEX prices for the December 2009-February 2010 strip have 
decreased significantly from the October 23, 2009 meeting of $6.004 
to $5.068 based on November 2nd’s closing price. 
On November 3,2009, Jim Henning, Jeff Kern and Steve 
Niederbaumer met to discuss additional hedging in light of current 
market conditions. 
Information reviewed included pricing information and the current 
positions in both the Ohio Hedging Program and the Kentucky 
Hedging Program. 
After discussion, a determination was made to hedge additional 
volumes in Ohio and Kentucky converting FOMl base gas to a fixed 

( --‘, 

price. 
A bid was received from 
convert portions of FOMl base gas to fixed rate gas in Ohio and 

and accepted by Duke Energy to 

Kentucky for the months of December 2009 through February 2010. 
The rate accepted was 
February in Ohio and thlday for December through February 
in Kentucky. 

thlday for December through 
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GAS ONLY I TUESDAY, NOVEMBER 3,2009 

share they own and roughly $3S/Encores share worth of Denbury stock. 
Shareholders will be given the option to vary the mix of cash and stock within 
the limit of the total deal being 70% stock and 30% cash, executives said. \9 Settlement HI@ Low +/- Volume 

oec2009 4 824 5.115 4.817 -22.1 92611 
I h e  combined company will be 66%1 owned hy Denbury shareholders and T,an 2010 5 162 5.448 5.155 -22.8 30294 

33% by rncore shareholders with Denbury's senior management staying in charge 
of the company, Denbury said 

employees to stay with the combined company. 

has pobtponed its scheduled Q3 earnings and conference call from Tuesday to 
Thursday this week as a result of the deal - B i l l  Holland 

Denbury executives said Monday thev expected most of Encore's present 

7 he combined company will be known as Denbury Resources Inc. Denbury 

Devon to multiply Haynesville rigs . . . /mmpuge J 

"With a flow rate of more than {30,000 Mcf/d], we believe the Kardell well 
is the highest rate well ever drilled in the Haynesville Shale," said David 
Hager, Devon's executive vice president of exploration and production. "This 
is clearly a very positive development for the southern portion of the 
Haynesville Shale play." 

southern portion of the play. "Our longer-term objective is to continue to system- 
atically evaluate and de-risk our entire Haynesville Shale position," he added. 

Devon spokesman Chip Minty said the company currently operates one rig in 
the area, having scaled back operations due to [ow commodity prices. 

Devon holds 4?,000 net acres in the southern Haynesville, mostly in San 
Augustine and Sabine counties in Texas and Sabine Parish, Louisiana, where it has 
a 100% interest in its primary term leases. 

The company holds some $70,000 net acres in the greater Haynesville trend 

Hager said the company would go to a five-rig program next year in the 

(7 of East Texas and North Louisiana. Devon said it owns interests in more than 
1,800 producing wells in the Carthage area, where it first began drilling in the 
Haynesville. It has previously drilled eight horizontal Haynesville wells in the 
greater Carthage area and has identified about 950 risked drilling locations in 
the area. - Stephoriie Seuy 

RBS may have to sell Sempra JV interest *. . ~ u m p Q s c  I 
2012. We also understand that any forthcoming divestiture order from the 
European Commission is expected to allow for an orderly transition, comply 
with our joint venture agreement and be executed in a matter that would rnaxi- 
mize the value of the business. 
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Historic Prices: 

12 

Nav 
Dec 
Jan 
Feb 
Mar 

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

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

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

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

............ May -... 
June 
July 

Sept 
Oct 

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

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

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

NYMU: C 

5-yr. avg. 
04/0548/09) 

$8.47 
$8.31 
$7.36 
$6.82 
$6.79 
$7.06 
$7.21 
$7.02 
$7.37 
$6.68 
$6.87 
$7.15 
$7.26 

sing Price 
Last Year 
(2008-2009) 

$6.47 
$6.89 
$6.14 
$4.48 
$4.06 

=$3.63 
$3.32 
$3.54 
$3.95 
$3.38 
$2.84 
$3.73 
$4-37 

$4.880 $6.492 
Month Avg 7 - - - -  $4.574 $6.062 

NYMEX 
!2-Oct-09 

$5.100 
$5.793 

$6.067 
$6.037 
$6.073 
$6.133 
$6.21 3 
$6.286 
$6.337 

---.- 

I-- I 

$8.00 

$7.00 

$6.00 

$5.00 

$4.00 

$3.00 

I $9.00 

Nov C)ec Jan Feb Mar Apr May June July Aug Sept Od  
--_1__ 

1 

Hedged Prices 
Ohio Kentucky - 

-- 



Case NO. 2008-175 
Attachment A 

Page BCH49hoo9 

Duke Energy Kentucky 
Hedging Program 
Current Position 

System ___- Hedged to Date . Next Target (10/31/09) 
Total Required Allowed 

Month Dthlmo Dthlday Dthlmo dthlday dthlday 
Delivery Supply - 

Summer 201 1 
Target Levels By March 31, 2010 



CXW NO. 2008-1 75 
Attachiiient A 
Page 183 of 306 

N O M  predicting above average (emperalures for 4ec 2009-Feb. 2010 
Long for most of Ihe continental United Stales with below normal temperatures 

in the south-easIem/cenlral states. 

Long December predicted lo be 5 7% warmer than 10 year normal and January 
IS predided lo be 4.6% colder than 10 year normal 

Long Term Forecasl ( 4 s  09-Feb 10) 4 
+-+ Mid Term Forecast (3060 days) 

11 

12 

. .  

Energy Information Administralion 
Summer2010: $4.636 
Winter 2009/10: $4.602 

Wlh a growlng economy and expected decfease in gas production, Ihe 
Long projected Henry Hub annual average spol prke increases from $3 71 per 

MMBlu in 2009 10$4.06 In 2010. 
t 

Tochnlcal Anabsls 
Winter 200910,Strip Chart t Shwt Closed atS4.71.. 

Winler 20101 1 Strip Chad t Sho? Closed at $6.27. 

Summer 2010 Sldp Chart t Short Closed at $5.14 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Date . m T a r g e t  (3/31/10) 
Delivery Supply - Total Required Allowed 
Month Dthlrno Dthlday Dlhlmo dthlday dth/day 
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COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

I 

sing Price 

Last Year 
(2008-2009) --__ 
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$6.14 
$4.48 
$4.06 
$3.63 
$3.32 
$3.54 
$3.95 
$3.38 
$2.84 
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Historic Prices: 
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EarthSat's 30-60 DaV"Uu%ok 
Wednesday, November 11,2009 

+2.0 to +2.9 23.0 

orne warm changes in the West 

Moderate El Niiio still expected 

warm across much of the US in December as 
confidence in a moderate El Niho increases. Warm changes were Seen 
particularly in the West with more aboves In the Northwest, and also in the 
Southeast with marginal belows limited to the coast. SST anomalies in the 
central Pacific continued to rise since last week, with region 3.4 region 
reported at 1 7C on Monday. While this technically is wilhin the strong 
range. we do not exped it to remain at this level and have already seen a 
slight decrease fmm its peak. With the El Niho numbers as high as they are 
and with a near-neutral PDO, we expect ENSO to be the main driver of the 
forecasl. at least for December. That having been said, with such a slub- 
born pattern in November, that may leave room for more volatility in the 
pattern in December, parlicularly in the East where we don't exped tem- 
peratures to be quite anomalously warm. The statistical correlation relating 
cold Octobers to warm Decembers also helps increase confidence in the 
overall forecast 

Nov GWHDDh Forecasts '1OY Normal updated to 99-08 

I Change: 'Nallonat GosWelghtod HODS 

-2.0 to -2.9 23.0 

'V'oUS :x I Greater coverage of aboves 
in western Canada 

Warmer in the Northwest 

Widespread warmth continues in the January forecast. with warmer changes 
noted across much of the northem tier. Confidence continues to increase in a 
moderate El NiAo, though as we mentioned last week, that scenario brings 
about several different possibililies. Our LongCast model uses statistical 
analysis to find the years that had the most similar El Nifio patterns as the 
current ones and weights those years accordingly. Currently, it appears that 
2002 and 1994 are the dosest fits from an ENSO standpoint alone. These 
years combine to produce an outlook similar to ours. though cooler in the 
East (a refledion of 2002). To break it down further, these years showed the 
morith beino solit between a vew warm fir;\ half and cooler second half. W e  
exped a similar outcome as it IS typical 

Dec GWHDD* Forecasts VOY Normal updated to  93-03 
1OY Normal" 914.9 

Jan-2009 1026.2 

-_ -- 
Jan 2010 Fcst: ioyN?rma! . ??:6 

I I. . .. 

Change: -5'0 'Notional Go$-Weighted HDDs I 

MDA Earthsat Weather 601 1 Executive Blvd , Suite 400, Rockville, MD 20852 Tel (240) 83 3 8300 Fax (240) 833 8301 
www.mdafederaI.com/wx/ 02009 130-60 Day-Outlook, Version 2 11 
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2 306 Earthsat’s 6-1 0 Day Foreca’%dSeIalled 
Earthsat Weather 

Early Cut-off Low Lacking a Cold Air Connection 

A cut-off low early on in the forecast period could bring some 
belows to the southern Plains but its lack of any cold air con- 

Forecast Confidence: 8 * 

- -  

Forecast Confidence: 6 

MDA Earthsat Weather 601 1 Executrve Blvd, Suite 400, Rockville, MD 20852 Tel (240) 833 8300 (backup: 301- 231-0664) 
Fax (240) 833 8301 w\vw rndafederal.com/w/ 02009 (Morning Basic-Page 3 ,  Version 2.11 
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weeKiy ivarurar was atorage Kepon 
Energy Infarmation Administration 619 

Home Nalqral Gas , Weekly Natural Gas Storage Repon 

;Jfficml Eneryj sawtics h. h e  s ~ ~ e m n ~ n t  

Weekly Natural Gas Storage Report 

Stocks in b i l l i on  cubic fee t  ( O c f )  

Region 11/06/09 10/30/09 Change 

East 2,093 2.085 8 

West 521 514 7 

Producing 1,199 1,189 10 

To ta l  3,813 3,788 25 

RelPI%SS€t!!@?lLt: 
Sisn Up lor Email Uldates 

Histor ical  Comparisons 

Stock+ (EM) % Change ___ Stocks (Ed) %Change 
Year A& (1~ /06 /08)  5-Year (2004-2008) Average 

2,037 2.7 1,975 6.0 

467 , 11.6 454 14.8 

960 24.9 976 22.8 

3,463 10.1 3,404 12.0 

Summary ---. 
Working gas in storage was 3,813 Bcf as of Friday, November 6, 2009, according t o  EIA estimates. This represents a net 
increase of 25 Bcf from the prevlous week. Stocks were 350 Bcf higher than last year at  this time and 409 Bcf above the 
5-year average of 3,404 Ed. In the East Region, stocks were 118 Bcf above the 5-year average followlng net injections of 
8 Bcf. Stocks in the Producing Region were 223 Bcf above the 5-year average of 976 Bcf after a net injection of 10 Bcf. 
Stocks in the West Region Were 67 Bcf above the 5-year average after a net addltion of 7 Bcf. A t  3,613 Bcf, total working 
gas is above the 5-year historlcal range. 

Working Gas in Uridergrorintl Storage Coinpared with 5-Year Range 
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0 
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References 

Methodology 

Differences Between Monthly 
and Weekly Data 

Revision Policy 

Rel.a&d. Links 

Storage Basics 

Natural Gas Weekly Update 

Natural Gas Navigator 

Note: The shaded erea Indicates the  range between the  hlstorlcal minimum and max imum values f o r  the  
weekly series from 2004 through 2008. 
Source: Form EIA-912, "Weekly Underground Natural Gas Storage Report," The dashed vert ical  l ines Indicate 
current and year-ago weekly periods. 
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Friday, October 30,2009 

Analysts differ sharply on 2010 gas price outlook 
While two energv analvsts agreed Thursday that the US g a s  market is gradually coming into 
balance, they expressed sharply different views on  what effect that would have on  prices. 

_ -  
-’Tudor Pickering Holt Managing Rirector David Pursell predicted a sharp recovery in gas prices next 

year, to an average of $7.50/Mcf, due to theimDact of drilling cuts  and an economv-driven 
increase in demand. 

David Pruner, Wood Mackenzie’s head of global gas and power account management, aqreed that 
production cuts are  keeping a floor under prices, but he was more pessimistic about the pace of 
economic recovery, savinq q a s  prices would average iust $4.85/Mcf next year. 

“The US economy drives qas  demand,” Pruner told an audience of more than 400 at Platts’ second 
annual Appalachian Gas Conference in Pittsburgh Over the longer term, Pruner predicted that qas  
would trade in the $5 to $6.50/Mcf range for much of the next decade. 

The good news for producers in the Marcellus Shale and similar unconventional gas plavs is that 
the  industw can still make monev at  those prices, Pruner said “There are major cost reductions in 
shale,” he said, adding that the industry‘s experience shows producers reducing their drilling costs by 
25% as those plays mature and getting better at extracting gas from the rock formations. 

“Costs will come down to about $3 to $4 millionlwell,” he predicted, adding that the Marcellus’ geographic 
location next to the gas-consuming Northeast corridor virtually guarantees that gas will sell at a premium 
to other markets. 

( -1 

Meanwhile, Pursell told the conference that cuts  in the riq count have already trimmed I Bcfld of 
onshore production and  ultimatelv could reduce North American q a s  supplv bv 10% in 2010 - 
bolstering his projection of $7.50/Mcf g a s  next year. 

He said his analysis shows a further 5% drop in supply in 201 1 and another 3% decline in 2012. That, 
combined with growing demand, underscored his prediction that gas will trade in the $5 to $8/Mcf range 
long-term. 

Pursell said Tudor Pickering divides the US into 32 separate production regions and its analysis shows 
onshore conventional production is falling sharply, particularly in South Texas and the Rockies. 

In contrast, production in the East region has doubled, driven by Marcellus Shale development, Pursell 
said. And shale will continue to contribute more to North America’s gas supply each year, up to 21 
BcWyear by 2013, he predicted. 

Pursell cautioned attendees that while stable prices are good news for low-cost production plays such as 
the Marcellus, “shales are tough,” and full-scale development of the Marcellus and Haynesville will tax the 
industry’s abilities in engineering and geology at a time when there are fewer energy engineers 
graduating from North American colleges. - Bill Ho//and 
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Tuesday, October 27,2009 

Denhard t  raises Q I  price forecast, says normal winter won’t t ighten marke t  

While weather will certainly play a role in gas prices during the heating season,  one  
analyst said Friday that he stronqly disagrees with those who say a normal winter will 
tighten the market and raise prices. 

Ron Denhardt, vice president at Strategic Energy & Economic Research, said he has reviewed 
a number of models, and most support the notion that if weather is normal, t h e  heating 
season  will still end with record levels of gas in storage. 

- ___ - 

He estimates that 1.8 Tcf will be left in inventory at the end of March 201 0 assuming a normal 
winter, compared to 1.656 Tcf last March and a five-year average of 1.486 Tcf. Denhardt noted 
that there is “significant downside price risk with normal weather” due  to the lame 
storage inventorv. 

However, Denhardt raised his own projection for the first-quarter 2010 average Henry 
Hub price to $5.50/MMBtu from the $4.80/MMBut he forecast a month ago, “because of 
the possibility of colder than normal weather and the impact of the flow of funds.” 

Until and unless there is strong downward pressure on the natural gas market because of the 
need to cycle storage in March, prices can increase substantially without any significant impact 
on the supplydemand balance,” he said. 

Denhardt said gas and oil prices are being supported by concerns about the loss in the value of 
the dollar, “in spite of the fact that the supply/demand balance for both markets is very loose.” 
Gas prices are also finding support because of the possibility for a colder than normal winter, he 
added. 

Denhardt said that when storage operators begin calling for mandatory drawdowns, it could put 
strong downward pressure on prices in March and possibly even February. A 5% change in 
heating degree-days causes about a 250 Bcf change in gas consumption during the 
heating season, he noted. 

For the non-heating season, Denhardt said gas prices need to be high enough to increase 
drilling in order to assure sufficient gas storage by the end of next year. t le noted that 
US gas productive capacity declined about 0.5 Bcfld from the end of June through August, and 
will fall another 2 Bcf/d by the end of March 2010 - amounting to a 6% annual 
decline rate that is “well above historic experience.” 

With normal weather, non-heating season prices will have to average about $5.75/MMBtu to 
balance the market, Denhardt said. - Stephanie Seay 

0 



C:ISC NO. 2008-1 75 
Attachment A 
I’age 197 o f  306 

Friday, November 13,2009 

Analyst: Rig count needs to rise 50% to meet impending demand increase 

The number of rigs actively drillinq in the US needs to grow by about 50% to meet a 1 Bcfld annual 
gas demand increase expected to start next year, an industry analyst said Thursday. 

“The industqF3b broken at 1,000 rigs total,” Dave Pursell, managing directmiof Tudor, Pickering Holt, said 
at a meeting of the Houston chapter of the International Association of Energy Economics “We think that_ 
in the near term, the current rig count is unsustainably low.” 

He said the industry needs about “1,500 rigs total to keep production up to meet a 1 Bcf/d per-year 
demand growth,” Pursell said. And even that would be sharply below the number of rigs operating at the 
height of 2008’s drilling boom. 

“We don’t need 2,350 total rigs drilling for oil and gas like we did last year,” Pursell said. The increasing 
importance of shale gas as part of the overall US supply picture will mean the need for “fewer rigs in 
fewer places.” 

I 

The analyst said his long-term price projection “is a lot lower” than the average prices seen in 2008. “An 
$8[/Mcfj price is off the table,” he said. ”We’re probably a little bit more optimistic on gas prices in the near 
term. As declines kick in and the market tightens, prices will go up.” 

Pursell estimated that 2010 qas production could decline by as much as 10% and drop another 5% 
in 2011 based on curKent drillinq levels. “Gas prices have to rise to entice more drilling,” he said. 

Conventional onshore gas production has been on the decline since early this year, Pursell said, adding 
that producers are voluntarily curtailing volumes in two ways: by shutting in wells and by drilling wells but 
not completing them. 

C.) 

He noted that Gulf of Mexico gas production has declined by half in the last eight years, from 14 Bcfld in 
2001 to 7 BcWd today, while production from shale.plays has increased from about 1 Bcfld to between 7 
Bcf/d and 8 Bcfld over the same period - effectively offsetting the Gulf decline. 

”People have left the Gulf because it‘s not a growth basin,” Pursell said. 

The increasing importance of shale gas has led to a dramatic increase in the number of horizontal wells 
drilled over the last eight years, Pursell said. In 2001, about 5% of 
all gas wells were drilled horizontally, while today that figure is closer to 50%. 

And as shale gas activity ramps up, “you almost double the number of horizontal rigs in shale plays from 
what we saw in September of last year,” PurseJl said. 

Producers will see drilling costs remain fairly low even as the rig count inches higher, Pursell predicted. 
“You’ll tend to have the higher-horsepower rigs running, but the 
fact that you’ll have 825 rigs sitting in the yard will be an anchor on day rates.” - Jim Magill 
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Short-Term Energy Outlook 
November 10,2009 Release 
(Next Updaie: December 8, 2009) 

Natural Gas 

US. Natural Gas Consumption. EIA projects total natural qas consumption to decline by 1.9 percent in 2009 
to 62.2 billion cubic feet (Bcf) per dav and by another 1.1 percent in 2010. While the broad economic downturn 
led to a drop in total consumption in 2009, low prices have contributed to a 2-percent increase in natural qas 

2008. The recent increase in natural gas prices has contributed to a return to normal seasonal levels of 
natural qas consumption for electric power generation. EIA expects natural gas use in the electric power sector 
to remain near normal in the coming months as the onset of winter weather and the corresponding increase in space- 
heating demand lead to higher prices. 

._. __ - use in the electric power sector from Januan, throuqh Auqust of  this year compared with the same period in 

A larqe decline in electric power sector consumption of natural gas in 2010 is proiected to more than offset 
natural gas consumption qrowth in the residential, commercial, and industrial sectors. The anticipated 
addition of new coal-fired generating capacity combined with higher natural gas prices should reverse the coal-to- 
natural-gas switching trend that accounted for the large increase in electric-power-sector natural gas consumption 
this year. 

US. Natural Gas Production and Imports. EIA expects total U.S. marketed natural gas production to increase 
bv 2.8 percent in 2009 and decline bv 3.8 percent in 2010. While working natural gas rigs have declined by more 
than 54 percent since cresting at 1,600 late in August 2008, marketed natural gas production in the Lower48 non- 
Federal Gulf of Mexico has only declined by 0.6 percent between January and August. The natural gas rig count is 
on the rise again after bottoming out in mid-July 2009, according to Baker Hughes. Nonetheless, EIA still expects 
that the reduced drillinq rates and steeper decline rates from new wells brought on stream in.2009 will lead to 
lower levels of production during 2010. 

( 

EIA expects pipeline imports of natural gas to decline by 13 percent in 2009 and 7 percent in 2010 based on lower 
expected production and higher consumption in Canada. Pipeline imports have averaged about 1 Bcf per day below 
year-ago levels all year, dropping considerably in the most recent months. 

US. liuuefied natural gas (LNG) imports increase to about 470 Bcf in 2009 from 350 Bcf in 2008 and rise to 
- about 660 Bcf in 2010 in this forecast. Although winter weather in the Northern Hemisphere tends to increase 
global LNG demand and limit cargoes available for the United States, the recent start-up of new liquefaction projects 
in Qatar and Yemen may lead to higher US. LNG import flows before the year is out. The increased supply of LNG 
brought about by the start-up of several large LNG supply projects in late-2009 and in 2010 contributes to an increase 
in the outlook for U.S. LNG imports next year. However, the timing of these new liquefaction additions is extremely 
difficult to judge. In the past, projects have been delayed and postponed for significant lengths of time as a result of 
feedgas shortage and construction problems. 

Global Petroleum Overview. Sustained economic growth in China and other Asian countries is contributinq 
to the beqinnings of a rebound in world oil consumption. leadinq EIA to  revise its expectations for world oil 
consumption upwards for the second consecutive month, with consumption qrowth increased bv 0.1 5 
million barrels per day (bblld) for both 2009 and 2010 compared with the last Outlook. Although Organization 
for Economic Cooperation and Development (OECD) oil inventories-(as measured in days-of-supply) remain high, 
optimism for a continued ermomic turnaround combined with the impact of Organization of the Petroleum Exporting 
Countries' (OPEC) production cuts have driven oil prices higher. However, if the economic recovery stalls and oil 
consumption does not rebound, oil prices could weaken given the high level of inventories. 

- 
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NOAA predicting above average temperatures for Dec. 2009-Feb. 2010 
Long for most of the continental United States with below normal temperatures 

in the soulheastedcentral states. 

January predicted to be 4 5% colder than 10 year n m a l  and January is 
predicted to be 6 0% colder than 10 year normal 

Long Term Forecast (Dec 09-Feb 10) 4 
Mid Term Forecast (30.60 days) 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
December 16,2009 

10 

11 

I I price lTerm I Comments - Pressure 

Storage withdraws (1st of the season) for the week ending December 4th 

than last year and 15 7% higher than the 5 year average 
1 Long were 64 BCF. Storage levels are at 3 773 TCF which is 14.3% higher 

-- 
EIA Weekly Storage Report 14 

-- 

Gas Daily 
-- 

Gas Daily 

__I_- - 
Gas Daily 

rch Assou.ates ining drilling activity at 
ions. CERA projecting 

. , .  I. 

1 Long conventional rigs Goldman Sachs forecasts 2010 NYMEX price to 16 
average $6/MMBTU and $6.50/MMBTU for 2011. 
Falling marginal well costs and a bright future for shale plays mean most 
producers will continue drilling if gas prices remain at about $5/Mcf. The 

Long bottom line is that long-term, the marginal 1JS gas well cost curve will be 
pushed steadily lower over the next several years. 

Gas production volumes will fall far less than expected because of 
Long increased output from shale plays The decline in 2010 will be 2.4 Bcfld, 

4 l7 

4 18 

U 

- 

t 

t 

.I 1 half of what some enalysts have forecasted. 

. -  
2- I 

Government Agencies 

, -  

EIA: Natural gas consumption is projected to decline by 1.9sl, in 2009 and 
0 4% in 2010 A return lo normal weather and expectations for economic 
growth are the drivers for consumption inueases in residential, 

Long commercial and industrial sectors in 2010. A large decline in electric 
generation's consumption in 2010 is projected to more than ofisat 
consumption growth in the other sectors. 
EIA: Total U S  marketed natural gas production is expected to incfease 
by 3.7% in 2009 and fall by 3.3% in 2010. The recent dip in September 

Long production appears to be the result of shut-ins. maintenance, and pipeline 
constraints. as opposed to declining field productivity. 

Expectations of a continued global economic turnaround have buttressed 

real GDP wows bv 2.6% in 2010. 

23-24 

- 

23-24 

Long oil markets, and this Outlook assumes world oilconsumption-welghted 23-24 

Wlnter 2009-10 Strip Chart 

Winter 2010-11 Strip Chart 

Summer 2010 Strip Chart 
- 
-I__. 

3conomy 

Demand 

Oil Markel 

-7 .- 
Meeting Minutes: 10th Floor North Conference Room - 1:00 pm 

Attendees: Patty W8/ker, Jim Henning, Jeff Kern, Mitch Marfin, Mike Brumback, and Sfeve Niederbaumer 

Discussed the results of the two deals completed on November 17, 2009 In additlon. discussed current market conditions including weaher 
forecasts, storage levels and various analysts projections as well as EIA's forecasts for natural gas and oil markets Based on the discussion, as 
well as the current position of the Hedging Program. no additional hedging is proposed L - __. 
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TO CURRENT FUTURES PRICES 

$4.380 
$4..%0 
$4.430 
$4.470 
$4.360 
$4.150 
$4.080 
$4.090 
$4.220 
$4.680 
$5.000 
$5.460 

Jan 

-__. 

Feb 
Mar 
................ APr 
................ May 
June 
July 

Sept 
Oct 
Nov 

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

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

Dec 

Historic Prices: 
NYMU(  C 

5-yr. avg. 
(04/05-08/09: 

$7.36 
$6.82 
$6.79 
$7.06 
$7.21 
$7.02 
$7.37 
$6.68 
$6.87 
$7.1 5 
$7.80 
$7.62 

sing Price 
Last Year 
(2008-2009) 

$6.14 
$4.48 
$4.06 
$3.63 
$3.32 
$3.54 
$3.95 
$3.38 
$2.84 
$3.73 
$4.29 
$4.49 
$3.99 -- Month Avg $7.14 

Summer Average 

24-Nov-09 I 8-Dec-09 1 16-Dec-09 

$5.332 
$5.402 
$5.437 
$5.452 
$5.494 
$5.555 
$5.635 
$5.712 
$5.757 
$5.892 
$6.282 
$6.662 _-- .E, 
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Hedaed Prices 
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Earthsat's 30-60 DaVUbW'bok 

ous 
Still favoring warmth overall 

Low confidence forecast 

Despite December panning out much colder than initially expected, there 
were very few changes to the January outlook. Only a few minor cod 
tweaks were made to the East. The past few months have attemated above 
and below normal. with a very cold October and (likely) December and a 
very warm November in between The AO has generally followed suit. 
coming in largely negative throughout October, positive for the majority of 
November. and now negative through December. Blocking has turned out 
to be the main driver of the weather SD far this month, with El Nifio taking a 
backseat and allowing for Arctic intrusion into the 1JS. The main question 
will be whether or not blocking will remain in the driver's seat through the 
winter or if El NiAo will come back as the main player. Blocking has not 
shown a tendency to last more than 3-4 weeks at a lime over the past 
several months. and if  it does indeed break down we should see a more 
typical El Niiio January with widespread warmth. However, given how 
things have played out thus far. confidence is low. 

Jan GWHDD* Forecasts '1OY Normal updated to 99-0@ 

Change: +*-O 'Nalional Gas-Weighted HDDs 

I 

Wednesday, December 09, 2009 
Forecaster: SS/BH/TH 

I t b . .  

., Da.1 to -0.4 -0.5 to -0.9 4.0 to -1.9 
1 - 2 0  to -2.9 53.0 

Cold outlook continues 
in the East 

Confidence remains low 

February remains unchanged with a cold outlook still fawred in the East and 
generally seasonal to warm weather in the West Confidence in the forecast 
remains low due to the uncertainty of El NiAo as a driver of the forecast We 
had expected more of a back-loaded winter this year as most of the preferred 
El Niiio analog years showed a pattern where Arctic air finally was allowed 
into the US, particularly the eastem half. Winter has started out colder than 
expected, but that doesn't discount the possibility that it will also end cold. 
The map on the bottom right shows a historical 
composite of Februarys in El Niiio years that are 
similar to the current and expected Pacific pattern. 
This pattern will become more likely if the north 
Atlantic blocking that we saw in October and De- 
cember returns again, which would be possible 
given its periodicity of late. 

Feb GWHDD" Forecasts N m a l  upslated, to 99-08 bb;4;;'j - _  776.8 

Fe b-2O09 738.0 
826.0 :li. .i -EL$ 

~ - _ - .  ..&- 

Change: *O*O 'Nalional Gas-Welghled HDDs 

Feb 2010 Fcst: 

MOA Earthsat Weather GO1 1 Executive Blvd., Suite 400, Rockville, MD 20852 Tel(24Q) 833 8300 Fax (240) 833 8301 
www.mdafederal.com/wx/ 02009 1.30-60 Day-Outlook, Version 2. I ]  
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Today’s Forecast: 
Mid-Continent Has Colder Potential Late 

Brief Warm Up Possible in MW & East 
, 

Overall, the cold pattern persists across much of the country, 
and models are in good agreement with this aside from some 
day-to-day details. The eastern portion of the nation still holds a 
cold risk with the potential for more much belows to be seen 
through Day 7 However, a warming trend is aiming to occur in 
the Midwest and East mid to late period. This short-lived warm 
up potential is depicted by the most recent European operational 
model. The next cold air mass diving through the Rockies for the 
second half of the period could bring a colder risk for the Mid- 
Continent late. 

A +3F to +4F 

B -3F to -4F 

A i5F to +7F 

B -5F to -7F 111 MB -8F to -14F m SB -15 or Lower 
MA +8F to +14Fm SA +I5 or Higher 

MDA Earthsat Weather 601 1 Executive Blvd, Suite 400, Rockville, MD 20852 Tel (240) 833 8300 (backup: 301- 231-0664) 
Fax (240) 033 8301 WWW rndafederai com/wx/ 02009 [Morning Basic-Page 3, Version 2.11 

1.2 

Forecast Confidence: 5 
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Tuesday, December 1,2009 

Atlantic hurricane season  mildest since 1997 d u e  to El Niiio: NOAA 

The 2009 Atlantic hurricane season, which officially ended Monday, had the fewest named storms 
since 1997, thanks in part to El Nirio conditions that developed in mid-summer, the National 
Oceanic and Atmospheric Administration said. 

NOAA said nine named s t o e s  formed this year, includinq three hurricanes, two o f x i c h  were 
major hurricanes of Category 3 strength or above. The agency said these numbers fall within the 
ranges predicted in its mid-season outlook issued in August, which called for seven to 11 named storms, 
three to six hurricanes, and one to two major hurricanes. 

___ 

An average season has 11 named storms and six hurricanes, including two major hurricanes. 

“The reduced activity was expected and reflects the development of El Nitio during the summer,” Gerry 
Bell, lead seasonal hurricane forecaster at NQAA’s Climate Prediction Center, said in a statement. “El 
Nitio produced strong wind shear across the Caribbean Sea and western tropical Atlantic, which resulted 
in fewer and shorter-lived storms compared to some recent very active seasons.” 

I 

Two systems, Claudette and Ida, brouqht tropical storm force winds to the US mainland, the 
aqency said, adding that for the first time in three years, no hurricanes hit the US. 

“There were 38 hurricane hunter aircraft reconnaissance missions flown by NOAA and the US Air Force 
over the Atlantic Basin this year compared with 169 in 2008,” in another indication of a less active 
season, NOM said. 

“El NiAo is expected to reach peak strength this winter and will likely continue into the spring,” Bell said, 
adding that it “is far too early to say whether El Niiio will be present next summer.” 

NOW will issue its initial 2010 Atlantic hurricane outlook in May, before the official start of the season 
June 1. 
- Jeff Barber 

J3 
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H m  > Nalural Gas Weekly Nalural Gas Storage Repon 

W e  Schedule 
S m  lor Email Weekly Naturaf Gas Storage Report 

-. - 
Tsed: December IO. 2009 at 10:30 A.M. (CaSIenl time) for Iho Wook Ending Oocember 4.2009 
Release: Dscembor 17,2009 

Region 

East 

West 

Producing 

Total 

Stocks in billion cubic feet ( B d )  Historical Comparisons , 
12/04/09 11/27/09 Change Year Ago (12/04/08) 5-Year (zOO4-ZoOs) Average 

- stocks (Sa) % Change Stocks %Change 

2,061 2,092 -31 1,879 9.7 1,870 10.2 
_I__ 

517 526 -9 465 11.2 436 18.6 

1,195 1,219 -24 956 25.0 954 25.3 

3,773 3,837 -64 3,301 14.3 3,260 15.7 

- ~ 

Summary 
Working gas In storage was 3,773 Bcf as of Friday, Decemberc4, 2009, according to  R A  estimates. Thls represents a net 
decllne of 64 Bcf from the Previous week. Stocks were 472 Bcf higher than last year a t  this time and 513 Bcf above the 5- 
year average of 3,260 Bcf. In the East Region, stocks were 191 8 6  above the 5-year average followlng net wlthdrawals of 
3 1  86. Stocks In the Producing Region were 241 Bcf above the 5-year average of 954 Bcf after a net withdrawal of 24 86. 
stocks In the West Reglon were 8 1  Bcf above the 5-year average after a net drawdown of 9 Bcf. At 3,773 Bcf, total 
worklng gas is above the 5-year historical range. 

Working Gas iii Uiidergrorilicl Storage Cornpared with 5-Year Ratige 
r 4,000 

0, 0 m m 
0 
L c? 2. 
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0 
m 
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m m 
L 

6 2 -3 

0 2. 
0 

r- m 
0 
2. - 

8 7 
J 7 z a a m 6 7 

Note: The shaded area Indicates the range between the historical minlmum and maximum values for the 
weekly series from 2004 through 2008. 
Source: Form EIA-912, "Weekly Underground Natural Gas Storage Report." The dashed vertical lines Indicate 
current and year-ago weekly periods. 

Data 

History (XLS) 

5-Year Averages, Maximum, 
Minimum, and Year-Ago Stocks 
( X W  

References 

Methodology 

Differences Between Monthly 
and Weekly Data 

Revision Policy 

StoragTSaslcs 

Natural Gas Weekly Update 

Natural Gas Navigator 

Related Links -_ 
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Friday, December 4,2009 

Goldman slices 21% off its 20dO gas price forecast 
Risinq output from shale gas wells is offsetting ,production cuts from idled conventional drilling 
riqs, Goldman Sachs said Thursday as it dropped its 2010 NYMEX qas price forecast 21% to an 
average of $GlMMBtu. 

..-__ - __ -+. 
The investment bank also delivered its first prediction for average 2011 prices -$6.50/MMBtu - 
as it believes this year's steep riq count drop will finallv begin to have an effect on the market. 

"Much stronger-than-expected unconventional gas productivity has kept US natural gas production strong 
in 2009 despite a collapse in investment," a team headed by analysts Jeffrey Currie and Allison Nathan 
said in a note to clients. 

They said the Energy Information Administration's September production data showing a 1.3 Bcf/d 
decline from AUglJSt was driven by pipeline disruptions, not production shut-ins. 

Fueling the increase in shale gas production are stronger-than-anticipated drilling efficiencies that 
lower costs and boost volumes, according to Goldman. 

" -  

i, 1 
"Specifically, 12 months ago the expected production from the Haynesville for end-2009 was in the 
400,000 Mcfld range and the plans for pipeline expansions out of Louisiana implied incremental takeout 
capacity of approximately 500,000 Mcf/d," the report said. 

"However, the September production data ._. suggests the tiaynesville is already producing in the 
800,000 McWd range and the required pipeline capacity has been built along with the growing production 
volumes." 

', 

As a result of those and other gains in unconventional production, Goldman now expects a 2.7 Bcfld 
overall decline next year, vs. their earlier projection of 5.5 Bcfld. The bank also said it expects 
another near-record or record level of gas in storage at the end of the 2010 injection season - 3.97 Tcf 
vs. its previous forecast of 3.66 Tcf. 

The firm said it does not expect that volume to breach storage capacity, which it pegged at 4.05 Tcf. 

While liquefied natural gas imports provide a theoretical cap on how high US gas prices can rise, the 
Goldman analysts think LNG will be a marginal player in the 2010 US market a s  producers overseas 
have reacted to lower prices worldwide by cutting their liquefaction rates from 81% to 78% - taking 1 
Bcfld off the global market. 

Lookinq ahead to 2011, the Goldman team said it expects US production to continue declininq 
slowlv, by 900,000 Mcfld, with unconventional gas still booming and conventional output sliding. 
- 5i// Hdland 

0 
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Tuesday, December 45,2009 

$5 gas is enough to keep drilling: Raymond James 
Falling marginal well costs and a bright future for shale plays mean most producers will continue 
drilling even if qas prices remain at about $5/Mcf, analysts at Raymond James said in a report 
Monday. 

“A combination of gas well high-grading, falling well costs and improvinR drilling efficiencies 
have combined to substantially lower the marqinal gas well economics over the past year” by 
some 30% to 50%, the analysts said. 

- __. -- 

“Think to yourself: when was the last time you heard a public E&P company state that their projects need 
over $6/Mcf for their play to make economic sense?” the report said. Since most companies exclude non- 
drilling costs when they calculate their internal rates of return, “we can argue until the cows come home 
whether that is right or not, but does it really matter if they are putting holes in the ground?” 

While only about 15% of current US qas supply comes from the cheaper shale plays, five to seven 
years from now those plavs could make UP half of the nation’s supply, said Raymond James’ John 
Freeman and David Luke Eller. In the meantime, improved technologies and well high-grading will 
continue to improve the economics of all formations, they said. 

“Simply put, the days of plays like the vertical Cotton Valley have probably already passed,” the report 
noted. The lowest-return plays were eliminated when the rig count was cut in half, and many of those will 
eventually move toward horizontal drilling. 

(l) 

“In other words, what’s the point of basing a long-term marginal cost for natural gas on plays that will not 
be around (or needed) anyway?” 

The analysts said they feel “very confident that countless more natural gas shale plays will be 
discovered in North America. The bottom line is that lonq-term, the marqinal US gas well cost 
curve will be pushed steadily lower over the next several years.” 

Another indication that drilling will continue even’at $5/Mcf is that many producers have been taking 
advantage of the gas contango to hedge their gas at higher prices in 2010. 

“While the market might be terrified of a $5 gas world, is a $5 gas world really that bad for E&P 
producers? No!” the analysts insisted. 

! 

“In fact, most operators will earn a decent living in that environment and the others will adapt (horizontal 
drilling, recompletions, etc.) or fade away.” - Stephanie Seay 
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Wednesday, December 16,2009 

Credit Suisse: Production to fall ‘less than industry is predicting’ 

Despite a sharp drop in drilling activitv, gas  production volumes will fall far less than expected 
because of increased output from shale plays, analysts at Credit Suisse said Tuesday. 

- “We think that the level of production declines will be much less than the industrv is predicting,” 
Brad HKniler, director of equity research of Credit Suisse 1JS OilfieldEquipment and Services, said 
during a conference call. He estimated that the  decline in 2010 will be 2.4 Bcf/d, about half of what 
s o m e  analysts have forecast. 

Credit Suisse also predicted that the average number of active gas rigs will increase to 850 in 2010 and 
2011 and to 900 in 2012. This year, rigs peaked in the first quarter at 1,018 and have averaged 789 year- 
to-date. 

Arun Jayaram, vice president of equity research for the same Credit Suisse division, said fewer riqs are 
necessary to keep production high because of new technolow used in shale plays. As a result, he 
said the historical relationship between drilling activity and production volumes began to break down in 
2007. 

“In 2006 and 2007, no matter how many rigs you threw at the situation it was almost impossible to grow 
production. That has changed,” he said. 

Credit Suisse estimated that the number of horizontal rigs will increase to 750 in 2012, or 56% of the total. 
“It wouldn’t surprise us if the gas activity ended up being two-thirds horizontal,” Handler said. 

- -\ 
(, .) 

He noted that in the first quarter of 2007, horizontal rigs accounted for just 20% of domestic gas 
production. 
- Eunice Bridges 
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Energv Information Administration 
Henry Hub Pricing 

Per MMbtu 
December 8,2009 Release 
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Short-Term Energy Outlook 
December 8,2009 Release 
(Next Update: January 12, 2010) 

Natural Gas 

U S .  Natural Gas Consumption. EIA expects total natural qas consumption will decrease by 1.9 
percent in 2009 and by an additional 0.4 percent in 2010. A steep decline in demand by the 
industrial sector, and smaller but significant declines in the residential and commercial sectors, 
have been partially offset by consumption growth in the electric power sector this year. Low 
natural gas prices relative to coal caused substantial switching to natural gas for baseload 
electric power seneration throughout most of 2009. However, in recent weeks, natural-qas-fired 
generation has been closer to year-ago levels because of the seasonal increase in natural qas 
prices and the decrease in coal prices driven by historically high coal stocks. In addition, warmer- 
than-normal weather over the eastern United States during November depressed seasonal space-heating 
demand in the residential and commercial sectors. This weaker consumption is evident in natural gas 
working inventories, which increased by an estimated 9 billion cubic feet (Bcf) during November 
compared with the previous 5-year average decline of about 57 Bcf over the month. 

_._ ____ - __ --- 

A return to normal weather and expectations for economic qrowth are the primary drivers in EIA's 
forecast for consumption increases in the residential, commercial, and industrial sectors in 2010. 
However, EIA still expects total consumption to fall as hiqher natural gas prices contribute to 
some reversakf the coal-to-natural-gas switching that took place in the electric power sector 
durins 2009. 

US. Natural Gas Production and Imports. EIA expects total marketed natural gas production will 
increase by 3.7 percent in 2009, followed by a decline of 3.1 percent in 2010. Minimal hurricane 
disruptions and significant growth in production from onshore shale basins have contributed to 
the increase in domestic supply this year, despite a nearly 60-percent decline in the working 
natural gas rig count from September 2008 to Julv 2009. According to Baker Hughes, the working 
natural gas rig count is currently 748, up 83 from the low of 665 this past July. Although marketed 
production in the Lower48 non-Federal Gulf of Mexico has declined since peaking in February 2009, the 
recent dip in September production appears to be the result of shut-ins, maintenance, and 
pipeline constraints, as opposed to declinina field Productivity. Production volumes are expected to 
have recovered in October and November. Shorter completion times and enhanced well productivity 
in shale basins contributed to sustained higher production levels amidst a dramatically lower riq 
count in 2009. 

' -) 

U.S. pipeline imports averaged about 9 BcWd through the first 9 months of 2009, compared with 9.9 Bcf/d 
during the same period last year. Lower drilling activity and natural gas production in Canada have 
contributed to reduced pipeline import flows this year. EIA expects pipeline imports to fall by 12 percent 
for the year. The persistence of low rig counts in Canada leads to lower expected Canadian natural gas 
production and lower U.S. pipeline imports next year. Offsetting a portion of the decline in pipeline 
imports, U.S. liquefied natural gas (L-NG) imports increased in 2009, averaging about 1.3 BcWd through 
September compared with almost 1.0 BcWd during the same period last year. Imports rose, albeit from 
very low levels in 2008, as new global liquefaction capacity added to supply while global LNG demand 
suffered under the economic crisis. EIA expects that U.S. LNG imports will increase to 1.7 Bcfld in 
2010 with the expected completion of additional global LNG supply projects, although the start-up 
dates for supply additions have historically been subiect to delay. 

U.S. Natural Gas Inventories. On November 27, 2009, working natural gas in storage was 3,837 Bd, 
487 Bcf above the 5-year average (2004-2008) and 470 Bcf above the level during the corresponding @ 

23 
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week last year. Assuminq a storaqe withdrawal between the end of November and the end of 
March about 6.1 percent (113 Bcf) greater than the previous 5-year averaqe for that period, end-of- 
winter (March 31,2010) stocks will be about 1,845 Bcf. This would be the hiqhest end-of-winter 
storage level since 1991, when inventories measured 1,912 Bcf, 

Global Crude Oil and Liquid Fuels 

Global Petroleum Overview. As 2009 draws to a close and the Organization of the Petroleum Exporting 
== . -  Countries (OPEC) prepares to meet again at the end of-the month, it faces a global oil market that has 

firmed UP in response to production cuts that began to take effect in Januarv 2009. Although 
OPEC compliance with the cuts has weakened and global oil inventories remain very high by historical 
standards, Wil oil prices averaged $78 per barrel in November, continuing their generally upward trend 
since February. Expectations of a continued Qlobal economic turnaround have buttressed oil 
markets, and this Outlook assumes world oil-consumption-weighted real GDP wows by 2.6 
percent in 2010. following a decline of OLpercent in 2009. EIA's expectation is that OPEC crude oil 
output in 2010 will hold at roughly fourthquarter 2009 levels of under 30 million barrels per day. 

.. . . --.. 
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Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2009-10 

% 
DthlDay System 

November December January February March Total Supply 
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Gas Commercial Operations 
Hedging Program 

Market indicators Summary 
January 25,2010 

Long growth in domestic gas supply and more LNG flowing to LIS possible 2010 19-20 
surprises. 

US gas production data from October suggests that most of the price and 21 Long economy driven production declines have already occurred 

Price 
Pressure 

leather 

Long Term Forecast (Feb 1 0-Apr 10) 

~ ~ 

Gas Daily 

covernment AgQnCiQS 

Energy Information Administration 
Summer 2010: $4.950 
Winter 2009/10 $5.040 

Mid T e n  Forecast (30-60 days) 

Short Term Forecast (6-10 days) 

toragolnventory 

~ 

4 Long Surging shale production. rising LNG imports and an increase in coal-fired 22 power generation will all conspire to cut into any temporary pnce gains 

The projected Henry Hub annual average spot pnce is expected to 
increase from $3 943 per MMBtu in 2009 to $5 208 in 2010 The pnce will 

Long continue to increase in 2011, averaging $5 94 per MMBtu Enhanced 
domestic production capabilities and slow consumption growth are 
expected to keep pnces from nsing dramatically through 2011 

4 

EIA Weekly Storage Report 

Winter 2010-1 1 Strip Chart 

Summer 2010 Strip Chart 
conomy 

Demand 

Supply 

Oil Market 

Page 
Term Comments 1 3 d  

t-+ Short Closed at $6.57.. 25 

t-+ Short Closedat$5.71. 26 

EIA: Natural gas consumption is projected to decline by 1 5% in 2009. In 
2010, natural gas consumption is forecast to remain relatively unchanged 

Long 2010 gas consumption by the electric power sector is expected to decline 
2.8% which will be offset by growth in the residential, commercial and 
industrial sectors. 
EIA: Total U.S. marketed natural gas production is expected to increase 
by 3 7% in 2009 and fall by 3 0% in 2010 resulting from declines from 

Long initial production at new wells and the lagged impact of reduced drilling. 
EIA expects production to increase by 1.3% in 201 1. 
The world oil market should tighten in 2010 and 201 1. provided that global 
economic recovery continues as projected. EIA expects WI crude oil, 

Long which averaged $62 per barrel in 2009, will average about $80 and $84 
per barrel in 201 0 and 201 1, respectively. 

c3 27-28 

-- 

27"28 

27-28 

NOAA predicting above average temperatures for Feb 20104pr 2010 
for the northern portion of CONlJS with below normal temperatures in the 

Private forecaster WSI predicts February through April to be colder than 
normal in East. 
February predicted to be 2 6% colder than 10 year normal and March is 

Long predicted to be 4.5% colder than 10 year normal 

Below temperatures in central and eastern portions of Canada and the 
Short llnited States early in the period being followed by below temperatures in 

west and central portions of continent. 

Long southern portion, normal temperatures are forecasted in the middle. 10-11 

12 

13 

Combined with last weeks 266 BCF withdrawal, the two week withdrawal 

are at 2.607 TCF which is O 9% higher than last year and O 2% lower than 
the 5 vear average. 

idustry Publications 
Cambridge Ene arch Associates 
Summer 2070: 
Winter 2009/10: 

Gas Daily 

Gas Daily 

Gas Daily 

are maintaining dril 

- 
Meeting Minutes: 10th Floor North Conference Room - 1:OO pm 

Atfendees: Jeff Kern, Jim Henning. Pafly Walker, Mike Bmmback. Milch Martin, Joachim Fischesser. Steve Niederbaumer 
Discussed the current market fundamentals induding weather, storage levels (storage level projected at end of the withdrawal season), supply and 
demand and analyst thoughts on the current gas marke&OO&Editions. In addition, discussed DE0 and DEK's hedging programs and the 
amount of gas currently hedged within those programs Discussed timing issues around Texas Gas storage and the Summer injection program. 
Determined that based on levels currently hedged in Ohio and Kentucky as well as fundemental factors no additional hedging activity is necessary 
at this time. 
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1/25/2010 

Duke Energy Kentucky 
Hedging Program 
Current Position 

System - Hedged to Date Next Target (3/31/10) 
Delivery Supply Total Required Allowed 
Month Dthlrno Dth/day Dthlrno dth/day dthlday 

! 
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COMPARISON OF HISTORIC SPOT R PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

2 Mol 

Historic Prices: 
NYMEX C -- 

5-yr. avg. 
(05106-09110) 
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$7.28 

_.I____ 

7thAvg $7.14 

Winter Average 

sing Price 
Last Year 
(2009-2010) 
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$4.06 
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$3.95 
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- 
Thursday, January 21,2010 

February through April to be colder than normal in East: WSI 

The eastern two-thirds of the US can generally expect colder-than-normal weather 
in the next three months,-private forecaster WSI said late Wednesday, with 
warmer than-normal weather expected in the West. 

“After a brief respite from the bitter cold in late January, this rather extreme winter 
appears to be gearing up for an encore in February,” said WSl Chief Meteorologist Todd 
Crawford. “All of the important weather and climate factors that we monitor 
g g e s t  winter will be coming back with a vengeance in February. This transition 
back to colder temperatures is already showing up in two-week forecasts from our 
computer models, lending more confidence to the colder forecast trend.” 

For the February-April period as a whole, “we are forecasting 1,863 gas-weighted 
heating degree-days on a national basis, which is approximately 8% more than last 
year and about 2% more than the 1971-2000 mean.” 

For February alone, WSJ expects colder-than-norma1 weather in every part of the 
US, particularly in the North Central, Rockies and Southeast regions. 

i -7 

In accompanying market analysis, consulting firm ESAl said the forecast portends more 
gas price volatility and potential constraints in the Northeast, and “significant” 
drawdowns to the current gas storage surplus. 

In March, only the Northwest and Southwest regions are expected to be warmer 
than normal. 

ESAl’s Paul Flemming, director of power and gas, said the market should look for the 
possibility of late season gas demand that month as nuclear power plants typically go 
down in March for routine maintenance. 

For April, WSI said only the Southeast and South- Central states can expect 
colder than normal weather. The result should be more moderate gas demand as the 
heating season draws to a close, Flemming said. 
- Stephanie Seay 
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+2.0 to +2.9 23.0 

Northeast 

Northeast At this poi 
(illustrated bottom rig 
sharply negative aga 

~ w l d  air be placed. We think that the -NAO would be more west-based, 
allowing cold air to spill into the midcontinent ralher than the East This 
makes sense given that cold outbreaks have been focused primarily in the 
cenlral US over the past several months. The second risk is that ENSO wins 
out and we see ENSO dimatology with warmth in the northern tier and cold ir 

I the South. This risk seems to be less likelv. I A O ~ ~ N ~ O , , ~ ~  E N S D ~ ~ ~ .  

Feb GWHDD* Forecasts 'IOY Normal updated to '00-OC 

IOY Normal* 783.C 

Fe b - 2 0 0 3 m  .-- 
Feb 2010 Fcst: /I 803.0 30YNormal 

Change: -5-0 'National Gasweightad HDDs 
c 

6 -2.0 to -2.9 53.0 

Warmer in the Pacific Northwest 

The March outlook is a bit woler overall with more widespread belows 
across the southern Plains and more marginal belows in the Tennessee and 
Ohio Valleys, Some minor warmer changes were seen in the Great Lakes. 
The colder changes are contingent upon the timing of the expected return of 
colder weather across the [IS in Febbruary. Cold events over the past several 
months have generally had a 4-6 week window of occurring, notably lrom the 
end of Sept to the end of Oct. and from the end of Nov to the beglnning of 
Jan This has generally been followed by a 4 6  week cyde of warmth (this 
was touched upon in yesterday's Editors Notes). Assuming such a trend 
continues. if the cold trend in February begins sooner than ekpeded, the 
latter part of March could potentially turn warmer. On the other hand, i f  d d  
is delayed until the latter part of February it could last through the duration of 
March 

Mar GWHDD" Forecasts VOY Normal updated to '00-09 

IIOY Normal*! 616.1' 

lMar 2010 Fcstl644.0 l w a i  i 634.7' 
Mar-2009 i 605.2 

MDA Earthsat Weather GO1 1 Executive Blvd , Suite 400, Rockville, MD 20852 TeI (240) 833 8300 Fax (240) 833 8301 
www.rndafederal.corn/wx/ 0201 0 [30-60 Day-Outlook, Version 2.1 
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Earthsat’s 6-1 0 Day Forecast-Detailed 
Monday, January 25,201 0 

Forecaster: BH/AC , 

- 

Todav’s Forecast: 
More Strong Belows Possible Early 

Faster Warm Up Far Plains, Midwest By Mid-Period 

Stronger cooling could occur across the Midwest & South at the 
start of the period with more widespread strong below normal 
readings possible on Day 6. However, this cald risk is short-lived 
as temperatures rebound across the Midwest for the mid-period, 
which might lead in a few above normal readings. This warmth 
transfers over to the Northeast by the latter part of the period. 
As a result, a warm risk is still attached, with more widespread 
and stronger aboves possible far the region. Meanwhile, the next 
cold air shot diving into central Canada by period’s end may cow 
lain more much belows, and this could be sent into the Upper 
Midwest by the end of the period. 

Forecast Confidence: 6 

Farecast Confidence: 5 Forecast Confidence: 5 

A +3F to +4F @8 A +5F to +7F 111 MA +8F to +14F 

B -3F to -4F k%% B -5F to -7F 
SA +I 5 or Higher 
S8 -15 or Lower ME? -8F to -14F n 

MDA Earthsat Weather 601 1 Executive Blvd , Suite 400, Rockville, MD 20852 Tel (240) 833 8.300 (backup: ,301- 23 1-0664) 
Fax (240) 833 8301 www mdafederal.corn/wx/ 02010 [Morning Basic-Page 3,  Version 2.11 



Weekly Natural Gas Storage Report 

Region 

East 

West 

Producing 

Total 
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Stock$ in billlon cubic.feet (Sa) Historical Comparisons -- 
Year Ago (01/15/09) 5-Year (2005-2009) Average 01/15/10 01/08/10 Change - Stoda ( E W  %Change scodcs (BdJ % Chanw 

1,401 1,532 -131 1,361 2.9 1,457 -3.8 

396 414 " 18 362 9 4  34 1 16.1 

810 906 -96 862 -6.0 815 -0.6 

2,607 2,852 -245 2,585 0.9 2,613 -0.2 

@& U S. Energy Information Administration c 
Independent Statistics and Analysis Glossary 

> Nalural Gas > Weekly Nalural Gas Slorage Report 

f!&x%m& Weekly Natural Gas Storage Report S& Uo for Ernall Uodates 

- 'k------------------ 
h. 
Next Release: January 28.2010 

Working Gas in Underground Storage, Lower 48 

A d :  January Z i , Z O i O  a t  i0:30 A.M. (I!OStom trme) for the Weok Ending Jonuary 15,2010 

other formats: Sllmrnatv TxT gY 

Data 
History (XLS) 

!%Year Averages, Maximum, 
Minimum, and Year-Ago Stocks 

References 
OCW 

Methodology 
Differences Between Monthly 
and Weekly Data 

- Revision P o k y  - 
Related Links 

Storage Basics 
Natural Gas Weekly Update 
Natural Gas Navigator 

Note: The shaded area indicates the range between the historical mlnlmum and maximum values for the 
weeMyseries from 2005 through 2009. 
Source: Form EIA-922, "Weekly Underground Natural Gas Storage Report." The dashed vertlcai lines Indicate 
current and year-ago weekly periods. 

Prfvacy/Security I Accesslbllity I Copyrlght & Reuse Contact Us I Feedback I Careers I About EIA 

Fedstats I USA.goy Department of Energy 

I 

Y 
http :Nwww.eia. doe. gov/oi l-,gas/natural_gaslngs/ngs .html 112 1/201 Q 



January 
FebnJary 
March 
Apn'l 
May 
June 
July -. 
August- - 
September 
October 
November 
December 

Year average 

21)052006mm 
6.17 8.76 6.33 7.93 
6.09 7.62 8.06 8.46 
6.91 6.88 7.10 9.34 
7.19 7.09 7.57 10.11 
6.47 6.23 7.64 11.24 
7.17 6.26 7.40 12.61 
7.57 6.05 6.21 11.32 
9.29 7.24 6.30 8.30 

12.11 4.95 5.98 7.70 
13.36 5.67 6.60 6.75 
10.29 7.32 7.01 6.62 
12.98 6.83 7.08 5.79 

8.80 6.74 6.95 8.8f; 

Sources: H S  CERA. Platts Gas Daily historicaf dais. 
Excel tables are avaiiMe in the Nodh American Natural Gas Client secvkxs a m  at IHSCWAuKn. 
Fiiures fmm Zo(xENovember 2009 are dectved fmm histwical data as available; IHS (XRA pQectiom are lor December 2M39 taward. 

Figure 3 
Outlook for US GDP Growth 



Case No. 2008-1 75 
Attachment A 
Page 238 of 306 

- 
Thursday, December 24,2009 

Market growing more prone to cold-weather risks 
Record cold and wellhead freeze-offs in early December caused a sudden drop in gas supDlies 
and led to unusually larqe and unexpected withdrawals from storage in the past couple of weeks, 

__ analysts and traders said. -- - 

And with drillers shifting more of their resources to unconventional shale qas plays, the market 
may become even more susceptible tothe impact of extreme cold. 

As frigid weather began sweeping across the continent, the Energy Information Administration reported a 
64-Bcf storage drawdown for the week ending December 4, about 20 Bcf above many analyst 
expectations. For the following week, EIA reported a 207 Bcf draw, again upending market expectations 
and drastically reducing the surplus. 

Between December 2 and I O ,  temperatures ran mostly 15 to 30 degrees below normal in Colorado, and 
the Rockies overall was "extremely cold," said Matt Rogers, president of Commodity Weather Group. 

In addition to surging localized demand, sources reported freeze-offs in the Rockies and western Canada 
during that period, reducing deliveries downstream to the east. 

Rockies Express Pipeline's exports out of the Rockies dropped to an average 1.3 Bcf/d in the week 
ending December 6, down from close to 1.5 Bcfld the previous week. Exports fell further the following 
week, averaging 912,700 McWd for the week ending December 12. For much of November, RE3 exports 
had averaged more than 1.6 Bcf/d. 

The biggest drop in exports on REX occurred over a three-day period starting December 12, when the 
pipeline issued a force majeure near the Wamsutter hubin Sweetwater County, Wyoming, cutting exports 
further to between 30,000 and 36,000 Mcfld. 

1) 

The outage, while lasting just a few days, coincided with.some of the coldest weather of the season. 
According to Rogers, heating demand nationwide on December I O  and 11 ran 40% higher than the 10- 
year average and "we saw highs only in the teens in ChirAgo one of those days," 

REX sendouts have gradually risen and averaged about 893,000 Mcf/d since the force majeure was lifted 
December 15. 

But traders and analysts believe the phenomenon could be a recurring theme this winter during cold 
bouts, injecting a bullish tenor to the supply picture. 

"You saw the impact in the big storage misses," one Texas-based trader said. "Look at the cash'vs. 
[balance-of-the-month] spread. Cash was trading over January and over bal-mo, You saw the added 
demand either from cold or REX In the market." 

Freezeaffs are not unusual in the Rockies, but in previous years the impact tended to be more 
isolated locally, since the Rockies had less export capacity and more captive qas. 

0 
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This year, REX firmlv embedded the Rockies as a supply source for the Midcontinent and 
-- Midwest, with the inevitability of it supplying the Northeast once REX-East gets permission to 
restart its Clarinuton service, 

While a gas leak blocked REX’S access to Northeast markets only days after starting service to 
Clarington, Ohio, an November 12, the line will eventually also service the Northeast via Clarington hub 
interconnections. 

“Now the Rockies is a supplv basin qoing to the Midcontinent and offsettinq gas to the east,” one 
trader commented. Another trader commented that it was hard to tell which markets were 
particularly impacted by this recent event “since that gas ends UP in so many places,” suggestinq 
the potential for a widespread impact. 

Because freeze-offs in the region are somewhat routine, Rockies producers are also better prepared for 
them, typically with preventative measures in place such as inline heating or methanol injections to keep 
equipment and gas warm enough so the water vapor won‘t freeze and block flows. 

- .. ._ 

But freeze prevention is an expensive measure, and capital expenditure decisions generally favor 
applying them to wells that are likely to be more efficient and prolific. 

Once a well does freeze, though, there is little producers can do except wait for it to thaw, said 
Brian Jeffries, executive director of the Wyoming Pipeline Authoritv. While there is no general rule 
on how long that could take, anecdotally it qenerally lasts a few days, he said. 

“Rockies producers, because weather happens so much more often, are generally more prepared 
than in Texas and Oklahoma,” Jeffries said. “Freete-offs tend to be more dramatic in Oklahoma 
and West Texas, where freezing weather is far more unlikely. Because it‘s unlikely, it makes less 
sense to plan for it.“ 

That fact has raised questions of how weather conditions and even brief spikes in demand wuld impact 
the market, given the shift from conventional to shale gas wells, which produce sharply higher volumes 
per day per well than conventional. 

While booming onshore shale qas production has greatly increased supply, it also exposes the 
nation’s gas deliveries to more cofd-related disruptions, Bentek Energy said in a report Tuesday. 

US supply “is now more exposed to cold weather risks than it had been in the recent past 
because of the supply shift that has taken place over the last few years,” the report said. “Much 
more US qas supply is coming from onshore unconventional gas plays in Texas, Louisiana and 
Arkansas.” 

For example, in the winter of 2005-06, the Fort Worth Basin produced some 2 Bcf/d, while the Gulf Coast 
produced 6.5 Bcf/d. This winter, Fort Worth is producing 5.3 Bcfld, while the Gulf has declined to about 
5.2 Bcfld. 

“While a heavier reliance on North Texas supply helps mitigatihurricane risk, it also increases 
exposure to cold temperatures,“ Bentek said. 

On the supply side, some production facilities, processing plants and gathering systems are connected 
not only into the interstate pipeline grid but into local markets as well. Particularly in Texas, during cold 
weather some of that gas may never reach interstate pipelines, Bentek noted. 

Overall, the analyst‘s supply sample fell 2.4 Bcfld from November 30 to December 19, affecting several 
producing regions. 
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The sudden, unexplained supply losses and record demand this month created problems for the models 
that analysts use to make their forecasts, Bentek added. Storage forecasts thus widely missed the mark 
when the Energy Information Administration reported a withdrawal of more than 200 Bcf this month, the 
firm said. 

‘I 

“While there are historical precedents for cold-induced supply declines, US qas production today 
faces a qreater risk of freeze-offs than it had in the past because production growth is takinq 
place farther north,” Bentek concluded. ‘‘Future modelinn will have to account for these events 
and industry chanqes to more accurately forecast supply, demand and storage during expected 
cold snaps.” 
- Sheefal Nasta, Sfephanie Seay 
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Thursday, January 7,2010 

Barclays sees weather, fuel-switching as 20111 0 ‘surprises’ 
If the current chill across most of the US extends its stay, the natural gas market may reset to a 
more bullish tone for 2010, analysts with at Barclays Capital said Wednesday. 

Listing their top 10 potential surprises for the year, the Barclays team tagged frigid 
winter weather as number one on the list. “Evenamarket with surplus storage can fall to 
undersupplv if weather is cold enough,: the team of James Crandall, Biliana Pehlivanova, 
and Michael Zenker said in a note to clients. 

___ _- _ _  

“Mother Nature went long natural gas starting in December 2009 and is working her book,” they 
said, adding that they expect December pulls from storage to top 700 Bcf - 100 Bcf above the 
average since 2002 as weather was 1 1 % colder than the IO-year norm. 

“This factor is, in our view, the market’s best chance for a bullish 2010 trajectory,” Barclays said. 

Two weeks ago, the Barclays team said gas grabbing market share from coal was a big surprise 
in 2009. In Wednesday’s report, they said a 2010 surprise may be coal taking much of that 
share back. 

“Coal recovers most, but not all, of its lost 2009 market share, but the balance is 
delicatelv linked to gas prices,” Barclays said. “The surprise could come either from a 
booming recovery in coal-fired output, sQnding gas demand into a tailspin, or from 
additional displacement of coal, which would require a cornbination of strong coal prices 
and weak natural gas prices.” 

Another surprise Barclays thinks could emerqe this year is growth in domestic gas 
supplv even in a $5/MMBtu market The combination of more efficient shale wells 
recovering more gas will keep drillers producing, the analysts predicted. 

With hedging to guarantee cash flow and lots of land leased cheaply, producers will look 
at their going-forward costs, not all-in costs, and invest $3/MMBtu to nroduce gas they 
can sell for around $5/MMBtu, Barclays said, noting that the rig count should grow slowly in 
ihe current price environment. 

“Perhaps the market will realize that producers do not require $7 or even $6/MMBtu to grow 
production,” the analysts said. ”Such a sequence of events could convince the market that the 
back of the [futures] curve is too pricey.” I 

The amount of liquefied natural gas imported to the US is a perennial item on “what to 
watch for” lists, and Barclays said the surRe in overseas liquefaction plants coming 
online and the possibilitv of more pipeline gas flowing in Europe could bring even more 
LNG to US shores. 0 
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"More than ever, cross-Atlantic price spreads will be important to watch and should feature more 
prominently in Houston cocktail party conversation," the report said. 

Other surprises that could be lurking this year include breakthrough legislation favoring natural 
gas vehicles in the US and, less likely, strong cap-and-trade rules that would raise coal prices. 

The Barclays team doesn't have high hopes that tough carbon laws are coming but cautioned 
that the Environmental Protection Agency "is on a separate track. Thus, the scales would still tip 
against coal." 

Less likely, but still in the mix, are two more possible surprises for the gas industry: that demand 
doesn't come back itka US economic recovery that is "energy-light" and thatzbankers and 
lenders throttle back the amount of capital they are willing to invest or lend to gas producers. 

"A protracted period of disappointing prices, or the failure of a number of producers, would rein 
in the appetite of the capital markets to fund producers," Barclays said. "While intriguing, there 
are no signs of such a shift. In fact, the cost of borrowing has continued to fall since the credit 
crisis and the capital markets are open for producers." - Bill Holland 

i 
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Monday, January 4,2010 

Analyst: Demand to catch up with supply in 2010 
G a s  production declines appear to  have leveled off a s  shale production takes UP the  
slack from rigs laid down in conventional basins,  independent energy analyst Stephen 

- __ -- Smith said in a report Thursday. -2- 

The Natchez, Mississippi-based president of Stephen Smith Energy Associates also predicted 
that a 2% increase in gas demand from a modestly recovering economy will boost prices. 

Smith is projecting that  the  market will be  400,000 McWd undersupplied in 2010. leading 
him to raise his price forecasts  for both 2010 a n d  2011. But he hedged his outlook with the 
sobering reminder that cold weather “can vanish as quickly as it came.” 

Smith upped his average Henry Hub s p o t  price forecast  for 2010 by 10% to $5.60/MMBtu. 
He also raised his firstquarter outlook by 10% to $5.45/MMBtu and his secondquarter target by 
16% to $5.20/MMBtu. 

For the third quarter, Smith added 12% to his November forecast, now $5.60/MMBtu, and 4% to 
his fourth-quarter projection, which’now stands at $6.1 S/MMBtu. 

For 2011, Smith sees gas trading at Henry Hub at a n  average  of $6.65/MMBtu, a 2% 
increase over his previous projection. 

Smith said the 2% increase in last week’s October  US gas production data  from the  
E n e r w  Information Administration s u g g e s t s  tha t  m o s t  of the  price and  economy-driven 
production declines have already occurred. “The evidence t h u s  far  d o e s  not suggest that 
a maior production decline lies ahead,” he added. 

The reason for that trend despite “a still massively scaled back rig count is becoming 
increasingly apparent,” Smith said. “It has to do with the much greater proportion of shale gas 
wells now being drilled, the substantial increase in the number of fracs per shale well drilled, 
and the resulting increase in frontend gas production per operating rig.” 

Rigs drilling in the biggest shale plays now accoimt for 55% of the total US rig count, Smith said, 
up from 33% in 2006. 

The 2009 production decline, coupled with colder weather and a recovering economy, will be 
enough to reduce the storage surplus by 150 to 200 Bcf in 2010, Smith said. He’s predicting a 
5.8% rise in heating degree-days following a 4.7% increase in 2009. 

And after a 4% drop in electricity demand in 2009, Smith is predicting a 1.6% increase in 
kilowatt-hours, with gas-fired generation holding steady at 934 billion KwH. Total gas demand 
should increase 1.2% to 63.9 Bcf/d this year, including small gains from the residential, 
commercial and power sectors. - Rill Holland 
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Tuesday, December 22,2009 

Analyst: Gas price rally won't last through winter 

The recent rally in North American gas prices brought on by December's cold snap won't 
last, Bank of . America _ _  Securities-Merrill Lynch commodities analyst-Erancisco Blanch predicted 
Monday. __ 

Surging shale production, rising liquefied natural gas imports and an increase in coal- 
fired power generation will all conspire to cut into any temporary price gains, Blanch said. 

"All in, the US natural gas surplus relative to the five-year average remains at 433 Bcf, or 14%, 
wide enough to absorb a weather-induced demand shock," he wrote. "Even if withdrawals from 
now until the end of March equal the five-year average, end-of-winter stocks could near 1.94 Tcf 
-the highest ever." 

Industrial demand for gas has yet to recover to the 20 Bcfld level seen in previous years, 
Blanch said, pegging demand from refiners, steel and petrochemical producers at 16.3 
BcWd and rising only 6% next year. 

And the market share gas took from coal will go away now that gas prices have 
rebounded above the $5/Mcf level, Blanch said. "Cheap gas relative to coal boQsted the 
share of natural gas in baseload power generation this year, but that support will likely 
disappear next year due to the higher gas prices." 

(' .l 

But the real issue "rests on the production side," Blanch said, as the spike in shale gas output 
has disrupted the traditional correlation between rig counts and production volumes. 

gas production remains incredibly resilient when contrasted to the sharp drop in 
rigs,? Blanch said. "There is now a real.risk that production will be falling by less than 
expected." 

He said it is "staggering to note that despite a 66% year-over-year decline in total US natural 
gas rigs, dry production actually increased by 1.2% year-over-year in August. Hence, it is 
increasingly clear that classic rig-to-production mpdels are not working anymore due to the high 
efficiency of shale plays." 

LNG imports will dampen any price increase as the winter progresses, Blanch predicted. LNG 
producers used 2009 to do maintenance or expand their liquefaction trains but will be producing 
at full capacity in 2010, putting more gas into the global market, he said. 

With prices at the UK's National Balancing Point currently at par or below those at Henry 
Hub, the market can anticipate more LNG cargoes headed for US shores, further 
depressing US prices, according to Blanch, - Bi// Holland 0 
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Energy Information Administration 
Henry Hub Pricing 

Per MMbtu 
January 12,2010 Release 
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Shsrt-Ter Energy 0 
January 12,2010 Release 
(Next Update: February 9,2010) 

U.S. Nafural Gas Consumpfion. EIA estimates that total natural gas consumption 
fell by 1.5 percent in 2009,-primarily because of the  economic downturn. -Despite 
law natural gas prices throughout most of 2009, which contributed to a signifi&Tt 
increase in natural gas-fired electric power generation, declines in industrial, residential, 
and commercial sector consumption drave the year-over-year decline in total 
consumption. 

Total annual natural gas consumption is forecast to remain relatively unchanged 
in 2010. Higher natural gas prices in 2010 are  expected to cause a 2.8-percent 
decline in natural gas consumption in the electric power sector in 2010, which will 
offset growth in the residential, commercial, and industrial sectors. Forecast 
total natural gas consumption increases bv 0.4 percent in 2011, led by a 2.5 
percent increase in consumption in the. industrial sector. 

US.  Nafural Gas Producfion a n d  lmporfs. EIA estimates that total marketed 
natural gas production increased by 3.7 percent in 2009, despite a 59-percent 
decline in the working natural gas rig count from September 2008 to July 2009. 
Working natural gas rigs have since turned around from the midJuly 2009 low of 665, 
increasing to 759 as of December 31 , 2009. While production growth in 2009 was 
supported by the enhanced productivity.of new wells beinq drilled, steep declines 
from initial production at these newly drilled wells ‘and the lagqed effect of 
reduced drilling activity are  expected to’contribute to a 3-percent decline in 201 0 
production. EIA expects marketed production to increase bv 1.3 percent in 2011 
with growth in production from lower48 non-Gulf of Mexico (GOM) fields offsetting a 
decline in GOM Production. 

Crude Oil and  Liquid FuelsOverview. The world oil mqrket should gradually 
tighten in 2010 and 2011, provided the global economic recovery continues as  
projected. While countries outside of the Organization for Economic Cooperation and 
Development (OECD) will lead 2010 demand recovery, OECD countries should begin to 
show significant oil demand growth in 201 1 in response to improving economic 
conditions. Projected economic growth in the OECD more than doubles from 1.2 
percent in 2010 to 2.7 percent in 201 1. 

(.--I ._ 
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Although compliance with cuts announced by the Organization of the Petroleum 
Exporting Countries (OPEC) has weakened and global oil inventories and spare 
production capacity remain very high by historical standards, expectations of a 
continued global economic turnaround have continued to buttress oil markets. EIA 
expects that VVTI prices, which have been trending upward since February 2009, will 
continue to increase in 2010 and 201 I. 

1 

EIA expects that the price of West Texas Intermediate (WI) crude oil, which 
averaged $62 per barrel in 2009, will average about $80 and $84 per barrel in 2010 
and 201 I, respectively. EIA's forecast assumes that U.S. real gross domestic product 
(GDP) grows by 2.0 percent in 2010 and by 2.7 peccent in 201 1 , while world oil- 
c%nsumption-weighted real GDP grows by 2.5 perznt and 3.7 percent in 2010 and 
201 1, respectively. 
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Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2009-10 

% 
DtNDay System 
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Long Term (Mar lo) +--+ 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
February 24.2010 

NOAA predicting above average temperatures for Mar. 2010-May. 2010 
for the northwestern portion of CONUS with below normal temperatures in 
the south and southcentral portions, normal temperatures are forecasted 

the eastern US with warmer weather in the western and northern parts of 
Long for plains states through east coast WSI predicts cooler than normal in 

- 
Page 
Ref 

Comments Price 

-.--. ---- 
Mid Term Forecasl(30-60 days) 

Short Term Forecast (6-10 days) 

orage Inventory - 

EIA Weekly Storage Report 

_I 

the country 
March predicted to be 5 6% colder than 10 year normal and April is 

Long predicted lo be 8.4% colder than I O  year normal 

,- Below and Much Below temperatures in central and southern porlionsofG 
Short the United States earty in the period being pushed south by above normal 

temperatures in Canada. _”_ 

Storage withdrawals for the week ending February 12th were 190 BCF. 

2.7% hiaher than the 5 vear average. 

t 
t =- 

Long Storage levels are at 2.025 TCF which is 1.3% higher than last year and 

chnical Analysis 
Summer 2010 Strip Chart e-, Short Closedat$541 

Winter 2010-11 Strip Chart e-, Short Closed at $5 96 
.anomy 

Demand 

-~ 
- ___I____.. 

E l k  Natural gas consumption is projected to increase 0.4% to 62 5 
BcWday in 2010 and anolher 0 4% in 2011. The outlook for growth in 2011 

economic condilions 
EIA: Total marketed natural gas production declines 2 6% to 58.7 BCF/day 
in 2010 and increases by 1.3% in 2011. Current 2010 Mures market 

Long prices between $5 50 and $6.70 per MMBtu appear to provide the 
necessary economic incentive to expand drilling programs even further. 

+-+ Long comes from increases in the industrial sector as a result of improved 

- 

1 SUPPlY 

‘The world oil market should tighten in 2010 and 2011. as-global 
economic recovery continues and world oil demand begins to grow again. 

Long EIA expects Wn uude oil, which averaged $62 per barrel in 2009. will 
average about $81 and $84 per barrel in 2010 and 2011, respectively. 

Oil Market 

- 
14 

23 

24 

25 

25 

I 

25 

dustry Publications 
PlRA Energy G 
Summer2010: 
Winter 201011 1 - 
Gas Daily 

Gas Daily 

Gas Daily 

Shale gas economics suggest that the extended NYMEX gas price curve 
15-17 

MMBtu for 2010 an or2011. 

as the rig count rises. Projection for Henry Hub price 
for non-healina season at $5 50lMMBtu. 
Despite an extremely cold winter so far. 1JS gas prices will likely be capped 

Tvernrnent Agencies 
I I I 

The projected Henry Hub annual average spot price is expected to be 
$5.366 per MMBtu in 2010 and $5.860 per MMBtu in 2011. 

Energy Information Administration 
Summer 2010: 65.150 
Winter 2010/11: 66.124 

-~ 
Atlendees: Jeff Kem, Jim Henning, Patty Walkef, Mike BNmback Mitch Marfin, Joachim Fischesser, Steve Niederbaumer 
Discussed market fundamentals including weather, storage inventory levels, PlRA and EIA forecasts for the Summer 2010 and the Winter 
2010/2011, independent analysts projections of supply and demand and the impact on gas prices. economic influences on supply and demand and 
technical analysis on Summer and Winter Strip prices In addition, reviewed DE0 and DEK‘s hedging program to date. Significant discussion took 
place around the recant drop in NYMEX prices and the impact of increased number of drilling rigs in the field Based on these factors, a decision 
was made to hedge additional volumes with a futed price for the Summer 2010 and Wnter 1011 1. n - 
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Duke Energy Kentucky 
Hedging Program 
Current Position 

System Hedged to Date Next Target (3/31/10) - 
Delivery Supply Total Required Allowed 
Month Dlhlrno Dth/day DtNrno dINday dlh/day 

Target 

Summ 
Target 
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Tuesday, February 23,2010 , 

WSI calls for continued cold weather in eastern US this spring 

Private forecaster WSI C o r w t i o n  on Monday said the upcoming three-month period 
will continue to be cooler than normal in the eastern US, with warmer weather in the 
western and northern parts of the country. 

“After another month of widespread below-normal temperatures across the central and 
eastern US in February, we think the focus of the cold weather will shift southward and 
eastward in  March, as an atmospheric ridge sets up in the western and central US,” said 
Todd Crawford, WSl chief meteorologist. 

_- - - - -- 

“The primary drivers for our extreme winter pattern, specifically a strong, dateline-centered El 
Nifio event and a stratospheric warming event, will both be on the wane as we head into 
March,” Crawford said. “The residual effects will likely linger into spring, however, with cold 
temperatures focused in the Southeast US and warm temperatures spreading from the western 
into the central US. For the March-May period as a whole, we are forecasting 1191 gas- 
weighted heating degree-days, approximately 4% more than last year and about 2% less_ 
than the 1971-2000 mean.” 

In March and April, WSI expects warmer weather only in the North Central, Northwest and 
Southwest regions. 

The resulting demand in the East will be offset by lower demand in the West as the nation 
heads into the spring shoulder months, said co 

In May, WSI expects colder than normal weather to persist only in the Northeast and Southeast. 
ESAl said cooling demand could show up early in the West as a result. The next seasonal 
outlook will be issued by WSl on March 23. - Stephanie Seay 

ltant Energy Security Analysis. 
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Slight cold changes in East 

The March forecast was mostly unchanged, save for a few warm tweaks in 
the West and a few marginal mld lweaks in the East. The GWHDD forecast 
is unchanged In yesterday's Editon Notes, we pulled together some analog 
years in which the snow cover matched the current conditions and in%bich 
the rank of the ME1 (Multivariate E N S 0  Index) met fl Nino thresholds. Those 
analog years produce a very cold outlook acfoss the ?stem 2/3s of the LJS 
for the first half of March. Given the idea that the 
A 0  does not seem primed lo turn positive very 
soon, that idea makes sense. Here we've taken 
those analog years and projeded them forward for 
the rest of the month. The overall mmposHe for 
March based on those years is somewhat similar 
to our outlook The anomalies are colder than our 
forecast amss the Midwest as well as the 
Southeast. 

Mar GWHDD* Forecasts *1OY Normal updated to '00-09 

Mar 2010 Fcst: 
605.2 

'Na(iofial Gas-WelghIed HM)s 
1 

BpBB -2.0 to -2.9 S3.0 

S 
Warm changes in Texas 

Near normal in the Southeast 

Changes to April were again marginal. with some minor warm changes 
In Texas and minor cold changes in the Northeast. Using the same 
methodology that we used in the March discussion with snow cover and 
ME1 analogs, we produced a similar map for April. That map does share 
a few similarities with our outlook, with cool conditions in the western 
Midwest and Plains and warmer conditions in the Northwest. The mag- 
nitude of cold in the Plains and Midwest is a bit 
stronger, as is the coverage of warmth ao-oss 
the Rockies. Those analogs also show milder 
conditions for Ihe big u'ties along the 1-95 com- 
dor in the Mid-Atlantic. 

Apr GWHDDR Forecasts *iOY Normal updated to '00-0: 

r llOY Normal* 344.7 
__-- . - - 

1 , . .  I--. 

'NaUonal Gos-Welphted HDD! 

I 

MDA.Earthsat Weather 6131 1 Executive Blvd., Suite 400, Rockville, MD 20852 Tel(240) 833 8300 Fax (240) 833 8301 
www.mdafederat.corn/wx/ 0201 0 ' 130-60 Day-Outlook, Version 2.11 
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Earthsat’s 6-1 0 Day Forec;ES-DWiIed 
Tuesday, February 23, 201 0 

Forecaster: BH/AC 
Earthsat Weather 

Today’s Forecast: I Northern Plains, Upper Midwest Warming Late 
Strong Belows Could Expand More In Texas, South 

The coollcold air that is aiming to dive into south-central U.S. 
during the mid-period could be fairly similar to what IS occurring 
presently in the region. As a result, Texas and the Deep South 
could see some more widespread strong below normal readings 
f z t h e  middle of the period. The models have been suggesting = 
the Northeast will trend colder during the end of the period. Re- 
cently, however, this has failed to occur so the forecast stays on 
mainly seasonal outlaok for this region. A warm up into the 
Northern Plains and Upper Midwest might be stronger during the 
end of the period. In the West there could be a faster cool down 
for oeriod’s end. 

Forecast Confidence: 5 

@8 A +3F to +4F 

@# B -3F to -4F @&% B -5F to -7F m MB 

A +5F to +7F 1111 I V h  +8F to +14Fm SA +I5 or Higher 

to -14F SB -1 5 or Lower 

MDA Earthsat Weather GO1 1 Executive Blvd , Suite 400, Rockvilie, MD 20852 Tel(240) 833 8300 (backup: 301- 231-0664) 
Fax (240) 833 8301 www.mdafederal.carn/wx/ @2OlO {Morning Basic-Page 3, Version 2.11 

‘ 1  , :i . .  . 



vvcc;nly l Y a L U l a l  \ J c l 3  OLUlclgC f i c ~ K J 1 1  case NO. 2008-17Bage I ot 1 

U S Energy Information Administrahon 
lndependenl Sla1istlcs and Analysis 

-- Home > Natural Gas , Weekly Natural Gas Slorago Repon 

Release Schedulg 
Slsn Uo @r Ernail Up- Weekly Natural Gas Storage Report 

---- 
ed: February 18.2010 a1 I O  30 A M (eosbrn time) for Uia Weak Ending February 12,2010 B elease February 25.2010 

Working Gas in Underground Storage, Lower 48 other formats: SYmmarv TXT €%! 
r 

Region 

East 

West 

Producing 

Total 

------ 
Stocks in billion cubic feet (Bcf) Historical Comparisons 

Stocks (ea) Change stocks ( e m  Q/* Change 
Year Ago (02/12/09) 5-Year (2005-2009) Average 02/12/10 02/05/10 Change 

1,030 1,135 -105 951 8.3 1,048 -1.7 

322 344 -22 314 

673 736 -63 735 -8.4 

2.025 2,215 -190 1.999 1.3 1.972 

Data 

History ( X U )  

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

References 
( X U )  

Methodology 

Differences Between Monthly 
Notes and oeflnltions 

Note: On February 22, 2010, the Energy Information Admlnlstration (EIA) wil l  change the web addresses for the:%-efcfy Natural 
GJS Storage Report (WNGSRJ. The-Gw web address (IJRL) for the WNGSR wil l  be: htta://lr.eia.aov/”qs/n4s.html . Information 
about the change of the web address is available at: ~#n:/I\nrww.eia.doe.sov/oii oas/lrnotic&html. 

summary  Natural Gas Navigator 
Working gas In storage was 2,025 86 as of Friday, February 12, 2010, according to EIA estlmates. This represents a net 
decline of 190 86 from the previous week. Stocks were 26 Bcf higher than last year a t  thls tlme and 53 B d  above the 5- 
year average of 1,972 86. In the East Region, stocks were 18 B d  below the 5-year average foliowlng net withdrawals of 
105 Bd. Stocks In the Producing Region were 18 Bd above the 5-year average of 655 B d  after a net withdrawal of 63 B d .  
Stocks In the West Reglon were 52 Bcf above the 5-year average after a net drawdown of 22 Bcf. A t  2,025 Bd, total 
working gas is within the 5-year historical range. 

and Weekly Data 

Revislon Policy 

Related Links 

Storage Basics 

Natural Gas Weekly Update 

Working Gas in IJndergrouiid Storage Compared with 5-Year Raiige 

4 

3,600 

3,200 

Note: The shaded area indlcates.the range between the hlstorlcal minimum and maxlmum values for the 
weekly cerles from 2005 thmugh 2009. 
Source: Form EIA-912, “Weekly Underground Natural Gas Storage Report.” The dashed vertical lines Indicate 
current and year-ago weekly periods. 

Prfvacy/Security I Accesslblllty I Copyright & Reuse 0 ‘  Contact Us I Feedback I Careers I About EXA 

Fedstats I USA.gov I Department of Energy 
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January 26,2010 North American Natural Gas 

. -- . 

.. . 

( 

I I I I I I I I I I I 
Dallv Cash orices lhroush December '09 are actuals. Shaded area from Januaw '10 to December '11 is PIRA's Reference Case forecast 
of averaqe daily Henry Hub cash prices. 
NYMEX Futures are based on the actual value of those contracts as of market closinq on 1/26/10 and do NOT reflect PIRA proiections. 

I I I - I I 

0 
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January 26,2010 PlRA Energy Group, 

North American Gas Forecast Monthly 

Bulls and bears can debate to their hearts’ content the implications of recent gas market 
developments. But neither seems likely to label the past three month’s market swings as boring. 
Indeed, the market’s “roller-coaster” began with an incredibly mild November, an extreme cold 
stretch into mid-January, and then the in-progress January thaw. No less important, near-term 
heating degree day forecasts were as volatile as the weather itself, intensifying bullish 
enthusiasm durin-e coldest periods and curbing that enthusiasm during-Ee mildest weather 
episodes. 

Although weather events often mesmerize the market’s attention during such degree day 
turbulence, non-weather events ultimately warrant the preatest scrutiny when assessing 
future Eas price direction. On the bullish side of the ledger, the monstrous D e c e m b  
through mid-January storage draws were more than iust weather episodes. Those draws 
underscored: 1) structurally tighter gas balances not explained by cold weather, reflecting 
sequentially lower production and stronper demand, and 2) much improved prospects for 
ending the 2009-2010 heatinp season without a Y N  storape surplus. 

During the current month, the pendulum has swung toward the bearish side of the ledger. Bears 
have gained new-found stren@h with the past three-week’s iump in gas-oriented rig counts 
jmostly hiih productivity horizontal rigs) that seem poised to chawe the complexion of gas 
production prospects. Determining the future inflection point fiom decreasing to increasing 

deliverability, plus complications associated with changes in rig efficiency and gas well 

bar for 2010 gas production. 

(’ 

production remains a difficult call, given unstable time-lags between gas drilling and Lower 48 

productivity. For now, however, resurgent pas rig counts have decidedly raised the upper 

1 
! 

A second bearish development has been the “half full, half empty” nature of the 
manufacturinp sector’s recovery of late. The U.S. manufacturing sector’s 4Q09 rebound had 
the benefit of a major assist from the dramatic slowdown of inventory liquidation, but M M  
changes in output were unexpectedIy erratic, in h, subjecting industrial gas demand prospects 
to a higher degree of ambiguity. Nevertheless, PXRA’s gas price outlook for 2Q10 remains 
bullish, anchored by rising YN storage‘deficits, U&ng a 10-year normal heating degree day 
assumption for the.next three months, storage deficits should emerge by April. Yet, a colder 
February would establish an earlikr, even more bullish storage scenario. 

Looking further ahead, we foresee a shift iti the momentum of change back toward pas, 
bears. Shale gas economics in particular suggest that the ,extended NYMEX gas pri& curve 
over the next year or  so will prove t o  b e  unsustainably high. This reports initial foray into 
2011 monthly North American gas balances illustrates weather-normalized demand 
becoming hard pressed to keep Dace with rising gas supply. Even at  PIM’s below MCMEX 

0 
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Reference Case prices, storage seems headed for new record highs, signaling the need for 
lower prices to set off another gas-oriented drilliw pullback. 

t 
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Tuesday, February 23,2010 

Denhardt lowers spring storage, price estimates 

There will likely be less gasLn storage than expected at  the end of the heating season 
d u e  to recent cold weather, but qas prices will drift lower nonetheless as the  rig count 

___. _- continues to rise, according to thelatest _- report by analyst Ron Denhardt. __ 

Denhardt, vice president of natural gas services at Strategic Energy and Economic Research, 
lowered his projection of working gas in storage at the end of March to 1.5 Tcf, from last 
month’s estimate of 1.629 Tcf, owed to colder weather than expected in February. 

That weather, particularly in the South, and t h e  increased displacement of coal for power 
generation are expected to boost gas consumption by 6.7% for the first quarter 
compared with a year- he said. 

Despite less gas in storage, Denhardt reduced his projection for Henry Hub prices for the 
non-heating season  by 20 cents from a month ago to $5.50/MMBtu. 

“The gas rig count is qrowinq as  break-even cos ts  of many shale proiects a re  well below 
Henry Hub prices of $5/MMBtu and conventional producers will need to drill to maintain 
cash  flow,” the analyst noted. The US rig count increased by 55 over the last faur weeks and is 
up by 25% from midJuly. 

In addition, liquefied natural gas prices are lower in the UK, which is keeping more LNG in the 
US, he said. 

On the supply side, production is expected to be about 400,000 Mcfld lower on  the whole 
this year than in 2009 and net imports a re  expected to be the same, as  higher LNG 
imports a r e  offset by lower imports from Canada, Denhardt said. 

Looking ahead, Denhardt is calling for 3.602 Tcf in storage a t  the end  of the  refill season, 
o r  about  200 Bcf below last year‘s level - but  still keeping prices below the  $G/MMBtu 
level. 

; --) 

- 

, I  
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- 
Tuesday, February 9,2010 

Analysts: Coat, LNG to cap gas prices this year 

Despite an extremely cold winter so far, U S  gas  prices will likely be capped this year by cheaper 
- coal supplies and a spike in liquefied natural gas  imports, two industry analysts said in separate 

“We believe demand will fail to play a role in helpinq revive prices in 2010, even with cold weather 
in January,” Barclays Capital said Monday. “This is counterintuitive, given that we expect the 1JS and 
Canadian economies to recover.” 

- -- 
3-_ 

reports. _ _  __ 

The anticipated drop in overall US gas  demand this year “is driven by an expected reversal of 
coal’s displacement by gas in 2009, which will push 2010 powersector demand low enouah to 
offset the gains in the other sectors,” Barclays said. “The dilemma for the q a s  industry is that a 
recovery of qas prices in 2010 would only exacerbate the situation bv further trimming gas-coal 
switchins, which would eventually halt the upward movement of qas  prices.” 

Barclays did raise its 2010 Henry Hub gas price forecast bv 4% to $5.25/MMBtu due =he frigid 
start to the winter but warned investors that the strength won’t last. 

“We believe cold weather will support prices in first quarter 2010 and, as a result, have raised our price 
view for the quarter to $5.50/MMBtun from $5.20/MMBtu. ”This could blind the market to what lies ahead.“ 

Meanwhile, energy investors surveyed by Credit Suisse last week at a Vail, Colorado, conference echoed 
Barclays’ bearish sentiment -though the respondents were focused more on LNG than on coal. 

Financial and energy professionals surveyed think qas  prices will average between $5 and 
$5.50/MMBtu this year, slightly below pricing suggested by the NYMEX futures curve. 

While those surveyed expect gas production to be flat or slightly higher than last year and expect demand 
to match supply, they also think LNG imports will pick up from 1.3 Bcfld to around 2 Bcf/d - keeping 
downward pressure on prices. 

Lonqer-term, Credit Suisse’s survev respondents expect gas.to settle into a band between $6 and 
g7lMMBtu. f 

and see little chance that they will fall below $4,50/MCf. 

Goldman sees an LNG risk.on a worldwide basis. “The main risk factor that could change our view would 
be greater-than-expected LNG imports into Europesin the coming months triggered by particularly weak 
Russian and/or Norwegian pipeline exports to‘the region,” its report said. “Such a change in the European 
balance could potentially lower [JS LNG imports during 2010, tightening the market.“ - Bill Ho//aland 

I .  

1 . .  

. .  
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Thursday, February l-ly 2010 

Analysts detail stark shift to horizontal drilling 
Thanks larqelv to a horizontal drilling boom, US qas  production may have reached its nadir and 
could propel already ample storage supplies to even higher levels th i s  yeay, according to analysts 
with Barclays Capital. 

”While winter weather has cheered prices modestly%igher over the past few months, the natural gas riq 
count has been advancinq for 29 weeks,” analysts James Crandell, Biliana Pehlivanova and 
Michael Zenker said in a new report Tuesday. “In particular, horizontal gas drilling has recovered 
w a n d  now stands just below its peak in 2008.“ 

__ 

Moreover, the analysts said, data from the Energy tnformation Administration indicates that onshore 
Lower48 marketed gas production grew by 490,000 Mcfld month over month in November, following a 
1.17 BcWd sequential increase in October. 

At the same time, Baker Hughes’ estimated gas  rig count of 878 at present reflects a recovery of 
213 wells, or 32%, since the mid-2009 low. “This far surpasses the pace of recovery we were 
expecting given the modest rebound of prices” in the first half of last year, the analysts said. 

The horizontal rig count, in particular, now stands at a record 659, up from a previous high of 650 set in 
October 2008. “Since 2006, horizontal drilling has gained 44% over vertical rigs, which have lost 37% 
respectively,” the analysts noted. And that shift “is altering the relationship between drilling (rig counts) 
and production, as horizontal wells tend to be more prolific, particularly when directed to the top shale 
plays.” 

The Haynesville Shale is attracting most of that new inferest, with the rig count in that region already near 
last year‘s high. The Marcellus, Barnett, Woodford an$Fayetteville shales also are experiencing 
increased producer attention, the Barclays analysts noted. 

“The producers’ business model continues to pose the dilemma of balancinq between the strong 
- incentive that equity markets send to each individual producer to maximize output and the need to 
keep aggreqate production in check as demand growth lags the potential for supplv additions,” 
the analysts pointed out. 

Even thoush current prices remain fairly modest compared with those of 2007 and 2008, “the 
forward curve has offered sufficient opportunities tothedge 2010 production above $G/MMBtu,” 
they said. Similarly strong hedges last year “allowed many producers to realize prices well in 
excess of spot levels.” 

In that light, the Barclays analysts said they expect a sim ynarnic this year “as hedges once again 
soften the impact of low spot prices on  producer earning$.” ‘ 

7 Moreover, a s  the credit environment improves, producers may seek to increase drilling activity 
even further. ‘,‘It is our sense that independents, in particular, plan to Qrow the ria count from here 

the 
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Should the rig count grow to 1,000 by April, stabilize there for the second quarter and drop back to 800 by 
the end of the year, dry gas production in the Lower48 states would average only 700,000 McfM lower 
than in 2009, the analysts estimated. Even if the rig count follows Barclays' current expectations and 
grows steadily to 900 by the end of 201 0. storage inventories still should reach yet another record high by 
October. 

"Thus, if the rig count outperforms the level we assumed, which seems more likely than not, the 
implication is that even more supply is heading to market," the analysts concluded. - Melanie Taturn 
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Energy Information Administration 
Henry Hub Pricing 

Per MMbtu 
February I O ,  2010 Release 
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Short-Term Energy Outlook 
February 10.2010 Release 
(Next Update: March 9, 2010) 

Natural Gas 

U S .  Natural Gas Consumption. EIA expects total natural gas consumption to increase 0.4 percent to 62.5 
billion cubic feet per day (Bcfld) in 2010 and another 0.4 percent in 2011. Very cold weather during the first half 
of January, particularly in the Southeast, contributed to an 8.4-percent jump in the monthly estimate for electric- 
power-secfor natural gas consumption from the previous forecast. The latest estimate for electric-power-sece 
consumption in January would be a new GGrd for the month. Although natural aas consumption in the electric 
power sector has been stronq so far this year, an increase in coal-fired qeneration capacity and hiqher 
natural qas prices throuqh the remainder of the year should reduce the share of naturalqas-fired generation 
in the baseload power mix in 2010. This is despite lower-than-normal snowpack in the Northwest, which we expect 
to reduce hydroelectric generation in that region in 2010 to about 8 percent below last year's level and boost natural 
gas consumption. The projected 1.3-percent decline in electric-power-sector natural qas use is offset by: 
qrowth in the residential, commercial, and industrial sectors in the 2010 forecast. The outlook for growth in 
total natural sas consumption in 201 1 comes from increases in the industrial sector as a result of improved 
economic conditions. 

US. Natural Gas Producfion and lmporfs. Total marketed natural qas production declines 2.6 percent to 58.7 
Bcfld in 2010 and increases by 1.3 percent in 201 1 in this forecast Working natural gas rigs hit a low of 665 in 
mid-July 2009, and EIA anticipates that the impact of lower drilling activity last year will mntribute to the production 
decline in 2010. While the number of working natural gas rigs is currently about 25 percent below the year-ago level, 
the number has increased during the last month by about 100 rigs to a total of 881 rigs at the end of January. 
Current 2010 futures market prices between $5.50 and $6.70 per MMBtu appear to provide the necessary 
economic incentive to expand drillinq proqrarns even further. As a result, EIA expects monthly natural gas 
production to beqin to slowly increase later this year and continue on an upward trend through the end of - 2011. 

Proiected U.S. pipeline imports decline by 8.3 percept (0.7 Bcfld) to 8.1 Bcfld in 2010 due to the sustained 
impact of lower Canadian drillinq activitv and production, as well as increasinq demand from oil sands 

rmports of liquefied natural clas (LNG).'which were double vear-aqo levels in January as temperatures 
plummeted and prices iumped. The outlook for hiqher U.S. LNG imports in 2010 is larqelv due to recent 
global LNG SUPP~V additions in Russia, Yemen, Qatar, and Indonesia. EIA expects net imports of natural gas 
to decline in 201 I as flows from Canada remain limited and qlobal demand for LNG strenqthens. 

rojects in western Canada. A portion of fhe decline in pipeline imports this year is exkcfed to be offset by: 

I 

Crude Oil and Liquid Fuels Overview. Lhe world oil market should sradually tiahten in 2010 and 201 1, as the 
global economic recoverv continues and world oil demand begins to grow aqain. Continuation of the \ 

production targets set by !he Organization of the Petroleum Exporting Countries (OPEC), as well as lower overall 
growth in non-OPEC supply over the 2010-201 1 forecasf period, wquld also contribute to a firmins of crude oil 
prices to above $80 per barrel this summer. However, the cQmbination of hiqh commercial,invento~es_ 
amonq members of the Orqanization for Economic Coopektion and Development (OECb) and ample OPEC 
surplus production capacity should help dampen the likelihood of any large upward swinss in prices. 

n 
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Duke Energy 
Hedging Program 

Remaining Base Not Yet Locked In 
Winter 2009-10 

% 
DthlDay System 

November December January February March Total Supply 

Duke Enerqy-Total 

Total 
Previously Hedged 
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EIA: Natural gas consumption is projected to increase 0.7% to 62.9 
Bdday in 2010 and decline by 0.4% in 201 1. Cold weather drives this 

Long yeah increase. HDD during the first 2 months of 2010 ware 5.5% above 
the 30-year normal and the highest since 2004. The small decline in 2011 
reflects the projected return to near-normal weather. 
E lk  Total marketed natural gas production declines 2.7% 

be slightly higher in 2010.. For 201O.lJ S LNG imports are forecast to 
increase b about 45% or 0.56 Bcfld . 
More optinktic expecta(tions of glob: economicgrowth during 2010 drives 

2010 supports a firming of crude oil above $80 per barrel this summer. 

+-+ 

58.7 BCFlday 
Long in2010and incfeases, by 1.1% in 2011. EIA expects U.S. net imports to t 

+--+ . Long oil ensumption up 1.5 million bbVd from 2009. This increased growth in 

Gas Commercial Operations 
Hedging Program 

Market Indicators Summary 
March 23,2010 

26 

26 I 27 

-- 

26 

Long Term Forecast (Apr IO-Jun 10) 

ches study into fracking impacts. “Our research will be desi 

The projected Henry Hub ennual average spot price is expected to be 
Long $5.168 per MMBtu in 2010 and $5.646 per MMBtu in 2011. I t /  I Energy Information Administration 

Summer2010: $5.003 
Winter 2010/11- $5.714 

%&&a1 Analysis.-- 
+-+ Short Closed at $4 38. Summer 2010 Strip Chart 

Winter 2010-1 1 Strip Chart +-+ Short Closed at $5.48. 
-- 

~ - _ _ _ -  
Economy 

I supply 

Oil Market 

. .  . . .  __- 
Meeting Minutes’: 10th Floor North Cqnference Rtiom - 1:00 pm 

Attendees: Jeff Kern, Jim Henning, Pa@ Walker, Mike BNmbaCk, Milch Ma!in, Jowchim Fischesser, Sleve Niederbaumer 
Discussed current market con@tions,including weather forecasts, storage levels~ and various analysts projections as well as EIA‘s forecasts for 
natural gas and oil markets. In adddon. discussed EPA’s proposed study on frticking, Shale gas breakeven economics of various shale gas plays 
and discussed the displacement of wal as a fuel soure vs natural gas. Based on the discussion (predictions of additional reductions in price). as 
well as the current position of the Hedging Program, no additional hedging is proposed. I , , ,  --- 
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Duke Energy Kentucky 

Hedging Program 
Current Position 

System Hedged to Date Next Target (3/31/10) 
Delivery __ Supply Total Required Allowed 
Month Dthlrno Dthlday Dthlmo dthlday dthlday 
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age 280 or 306 COMPARISON OF HISTORIC SPOT & PROJECTED PRICES 
TO CURRENT FUTURES PRICES 

.......... APr 
................ May 
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Historic Prices: 
NYME3 Closing Price 

23-Feb-IO T 9-Mar-IO 

$7.06 $3.63 
$7.21 $3.32 
$7.02 $3.54 
$7.37 $3.95 
$6.68 $3.38 
$6.87 $2.84 
$7.15 $3.73 
$7.80 $4.29 
$7.62 $4.49 
$7.28 $6.14 
$6.61 $4.48 
$6.49 1 $4.06 
$7.10 $3.99 

-- 

NYMEX 
-- 22-Mar-I 0 

$4.137 
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$4.262 
$4.351 
$4.424 
$4.464 
$4.578 
$4.963 
$5.412 
$5.640 
$5.609 
$5.497 
$4.795 
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E=] +0.1 to +0.4 a +0.5 to 0.9 m+l.O to t1.9 ..$,., 0 - 0 . 1  to -0.4 -0.5 to -0.9 -1 .o to -1.9 

+2.0 to +2.9 23.0 

Warm changes across the 
northern tier 

Mild in the  Great Lakes 

Warm changes were made to the forecast across the northern tier. with 
aboves stretching towards the Great Lakes and the Interior Northeast.. The 
European model's monthly outlook released on Monday shows a pattern thal 
shows similarities l o  out forecast. wilh warmer than normal temperatures 
across Eastern Canada and the Northeast and cooler than normal condition: 
across parts of the South. I! shows a lot of near normal temps across the 
mid-mntinent h i c h  may be a sign of a more variable month overall. 
Meanwhile. we showed a map in yesterday's Editor's Notes that highlighls 
the risk for warmer 

Apr GWHDD* Forecasts "IOY NormaJ updated to 'OO-O! 

IOY Normal* 344.i 
_.._ _-_ - --. 

Apr 201 0 Fcst: 

Change: -5*0 'Notionel Gas-Welghled HDDs 

IB. -2.0 to -2.9 S3.0 

us No changes 

Warm in t h e  West 

The May forecasl remains unchanged. continuing to feature a warm outlook 
in the West and cooler than normal temperatures in the Midwest and North- 
east. The ECMWF monthly map (lea) shows a much warmer scenario across 
the Midwest and East wilh more widespread above normal ternperatures 
overall. The CFS monthly outlook for May (center) using initial conditions 
from March 6-March 15 also shows a warmer solution across (he Northeast 
and Eastern Canada, with colder anomalies across Texas info the Southern 
Plains and Midwest Using the Nino 3.4 and 4 analogs gives an outlook 

lanlies to ours overall 

May PWCDD* Forecasts '10Y Normal updated to '00.09 .-....-_-....- 
I llOY Normal* 108.6; 

...- . -_y_ 

MDA Earthsat Weather 601 1 Executive Blvd., Suite 400, Rackville, MD 20852 Tel(240) 833 8300 Fax (240) 833 8301 
www.mdafederal.com/wx/ 0201 0. (30-60 D a y - O u t l o o k ,  Version 2.11 
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Earthsat's 6-1 0 Day Forec33't=Bdt!%iIed 
Friday, March 19, 2010 

Forecaster: BH/AC 
Earthsat Weather 

Forecast Confidence: 7 

Forecast Confidence: 5 

Today's Forecast: I Warmth Returns Across West By Mid-Period 
Cooling Trend For East, Midwest Late 

Temperatures in the Northeast during the first half of the period 
have been lowered a bit today as uncertainty on the details has 
increased. While the forecast leans towards the European mod- 
els, which continue to push much above normal readings into 
the Northeast, the American models depict more marginal above 
normal readings. If the American models are correct, the cool 
down might also be faster to occur. The cool risk persists into 
the second half of the period for the Midwest and East with the 
chance for stronger cooling to develop across these areas late. 
A ridge in the West provides the West with widespread aboves 
r for the second half, but much aboves may form at times. 

A +5F to +7F 

B -5F to -7F 
MA 48F to +14Flll( SA + I5  or Higher 
ME3 -8F to -14F SB -15 or Lower 

MDA Earthsat Weather 601 1 Executive Blvd., Suite 400, Rockville,,MD 20852 Tel (240) 833 8300 (backup: 301- 231-0664) 8 

Fax (240) 833 8301 www.rndafederal.com/wx/ 02010 [Morning Basic-Page 3, Version 2.11 
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& U S Energy Inforniation Administration 

Weekly Natural Gas Storage Report 

IfldepeiideOl Slafisfiu and Analysis 
~orqs - N41@ Ggs :* WBChly Nalural Gas Sloragc Reporl 
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Stocks In billion cubic feet (Bcf) 

Region 03/12/10 osrosiio Change 

770 - 78 9 -19 East 

283 289 -G w e s t  

Producing 562 548 14 

rota1 1,615 1,626 -11 
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Release Schedule 
S3n Up ror Email updates 

Historical t 
Year Ago (03/12/09) 

Stodrs ( fkf )  %Change 

681 13.1 

278 1.8 

69 7 -19.4 

1,655 -2.4 

ficieascd March 18,2010 at  10 30 a m [eastern cmw) for tho Weok Ending March 12, 2010 
Next Releaso March 25 2010 

Workina Gas in Underground Storage, Lower 48 other formats: $XrL!Pirrr.~ cu! 
Dmparisons 

_I_ 

580 .-3 1 

1,542 

Notes and DC&dWCL7 

_- Summary 
Working gas in storage was 1,615 E d  aeof Friday, March 12,2010, accordlng to H A  estimates. Thls represents 5Xet 
decline of 11 E d  Prom the prevlous week. Stocks were 40 86 less than last year a t  thls tlme and 73 8d above the 5-year 
average of 1,542 Bcf. In the East Reglon, stocks were 38 E d  above the 5-year average followlng net withdrawals of 19 
E&. Stocks In the Produclng Reglon were 18 Bcf below the 5-year average of 580 Bcf after a net injection of 14 Bcf. Stocks 
in the West Reglon were 53 86 above the 5-year average after a net drawdown of 6 8d. A t  1,615 Bcf, total working gas IS 
wlthln the 5-year historical range. 

Working Ges in Underground Slorefje Compared wHh 6-Year Range 

"~ 

i 

Data 

History (XIS) 

5-Year Averages, Maximum, 
Minimum, and Year-Ago Stocks 
( X W  

References 

Methodology 

Differences Between Monthly 
and Weekly Data 

Revision P o k y  

Related Links 

Storage Basics 

Natural Gas Weekly Update 

Natural Gas Na viga t or 

Note: Tho shaded area Indicates the range between the hlstodfal rnlnlmum and rnaxlmum values for the 

murcc: Form EIA-91% "Weekly Underground Natural Gas Stomga Report." The dashed vertkdl llWS indicate 
weekly seties from 2005 through 2009. 

current and year-ago weekly periods. . * 8  

, .  
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Thursday, March 18,2010 

BoA/MerriIf Lynch cuts 2010 price forecast to $5 
Citing the  rapid growth of production from lowcos t  US shale plays, the head of Bank of 
America Merriil Lynch's commodities team Wednesdav slashed his U S  natural qas price 
forecast for 201 0 by 17% to $5/MMBtu. 

"The reason behind the lower natural g a s  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 hehind'the surge in shale drilling? Producers can still make money. in some 
cases at prices a s  low as $1 .SO/MMBtu, dependina on  the play, Blanch said, and the 
numbers for those plays will keep changing as activity grows. 

"Breakeven economics in the  shale plays a re  dynamic;, constantly changing as more 
wells are  drilled," Blanch said. "Breakeven costs in the major shale plavs can be 
substantially lower, ranging from $I.EiO/MMBtu to $3/MMBtu in the  Marcellus Shale to 
less than $4/MMBtu in the Havnesville, suqqestina that producers in these areas  can 
make  money at current prices." 

Adding to the low-cost 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, comphred to the 2,400 Mcfld rates seen in the older 
Barnett Shale. 

! -j 

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

''Unless even lower prices force producers to-slow down horizontal drilling, natural gas  
production could soon recover to last year's level, Blanch said, before t h e  drastic cut in 
the  rin count occurred. 

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

LNG imports will more than make up for an expected 500,000 Mcfld cut in pipeline imports from 

"The risk, which we have flagged before, is largely r&ated to the 3.5 BcWd build-out in global 
LNG capacity this year," Blanch said. 

Canada, Blanch said. * - .  
, I  

I .  
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"US LNG imparts are up about 1 Bcf/d 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 t-ioliand 
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Monday, March 22,20 

Gas, coal riva 

0 

ry expected to heat up: analysts 

The abundance of gas from shale plays will only heighten the competition between gas and coal 
in the power generation 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, sparked by the growth of shale q a s  is likely to continue for 
- another three years before the gas supply qlut eases, speakers said at Platts' Coal Properties and 
Investments conference last week in Fort Lauderdale, Florida. 

.- 
I. - _ _ _  __ 

The bottom line for coal-fired utilities is that they cannot plan for the future 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 $G/MMBtu 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 Outlook predicted the Henry Hub spot 
price will average $517/MMBtu this year and $5.651MMBtu in 201 1. 

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 gas] supply and limited consumption growth all reduce the possibility of sustained 
high prices 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 also projected the electric-power-sector delivered coal price would fall by almost 6% to average 
$2.08/MMBtu in 2010 and would decline by an additional 2.4% in 2011. The price declines are based on 
long-term, high-cost coal contracts that are ending in 201 0 and 201 I. 

The impact of excess Qas supplv on the 2009 coal burn was "huge," particularlv east of the 
Mississippi River. Schwa& said. Citing 2009 coal burR dqta, he said coal-fired generation 
declined 15.7% while that of natural gas 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 burn 
was down by a "shocking 19.9%," he said. Meanwhile, Eastern coal burn was down 20 million short tons, 
mostly in the shoulder months of spring and fall. 

Usiiin EVA'S analysis, Schwartz said Central Appalachian coal displacement begins when the 
price of natural lqas falls below $5.40/MMBtu and is huqe below $4.50/WMBtu, while Powder River 
Basin coal displacement occurs,when the gas price falls below $4/MMBtu and is significant below 
$3/MMBtu. Gas hit a low of $2.07/MMBtu in September 2009, and the NYMEX prompt-month settlement 
hovered in the $2/MMBtu range in the early part of September: The average price for 2009 NYMEX gas 
was $4. I 6/MMBtu. 

I .  
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The biggest threat 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 country tippinq more toward gas -- and gas prices continging downward - because 
the glut of supply from the Marcellus Shale would lead to Appalachian qas prices being lower than 
Henry 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 than 50% 

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

Bellman said gas has the advantage of being abundant, environmentally cleaner and less expensive for 
power plant construction than coal, which has had volatile prices in the 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 forcing 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 ” 

. i  
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Friday, March 19, 2010 

EPA launches study into fracking impacts 
The US government’s top environmental regulator said Thursday it is launching a widely 
anticipated studv to examine the impact of hydraulic fracturinq on water quality and public health. 

Theznvironmental Protection Agency said it would allocate $1.93illion from this year’s budget to kick off 
what the agency says will be a “comprehensive, peer-reviewedJ’ study of the drilling technique that 
has unfocked trillions of cubic fee tpo ten t ia l l y  recoverable natural gas in North America and 
around the world. 

The agency Thursday promised to include input from exploration-and-production companies while it 
conducts the study, which will last into next year. 

“Our research will be designed to answer questions about the potential impact of hvdraulic 
fracturinq on-man health and the environment,” said Dr. Paul Anastas, assistant administrator for 
EPA’s Office of Research and Development. “The study will be conducted through a transparent, peer- 
reviewed process, with significant stakeholder input.” 

l h e  technique, developed by US natural gas producers, shoots highly pressurized mixtures of water, 
steam and a blend of chemicals down a borehole to fracture shale rock beneath the surface. As the 
explosion of shale drilling has spread across the CJS 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 environment. 

i.’.-) , 

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 Committee of the EPAYs Science Advisory Board has been tasked with 
designing the study The sciencfi board is scheduled to meet on the issue next month, April 7 and 8. 

Saying it was still in the very early stages OF dehggning t h i  study, the EPA noted that it needs to define the 
questions it wants to ask while taking input from producers and environmental groups before farming the 
study’s design out for review by outside scientists. Then, the EPA said, research will begin into questions 
raised by hydraulic fracturing. 

In addition to the $1.9 million 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 toCongress. 

Industry reaction was swift and cooperative in tone. 

I_ “With the extraordinary opportunity presented by, our nation’s natural qas abundance comes the 
respgnsibility to be good stewards of the land,” American Natural Gas Alliance President and CEO 
Regina Hopper said in a statement, “We look‘ forward to sharing with the’EPA the extensive work 
done at evew step of the natural Gas extraction process, We are confident that a scientific and 
dgita-driven examination will provide’policymakers and the public with even greater reassurance - 
of the safeiv of th is practice.” 

i 
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Lee Fuller, executive 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 on Capitol Hill 
to regulate the practice should be halted until a conclusion is reached. i 

“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 certain 
groundwater is properly protected,” Fuller said 

“Efforts under way in Congress to give EPA outright authority to regulate fracturing - which could 
hamper domestic energy production and job growth - should come to a standstill 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 exempticmfrom 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 will continue working to 
protect our environment from the chemical concoctions being pumped into the ground by energy 
companies,” New York Democratic Congressman Maurice Hinchey said. 

tiinchey, whose 22nd District lies atop the bulk of New York‘s portion of the Marcellus Shale, said 
“Understandinn the risks that hydraulic fracturinq poses to drinkinq water supplies is critical to 
guidinq future policies.” 

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

Washington energy policy analyst Kevin Book of ClearView Energy Partners cautioned his clients 
immediately before the announcement that there was little risk of immediate new regulation of fracking. 

”We caution clients that, althouqh this news may produce headlines, w e  see little sign of near- 
term or intermediate term regulatory risks for Lower48 unconventional qas extraction.” Book 
- said. 

(--) 

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

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

State governments in New York and Pennsylvania have expressed Concern over the limited ability of their 
rivers and streams to both 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 frack jobs. - Bill Holland 
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Thursday, March 4,2010 

Report: Gas to trade at $4-$6 through mid-2011 
Given the persistent combination of robust supply and soft demand, gas prices are likelv to 
stagnate in a trading ranqe between $4 and $G/MMBtu for the next year and a half, consultant 
Energy Solutions said in a report this week. 

The firm saidgas prices may experience periodic dips and spikes oaside that ranue based on 
short-term fundamentals and eventually will return to hiqher levels. But “that isn’t going to occur 
until supplv and demand come closer to being in balance, and w e n ’ t  believe that will occur in 
-- 2010 or even in the first half of 2011,” said EnergySolutions President Valerie Wood. 

The “prolific discoveries of shale gas” have changed the marketplace 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 a n  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 Haynesville Shale region at $2.90 to 
$3.50/MMBtu. “That is likely one reason production in Louisiana has climbed for 11 consecutive 
months,” Wood said. 

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

“While there could be some legislation imposing restrictions on hydraulic fracturing for shale supplies, the 
recent discovery of natural g a s  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 to increase global natural g a s  supplies as well.” 

It also appears that producers are preparing for a lower-priced environment. Two top companies 
have been attempting to neqotiate five- and IO-vear sales contracts, “a move that thev would onlx 
make if thev believe price weakness is in the future,” the report said. 

In addition, producers have hedqed as much as 50% of their 2010 production, another indication - that they anticipate falling gas prices. 

On the demand side, g a s  consumption remains relatively l.ow even as economic recovery appears to be 
under way, Wood said. “Given the load that was lost due to the recession, it is expected that natural 
gas demand in 2010 and even 201 I dl1 likely be lower than it was several years alqo.” Assuming 
temperatures are near normal through next autumn, “there is no reason to be alarmed that supplies will 
be insufficient at this time to meet this demand,” s h e  added. 

Wood cautioned that despite the outlook for lower prices, buyers should not be lulled into a false sense of 
security. 

I 
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"While we've provided our  rationale for a weak price environment in 2020, it doesn't mean that buyers 
should become complacent, because  periodic rallies will occur," s h e  said. "Even during weak price 
environments, there a r e  opportunities to make cost-effective longer-term purchases, particularly in the 
first and third quarters of the  year, and  buyers should be prepared for those opportunities." - Rodney 
White 

(-) 
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Energy Information Administration 
Henry Hub Pricing 

Per MMbtu 
March 9,2010 Release 
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Short-Term Energy Outlook 
March 9, 2010 Release 

Natural Gas 

U.S. Natural Gas Consumption. EIA expects total natural gas consumption to increase by 0.7 percent to 62.9 
- billion cubic feet per day (Bcf/d) in 2010 and decline by 0.4 percent in 2011. Cold weather drives this year's 
natural qas consumption increases. Total naturaldas-weiqhted heating degree-days durinq the first 2 
months of this yearwere 5.5 percent above the 30-year normal level and the hiqhest for the period since - 2004. - ---- 

The combination of frigid temperatures and electric space heating in the Southeast contributed not only to increases 
in residential and commercial sector natural gas consumption but also to very strong natural gas consumption in the 
electric power sector. Even with the assumption of near-normal weather in March, EIA expects first- quarter 
natural qas use in the electric power sector to increase by about 3 percent above the same period last Year 
and about 17 percent above the previous 5-year averaqe. This increase in first quarter 2010 electric power 
sector consumption has all but eliminated the proiected I .3-percent yearaver-year decline @ natural qas 
consumr>tion for this sector in last month's Outlook. 

The 2011 outlook for a small decline in  total natural qas consumption reflects the proiected return to near- 
normal weather, which is expected to reduce consumption in  the residential, commercial. and electric Power 
sectors. Continued economic recovew contributes to a proiected 2.1-percent increase in natural gas 
consumption in the industrial sector. 

U.S. Natural Gas Production and Imports. EIA expects total marketed natural qas production to decline by 
- 2.7 percent to 58.7 Bcf/d in 2010 and increase by 1.1 percent in 201 1. The number of working natural gas rigs 
has been increasing this year in response to higher prices in both the spot and forward markets. According to Smith 
International, natural qas riqs have increased by more than 17 percent, or by nearly 140, since the start of this 
year. There are currently almost 570 workinq horizontal rigs. a new record. EIA still anticipates a decline in 
2010 production because of the laq time arising from low drillink rates last year and steep decline rates 
associated with newly- drilled wells. However, continued recoverv of drillinq rig activitv, increasins drilling 
efficiency, and the potential for binher production ret& from shale gas wells could lead to hisher-than- 
expected production this year and next 

,- -. 
(.- ' 

EIA expects U.S. net imports to be slightly higher in 2010as a proiected decline in pipeline imports is offset 
by lower exports and hiqher imports of liquefied natural gas (LNG). While cold weather across the northern 
hemisphere has helped absorb some of lhe new LNG supply that'has recently come on-stream, U.S. 1-NG imporfs 
are forecast to increase by nearly 0.8 Bcf/d over last year in the first quarter 2010. For 2010 as a whole. U.S. LNG 
imports are forecast to increase by about 45 percent (or 0.56 Bcfld). As cliobal LNG demand and import 
capacity expand next year. EIA expects US. LNG imports to show little year-over-year qrowth in 2011. 

GIobal Crude OH and Liqhid F U d s  

Crude Oil and Llquid Fuels Overview. EIA's more optjmistic updated expectation for global economic growth 
during 2010 drives the 2010 forecast for oil consumption growth upwards to 1.5 million barrels per day (bblld) from 
1.2 million bbWd in last month's Outlook. This increased qrowth in 2016 oil consumption su~por ts  a firmins of 
crude oil prices at above $80 per barrel this summer and accommQdates a further drawdown of commercial 
oil inventories. While EIA has also reduced its proiections for surplus production capacihr in the 
Orqanization of the Petroleum Exportina Countries (OPEC), surplus capac'ity remains ample, dampeninq the 
likelihood of a lame upward sw im in prices.' 
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Tuesday, March 23,2010 

Supply glut seen keeping gas sub-$6 this year 
Investment bank Raymond James’ top gas analyst isn’t backing away from the firm’s $5.50/Mcf 
price forecast for 2010 but caut ionuonday that $6/Mcf gas may not happen this year. 

The biggest factor keeping prices down? Gas output hasn’t fallen much at ajj,analyst Marshall Adkins 
said in a note t?Clients. 

“Natural gas production has yet to show the hard rollover that many of the pundits (read: bulls1 
were pointing to throughout 2009,’’ Adkins said. 

The bank’s own analysis of production usinq reports by publicly traded companies and the 
Enerqv Information Administration’s Form 914 production reports indicate that qas supplies will 
only fall about I Bcfld in 2010 from 2009. Worse for bulls, Adkins said, given the sometimes 
double-diqit production qains from shale plays being forecast by independents, is that Gas 
production could be greater in 2010 than 2009. 

Analysts at Pritchard Capital Partners said Monday that growing rig counts and supply are making 
investors bearish on gas prices. 

“Bearish sentiments prevail on concerns that due to increased drilling activitv, supplies ma 
actually rise in 2010, exacerbatinq the situation in an already well-supplied market,” Pritcha; 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 the 
low point in July. 

Offsetting the recent cold snap’s ability to get gas out of storage is an increase in liquefied natural gas 
imports, Adkins noted. While storage levels are below those of a year ago, they are still above the five- 
year average without the balancing of as many power plants switching from coal to gas, Adkins said. 

“Unless operators start cutting back on natural gas drilling (or go back to vertical wells), this 
summer could be uqlv for natural gas prices,” Adkins said. “In fact, given recent storage data, we 
would probably take the under ori our $4/Mcf’forecast for the third Quarter of 2010 - heck, we may 
even have a $3 handle this week.” 

From its peak in the first quartet of 2009, gas prodyGtion, accsrdjng to Raymond James’ analysis, has 
only fallen 2.2Y0 (700,000 Mcfld) for private produckts, 0.5% (100,000 Mcfld) by independents, and 8.2% 
(900,000 Mcf/d) for the majors. 

’i) 
l- 

“The odds are stacking up against the bull case of natural qas,” Adkins said,“ln fact, we believe 
domestic US natural gas production may have already boffomed.” 

“We are still (conservatively) estimating ‘normalized‘ gas supply falling approximately 1 Bcfld year-over- 
year in 2010,“ Adkins said. “Reqardless of which US gas supply scenario plays out, it looks like $6 
gas is not in the cards this summer.”-- Bill Holland , 

, 1  

0 
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Marcellus to dwarf area demand by 2015: Bentek 

Production from the Marcellus Shale is Iikely to double in five years and  far outpace regional 
demand arowth durinq that time, potentially displacinq other supplies such  a s  Canadian o r  

Bentek’s “Beast in the East,” report forecasts production to climb from 2.3 Bcfld in the  first quarter 
of this year to about 4.1 Bcfld in 2015, based on current rig count levels, In a more amress ive  
scenario, the consultinq firm said the 4 Bcfld level could be reached by early 2011 if Marcellus 
producers continue to  double production each year. 

In contrast, actual demand growth for the region looks set to increase only 800,000 Mcfld by 2015 from 
2009 levels, the report stated Bentek puts power sector growth by 2015 at only 0.3 Bcfld, but their 
scenario did not take into account a potential shift away from coal-fired generation to gas. 

“The bottom line in this demand analysis is that the  pace of regional q a s  demand qrowth, 
including s torage injection demand, is unlikely to match the pace of projected SUPDIV srowth 
within the reqion,” the report stated. 

As such ,  supply displacement will be  felt across  the  nation and downward pressure will ultimately 

Rockies gas ,  Bentek Energy said in a Monday report _-- __ -_ - 

be amlied to regional prices. ( ’\ 

“If Marcellus production is expected to grow at least 1.8 Bcfld over the next five years, it could completely 
eliminate the need for 1.4 Bcfld of Canadian imports in the summer, or the 1.6 BcWd of gas that comes 
from the Midcontinent and Rockies,” the report stated. 

More than 30 pipeline expansions have been propos6d to carry the gas to market, including 22 short-haul 
and gathering projects totaling 6.8 Bcf/d and 12 market access projects of 5.9 Bcf/d, according to the 
report. 

More pipelines mean tighter spreads 
Although not all of them will get built, even a handful MI re a tightening of regional price spreads, the 
report noted. Among the markets that will see prices dro Transcontinental Gas Pipe Line’s zone 6- 
New York and non-New York, Texas Eastern Transmission’s zone M-3, Tennessee Gas Pipeline zone 6, 
Iroquois Gas Pipeline’s zone 2 and the Algonquin Gas Transmission‘s city-gates. 

As Southeast and Gulf gas gets displaced by Marceiius supplies, prices at upstream markets such as 
Transco’s zones 4 and 5, as well as Texas Eastern’s zone M-2, will also be yanked lower, the report 
contends. . r .  

Bentek noted the average forward basis price in the 
declined to $0.93/MMBtu, compared to $1.35 last year. 

ium Northeast markets through 2013 has 

“This is an indication that the market is beginding to respond to the expected pipeline capacity additions 
and Marcellus growth,” the report stated. 

i: ’ 
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Analysts have noted that while forward basis at Northeast city-gate markets would shrink because of the 
onslaught of Marcellus supplies, they were unlikely to get crushed because the vast majority of proposed 
projects stop just short of the actual city-gates, ensuring that bottlenecks and constraints would remain. 

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

i 

Indeed, the Platts forward curve is in contango through 2013 with assessed full values at Transco’s zone 
6-New York rising from $61 8 in 201 1, to $6.92 in 201 3 on Monday. 

Intercontinental Exchange indicated the 2014 full value for the market was $7.19 on Monday. 

Additionally, Bentek forecasts that because of infrastructure constraints some 550 Marcellus wells, 
totaling 705,000 Mcfld, are currena&shut in because they lack either gathering or processing $iw-s, or a 
connection to a larger pipeline. 

The consulting firm also pegs the breakeven price at the play at $3.1S/MMBfu, which falls in the low end 
of current analysts estimates that range from the mid- $3.00~ to the mid-$4.00s. - Samantha Sanfa 
Maria 
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Bearish coal market could weigh on gas sector this summer: analyst 

Weakness in the coalgarket could put additional pressure on the already bearish natural gas 
market for the next several months, an analyst with Strategic Energy and Economic Research said 
Monday. 

Even‘tfiough a hotter-than-normal summer could boost cooling demand and provide some support to gas 
prices, =potential decline in coal prices provides siqnificant downside risks to natural sas 
prices,” according to Ron Denhardt, SEER’S vice president 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 that gas consumption for power 
generation will fall by about 1.2 Bcfld as a result of fuel-switching. 

With current NYMEX coal prices trading at around $54.50/ton, Henry Hub prices would have to 
averaqe $4.25/MMBtu or less to displace coal. But, Denhardt noted, last year coal prices fell to the 
$45/ton level: at those prices, Henry Hub prices would have to drop to around $3.70/MMBtu to 
displace coal. 

With weather across the U S  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-switchins from gas to coal proceed as expected, Denhardt predicted that working gas in 
storage at the end of October will reach “feasible capacity” of around 4 Tcf. 

That downward pressure on gas prices will likely lead to lower liquefied natural 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 to decline enough to stop the rig count from growing,” Denhardt noted. Currently, the 
horizontal rig count - indicative of shale production - is around 8% above its previous peak in October 
2008, he said. 

On the LNG front, the analyst said that liquefaction capacity should increase by between 4 Bcf/d and 5 
Bcfkd. With 2 Bcf/d headed to markets in Asia, the Middle East and Latin America, that would leave 
between 2 Bcf/d and 3 Bcfld for the North American and European markets. 

European markets currently hold a premium to Henry Hub, which would imply that most of that additional 
LNG will head to Europe. - Melanie Tatum 
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