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NYMEX falls 59.9 cents to close at 4-month low

The Februnry NYMEX futuies contract tummbled 59.9 cents,
or 5.3%, to close Tuesday’s sesston at $10.626/MMBtu—the
lowest prompt-month settlement since Aug. 26, Cash prices
moved in the opposite direction, gaining between a dime and 80 cents
in most markels.

Sources sald forecasts for unseasonably warm weather over the next
two weeks prompled the sell-off on the NYMEX's first trading day of

2006. Since Dec. 21, the February contract has plunged $3.719, or 26%,
{continmed on page 2)

Analyst: Prices to hover near $10 through 2007

A strong U.5. economy combined wih continued declines in Notth
American production will keep Henry Hub gas prices around $10/Mcf
for the next two years, a Raymond James and Associates energy analyst
said Tuesday,

Marshall Adkins raised his first-quarter 2006 gas price estimate to
$12.50/McE—up 52% from his last projection in September—bhased on
continued Gulf of Mexico production losses stemming from Hurricanes
Katrina and Rita and an early onset of unseasonably cold winter weather,

For the second and third quarters, Adkins predicted that gas will setl
{continued on page 6}

Kelliher cites need for long-term supply deais

On Joseph Ketllher's 49th day as FERC chalrman, Hurricane Katrina
walloped the Gulf Coast. Three weeks later, Hurricane Rita picked up
where Katrina left off.

With the twin storms striking at the heart of domestic gas produc-
tion and transportation infrastructure and taking out roughly 20% of
U.S. supply, FERC and its newly appointed chatrman faced the prospect
of yet another major energy crisis.

Wit a palpable fear on Capitol Hill that the humanitarian disasier

could spiral into a gas shortage this winter, Kelliher sald he honed a cri-
(confinied on page 4)

Kansas regulators wrestle with Hugoton woes

The Kansas Corporation Commission staff has asked for more time
to sort vut the web of tssues sternming from last year’s curtailment of
service Lo dozens of customets that received contaminated gas from the
Hugoton field.

The KCC had wanted the report completed by Jan. 6, but staff said it
would need &t least three more weeks to compite the voluminous data
on the problems confronting consumers, producers and gas gathering
companies that rely on the Hugoton field in southern Kansas,

Among the remaining issues facing state regulators: how to reduce
{continued on page 3}
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NYMEX fa"S, but CaSh i’iSBS o from page 1

“We're seeing high cordidence in a forecast that is showing above-
normal termperatures for a streak that would challenge any streak over the
Tast several winters,” said a Houston-based broker. "So | think that alone
is repson enough to help the matket get back to single-digit pricing.”

“We believe there is 1.5 Bed more supply Lhan demand,” the broker
continued, "We're sitting with a surplus in the marketplace. If any-
thing, that will onty be getting better as immore gas comes back on-line”

The February contract operted at $10.75 and traded Detween a high of
$11 and a low of 10,60, According to the broker, the contract was "about
to invade” a technical gap that likely would have sent it falling below sup-
port at $10.40. tlowever, “we touched the edge and waltked away,” he said.

The wilting futures contract and forecasts for nild weather in many
regions failed {o keep spot prices from gaining ground Toesday, with
traders citing the return of commercial and industrial demand after the
tong holiday weekend.

Although daytime temperatures in the Southwest and in Southern
California are expected to remain in the 70s with bright sunshine all
week, buyers were out in force nonetheless and helped boost cash pyices
by nearly 80 cents in the San Juan and Perntan basins.

But in Northern California, which was experiencing severe storm
and [lood warnings, prices at the Pacific Gas and Electrle city-gaie rose
tess than 40 cents, narrowing its prentum to the production basins to
about $1.10. "The basins have been very weak recently, and H is about
time cash began to retwrn to normal,” one California trader said,

Forecasts call for mild siart to 2006

in the Northwest, prices generally gained between 15 cents and 60
cents in light frading. "t is unseasonably warm and raining,” one
Rockies trader saicl. “Prices are o Httle bit higher than the weekend, but
cash is relatively weak compared 10 the Vebruary NYMEX.”

But another Rockies trader said spot prices could easily raceup to
meet the NYMEX a1 the first hint of more cold weather. "Forecasts say
temperaturves wilt renrain high through mid-month, but who really
knows?” he said.

Above-notmal temperatures in westeyn Canada kept utility demand
low and sent prices down about a dime at the AECO-C Hub in Alberta
and 20 cents or so at Westcoast Energy’s station 2 in British Columbia,

in the Northeast, some isolated snow showers in New England and
the teturn of industrial demand lifted prices between 30 cents and 60
cents from pre-weekend levels. Stitl, the market was “lackluster,”
Canadian tvader reported, with temperatures a few degrees above aver-
age expecied for the rest of the week.

“Everyorte knows how quickly the weathier can change, but based
on current forecasts T don't think we’li see much change in the market
until at least {he middle of next week,” the tradersaid,

Along the Gulf Coast, price gains ranging from a dime to 45 cents
failed to impress some traders, *Fhe market was ap from the long week-
ench, but it wasn't anything to write bome about,” one marketer said.
Henry Hub cash rose aboul 35 cents to average in the high $9.80s, while
thie Houston Ship Channel rose about a guarter to settle just above $8.

With the mercury forecast to reach the 70s all week {rom Houston
1o New Qrleuns to Tallahassee, some Gulf traders said they expect
demand to soflen and lrading to be uneventful.

Spot prices in the upper Midwest began the new year with gains of
as much as 50 cents, afthough several traders agreed that the session
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was quieter than normal. Despite the gains, prices are “still well below where fitst-
of-month index prices,” the trader noted.

White Consumers Energy in Michigan finished the day nearly unchanged from
Friday, the hulls ruled the Chicago city-gates, where prices jumped ahout 55 cents.

Spot prices moved higher in the Midcontinent as well despite the Jackadaisical
futures conttract and mild weather, tacking on between 30 cents and nearly 60
cents in what one Texas source called “a normat rebound from the long weekend.”

The market traded stuggishly, however, as many market players found them-
sehves “trying te get re-motivated,” one source remarked, “Things were slow and 1
was dealing with a lot of little accounting issues,”

As spot prices rose, regional spreads narrowed, with the differential between
Parthandie Eastern Pipe Line and Natural (ias Pipeline Co. of America’s Texok
zone shrinking from more than a quarter on Trday to just a penny or 50 on
Tuescay. —Market Staff Reports

Kansas wrestles with Hugoton woes ... fom page s

the immpact of tainted Hugoton gas on consumers; who has purisdiction over
intrastate supply and transportation fucilities; and who should pay the cost of
converling shut-off customers to other fuel sources such as propane.

The dispuie arose nearly a year ago after high concentrations of hydrogen sut-
fide were discovered In the gas flowing from the Hugoton (GD 2/14). Aquila last
February shut off gas service Lo 53 residential customers in Kansas and planned to
cui supply to another 31 after it received word that gas in Oneok Field Services’
gathering lines contained unsafe levels of the toxin, In the weeks that followed,
maoare customers in the region were shut off due to the same gas-guality conceins.

The shut-offs prompted the state legislature to establishy. procedures for discon-
necting customers from gas gathering systems for health and safety reasons—and
gave the KCC regulatary oversight over such curtailiments.

But the commission noted at the time that “there are many unresolved legal
and policy questions regarding gas gathering services and exit tap customers” and
appealed to consumers, praducers and its own staff for input,

In recent filings, the Kansas Citizens’ Utiltty Ratepayer Board stressed that the
economy of southiwestern Kaasas “depends on the viability of the Hugoton field”
and that if (he region’s “feedlols or meat processors close, job losses would empty
cities Hke Dodge City, Garden City or Liberal and virtually destroy smaller com-
miunities that depend on such industries.”

As a result, the ratepayer board argued that “it is essential” for state policy-
makers to quickly address the gas-quality issues at Higolon.

The board sabd it was concerned that the KCC has no direct authority over gas
gathering systems, water suppliers or federally regulated pipelines, “all of which
are critical elements of the problems in the Hugoten field and integral to any pos-
sible solution, There is no single agency in the state of Kansas that has the expert-
ise and competence to deal with these issues, let-alone the jurisdiction,”

Oneok, which was compelled to shut off some gas consumers because of the
hydrogen sulfide concentrations, contended in a recent filing that the KCC's juris-
diction does not extend to a gas-gathering system from which a utility obtains its
supplies. The recently enacted legislation “does not tufn gas gathering services
into a public utility service,” Oneok insisted,

‘The company argued that “any gas gatherer that has exlt taps supplying gas o
a public utility for the miidity’s end-use custorners on its systern should have first
andt foremost in its mind the health and safety of those end-use costoniers—not
omly frome the presence of hydrogen sulfide gas but also from any contaminant
that may be contained in the gas.”

Oneaok also said it did not helieve the commission could drder it, or any gas
gatheret, to assame the cosl of converling a terminated customer to an alternative

Typicat Alberta residential custometr

King island proposes

to get €$170 January gas bill rebate

Residential gas customers in Alberta will save an
average of C$170 on thelr January heating bills as a
result of the provinge’s unique rehate pragram, the
Alberta Dept. of Energy said Tuesday.

"The average household uses 23 §j of natural gas in
January, which is the time of year when gas usage Is at
its highest,” said Enargy Minister Greg Melchin, “As we
enier the new year, Alberlans wilk continue to receive
benefits from Alberta’s one-of-a-kind naturol gas rebate
program that provides a measure of stability and protec-
fion when consumers need the assistance most.”

Al eligibte homes and businesses, regardless of
whethet they pay the regulated sate or are parl of a comr
patitive contract, benefit from the Naturat Gas Rebate
Program. Monthly rebates are triggered when two of the
province'’s three major utility companies—Birect Enesgy
Services North, Direct Eneigy Services South and
AtaGas Utilities—charge regulated rates in excess of
C$5.50/GL. The amount of the rebates increases along
with the market price of gas.

As a result of the pregram, the typical residential
customer in Alberta is paying about 12% less for gas
than in other Canadian provinces, according 1o Alberta
officials {GD 11/23). RAW

8-Bef
storage facility in California

King tsland Gas Storage said Tuesday it has filed an
application with the Califoraia Public Ulllitles Commission
to build a new gas storage facility at a depleted gas
reservoll some 12 miles north of Stockton, Calif,

The King Isiand Gas Starage Facliity would lywsva 8
Bef of working gas capacity and fie near the systems of
Paclfic Gas & Eleetric and Lodl Gas Storage Pipeline {GD
4/13). The depleted King Island field osiginally preduced
i1 Bef and would provide for high injection and wilhdraw-
al rates, the company said,

King Island said it welcomed customers seeking
capaciy as well as anyone interestad in ecowning the’
project. For more information, contact Patrick Ross at
8587759897, or emall drillforgas@sieglobal.net,
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fuel source.

Meamwhile, in its remarks to the commission, Aquila agreed that state law is
unciear regarding who should pay the cost of converting customers disconnected
because of the contaminated gas but said it does not believe [ocal distribution
companies should be liable,

The KCC has Been wrestling with the Hugoton issue for years. In September
1998, the commission ordered an investigation into the effects of declining gas
wellhead pressure in the Hugoton and surcounding {ields.

The KCC said recently that it had recelved a flood of comments on the issue
seven years ago, after which it made “some broad findings” but failed to establish
a1 policy regarding customers who take gas directly or indirectly from Hugoton-
linked gathering systems, RAW

Kelliher touts long-term contracts ... sompage:

sis management posture based on three pitlars: provide information Lo the public,
act quickly and maintain an air of calm.

Like other energy issues in recent years, many of the solutions {o post-hurri-
cane problems lie outside FERC's jurisdiction. But since taking up the gavel,
Kelliher has used the hurricanes and {irm mandates in the Energy Policy Act of
2005 as leverage to pursue 2 Tauch broader agenda to strengtiien gas and power
infrastructure and reduce price volatility.

For instance, Kelliher pointed out in a recent interview, he has used the bully
pulpit to tout various capacity market proposals, repeatedly state his preference
for kong-term gas and power contracts, push consumers to conserve energy, and
wge states to take innovative approaches to increase efficiency.

“It’s hard to structure an efficiency or demand-side management program that
doesn’t start off with the retail consumer,” Kelliher satd.

Much of his agenda to firm up infrastructure and rein in prices relies on main-
taining a dialogue with the states. He sought to open that door in a speech at a
recent mecting of the National Assn. of Regulatory Utility Commissioners in Palm
Springs, Calif,, where he tried to put to rest oid tensions and promote a commnon
policy direction. That is especially so with regard to promoting long-term supply
deals.

“In some cases utilities would be contfortable buying lenergy} under tong-term
couteacts,” he said. “But they don’t want to he second-guessed by their regulator
two years down the road, saying you shouldn’t have signed this contract, you
shroudd have bought more on the spot matket, or you shoukd have signed a differ-
ent type ol contract.” '

“Theoretically, if a utility buys everything on # spot market, that's sepsible
from a utility’s point of view. They want to avold the regulatory risk,” the chalr-
man said. “But. it's probably not seasible for their consumers [to bear] ail the risk
of price valatility for gas and power.”

He fnsisied that state regulators “can protect the consumer from the volatility
of gas prices while still limiting the regulatory risk on the atility if they were to
sel up a process Lo make it clear that those long-term purchase decisions won't he
second-guessed.”

The federal government's policy of increasing energy efficiency and better
contealling gas demand also relies on states, Kelliber said, stressing that demand
reduction is critical to surviving shorl-term supply crunches before more Hquefied
natural gas beging Aowing.

Yet “we can't connnandeer e machinery of state government,” he stressed.
“So we have to have a conversation, We can identify the problens.”

The chafrman said he also sees a need (or long-termn contracting in LNG
import terminal development. Since arriving at FERC, Kelliher has sought to hol-
ster and clarify its role in permitting LNG terminals,
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He aggressively fought atlempts In California to usuryp federal huisdiction in
hopes of killing a project in Long Beach that, according to Kelliher, is in the
nalion’s best interest. He ultimately won the jurisdictional dispute when Congress
included a provision in EPACT that clarified FERC’s role as the tead agency in set-
ting and enforcing regulatory deadlines for NG and pipeline projects {GD 8/1).

Since becoming chairman, Kelliher has become an even more vocal supporter
of LNG imports, which he views as a key component of future U.S. gas supply.
The comrmission has approved eight projects in recent years, three of which are
under construction and tied to long-term contracts.

Yet despite his optimism about the future of the LNG market, Kelliher
expressed concerns that existing U.S. terminals are being outbid by Europe and
Asia for spot cargoes. Less than half of total U.S. terminal capacity was being uti-
lized toward the end of 1ast year, and the world market appeared to care little
about the cries of U.S, policymakers worried about tight winter suppltes.

LNG is among the most contentious 1ssues foy FERC, states and the general
public because of concerns about 1ts safety, Kelliher noted. 1t is also a complex
issue for producers, importers and financiers tiylng to gauge the direction of a
rapldly growing and very expensive industry.

Kelliher waved off a suggestion that the fajkure to atiract badiy needed LNG
supply to LS. shores in the past few months bodes poorly for efforts o sell the
idea that more iniport capacity is needed, "I think if anything, it strengthens the
message of why people need o enter into long:-term contracts,” he said,

Getting gas and electricity buyers and sellers to shift from short-term to long-
termn contracts to help boost Infrastructure development is one of Kelliher's key
outreach issues. “You hear it on both pipelines and LNG facilities,” he sald.
“They'te prepared to take risks, but they’te not prepared to take unreasonable
risks from their point of view.”

As for gas quality and inteschangeability issues related to LNG, Kelliber said he
is not convinced that “it’s a national problem that requires a national solution at
this point.” FERC, In his view, has been addressing the issue adequately by respond-
ing to individual complaints and not pursaing a broad, industry-wide polcy.

Kelliher appeared disinclined to go along with the Natural Gas Supply Assn.’s
cail for nattonal gas quality slandards. “The NGSA petition starts with the premise
that there is a naticnal problem that lends itself to some kind of uniform
approach. I think that would have to be demonstrated. If it's not a national prob-
lem, it isn't clear there's anything inadequate about the current approach.”

As chairman, Kelliher also has taken steps to make sure FERC orders are issued
more guickly. To that end, he changed the open meeting cycle to the third
Thursday of each month and shunted simpler items, such as uncontested settle-
ments approvals, into notational releases.

Fab Winter*  Swmmer Winter  Summer
2006 2005-08 2006 20086-07 2007
Midpeint Midpoint  Midpoint  Midpoint  Midpolnt
Transco zone GNLY.  292.500....223.625_ . 70.500Q  240.000
Columbia Gas, hppalachla nkgg_@pg_‘_( 336256 38,375 41,000
Tansco, zone 3 20,000 . 17.600 )7 43,960
_Chicago citygates, _:72500  -69.250 :24.000
. MichGon citygate 55,000 51080
_Panhandle, TxOkla, . . -208.000 . -:207.500 1
. Houston Ship Chanpel, 210.500  -208.00D
Wahe . -209.000  -200.000, ¢
Nartimest PlpB Rockles -235.000  -237.500 - .
SeCal Gas A77.500 196, 000 101000 ﬂﬁg% a

_EIPaso, San Juan Basih 232,000 ,__éEgﬁgu_m@o_m'Q_;ﬁ__—iﬁié@@ W,

Prices m cetils/ MMBlu, Sumner season is Apti-October, Winder is Novembertiarch,
rBatance ef the seasan.

-158.000

High Low +/+  Volume
Feb 2005 11.000 10.600 599 14173 =
_ Mar 2008 11.120 10730 _ 604 7833
_Apr 2005 (16330 10470 -19.8 . 6814
May 2005 10.230 10,130 -16.9 3780
Juit 2005 10.250 10.160 168 338
AUl 2006 .10.200 10229 -18.7 218
Aug 2005 10380 10.260 16,7 160
_Sep 2005 ) 10.340_10.250 164 1686
Oct 2005 10,390 31G.330 _ A64
Nev 3005 .950 10,600 -14.9 63
Tpecaons 10310 A4 1840
Tdan2008 . Taiy8p 11850 11700 9.9 2413
_Fab2008_ 11780 11829 11,650 8O 202
tar 2006 11.550 14590 11,450 . 7.9 . 3383
ApiZ0DE 9585 0,650, 9800 7.4, 4151 ..
“May 2006 9366 9440 . 9.980 . -7.4. 666
hin2006 _ 9.4310 9490 9,416 7.4, . 536 ..
LAa12006 9.450 9480 9.480 - .74 - 169 .
_Aug 2006 9405 0498 0.405 7.6 - 515
(Sep2006 8500 9500 9600 78 483
[ 0al2006 89555 9.600  Or Er
Nov 2006 10,080 _16.080 R
.Dee 2008 : ; 58 61,
. 007 4.8 161
_feRn 2007 . )L.980 I XN
Mar 2007 10,745 10,745 10.745 A4 167
CAM2007 B7I5_ 8730 BIB0_ 14 376
_ May 2007 _ 8585 .14 378
(8590 _B.530. A4 153
.8530_ 8630 147,
- 8665 86685 14 148...
Bo6b B.666  B.A6h 1.4 148
0o12007 - BJGS 8,705 . 83706 A4 . ,.248
Hov 2007 $.210 9.210 9210 99 .. 144
Dec %007 9715 8630 8630 0.4 145
__Jan 2608 10.135 10 135 10435 +0.6 102

Contiact deta for Menday
Yolume of contracts traded: 50,374
Fronkmonths open intesest:

: 71,583 ; MAR: 72,724 ; APR: 34,269

—'Hanry Hub ¢ash price

e f =~ NYMEX front month slose -

Dec 27 Doc28 Deo29

Deo 30

Jan 3

TAZOFAGY

($/b} {$/MMBtu)
Guil Coast spot
1% Resid 53285175 0 8149 .
. 8% Resld 45,2545.60 LR s
Crugde spot
UWeifen) 63088310 3003
Now York spot

12.?7

3
SCHEDULE GLG-6

Copyright € 2006 Bhe McGeaw-Hilk Companies

Page 5 of 29



GAS DAEY

WEDNESDAY, JANUARY 4, 2066

The change, and the elimination of publicly available draft orders, have freed
up the secretary’s office to move final orders out faster, Kelliher said.

Techinically, FERC could issue all orders notationally, he sald, but the commis-
ston chooses to meet in publicly because “we think it's good to explain our policy
in an open session.” JKIKE

Analyst sees $10 gaS thrﬂugh 2007 wva from page 1

for an average of $9.75/Mcf, up 8% from his previous call. For the fourth guarter,
he expects psices to average 310/Mcf, unichanged from his prior forecast.

Adkins also made his first price prediction for 2007, estimating that gas will
sell for an average of $10/Mcf for the full year.

“Given a healthy U.5, economy and growing electric generation demand, we
anticipate steadily rising gas demand in 2007, with price as the sole mechanism
to curtail excess demand,” hte sald in a note to clients.

Adkins sald his flrm's carrent ofl-to-gas price ratlo assmmption of 6.2-to-1 may
prove too conservative and “should be closer to 5.5-to-1, reflecting the higher
costs associated with consuming homme heating ofl equivalents, such as emissions
credits,”

Adkins acknowledged that his gas price forecasts for 2006 and 2007 are about
28% above consensus estimates, but he predicted that time will prove hin right,

“For the thizd year in a row, our reputation for being overly bullish proved
unfounded as almost all energy business metrics outpetfonned our ‘aggressive’
2005 forecasts,” he sald, “The bottom line remalns simple: The combination of
falling domestic supply, a healthy U.S. economy and favorable fuel-switching
ratios should eventually result in natural gas prices trading at or near Btu parity
with petraoleum liquids.” BH

Georgla PSC certifles new firm

to market gas to retail customers

The Georgla Public Service Commission on Tuesday
approved the application of 8 new retail gas marketer,
Gas South LLG, to serve customers In distributor Atlanta
Gas Light's sesvice territory, The PSC alse transferred
Southern Co. Gas' customer base {0 the newly certified
firm.”

Gas Scuth is a wholly owned subsidiary of Marietia,
Ga.-hased Cobb Electric Membership Corp., the state's
fargest coop serving more than 162,000 clecliic cus-
tomers in Cobb, Gherokee, Paulding, Bartow and Fulton
counties.

Quer the summet, Southem Co, Gas agreed to sell
the assels of its gas marketing operation to Cobb EMG
far an undisclosed sum, after saying it had received
unsolicited effers for the operatlon (GD 7/11). At the
{ime, Southern Co. Gas had some 170,000 gas cus-
tomers, of about £2.5% of those served by Atlanta Gas
Light's distiibution system.

Southein Co. Gas itself entered the retall market in
2002 by paying $862 million for 210,000 customers and
assoclated assets from banknupt marketer NewPower
Holdings (GD 6/13/02).

Two other EMCs in the slate—Wallon and Coweta-
Fayette—are currently cerlified and selling gas 10 cus-
tomers. With the latest entrant, there will be 10 compa-
nies actively selling gas in Georgia's retall market,

Gas South must honor alk existing contracts between
Southern Co. Gas and its customers, the commission
nated. 8GS
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The Caribbean electric seclor is severety impacted by soaring oif prices. Generation operators are exploring
a range of fuel alternatives and price mitigation strategies. Qit and gas companies are developing new E&P
fields, pipelines, LNG terminals, and refineries lo meet the need. There is increased A&D activity.

Atend Platts 6th Annual Caribbean Epergy conference, January 19-20, 2006, at the Biltmore Hotel in
Coral Gables, Florida.

Hear Solutions to Pressing Challenges:
* Drivers of high ofl and gas price — How long will they persist?

Utility/Government responses — lmproved efficiency, price caps, asset managament,
transparent recovery from customers

Fuel substitution — Coal, natural gas, DME vs. LPG, Methanol vs. dieselfiuel cils, CNG
Renewable energy — Financing, CREDP assistance, projects in the pipeline

Attracting financing — Sources, project structures, cantracts

Special funding arrangements for alternative energy — Carbon revenue strearn, new OECD rules
Dominican electric sector recovery — Government progress ang plans

Power industry re-configuration — Acquisition, divestifure, new investment

From 23 Industry Leaders:

AFS Domincana ¢+ Barbades Light & Power + Basic Energy * Domlec « Globeleq * Grenlec
JPSCo + Eastern Caribbean Gas Pipeline Co. » National Gas Co. of Trinidad & Tobago

Petroleum Corp. of Jamaica + Refinerfa Dominicana de Petréleo + CARICOM

Ministry of Science, Commerce & Technology, Jamaica » Office of the Prime Minisler, Jamalca
Superintendencia de Electricidad, DR » Conduit Capital Partiers » Energy and Environmental Analysis
US EXIM « IFC » Wiartsitd North America * Westport Finance

PLUS — Benefit from the Experience of 6 Case Studies:

E&P- Offshore Jamaica + Jamaican Refinery Expansion
Eastern Caribbean Gas Plpeline + Jamaican LNG Terminal
Pominican Republic Refinery + Docter Bird Barge Expansion

SCHEDULE GLG-6  Page 7 of 29




Mild weather sends cash, NYMEX lower still

The February NYMEX futures contract resurned its down-
ward trek on Monday, shedding 27.2 cents to settle at $§9.36
as expectations for mmch warmer-than-nonmal weather con-

tinued to weigh on the market. Cash prices followed suit, with some

points in the East falling nearly $1.

“It's looking like the entire month of January is going to be warm,”
a NYMEX analyst said. “These continuing weather patterns are making
it hard for the market to really rebound.”

{continued on page 2}

Analyst calls demand destruction ‘exaggerated’

U.S. gas prices will remain around $10/Mcf throughout 2006 given
that “fears of demand destruction are greatly exaggerated,” Bear Stearns
energy analyst Ellen Hannan sald Monday.

Iy her monthly report on the exploration-and-production industry,
Hanmnan told cilents that “the price of natural gas has not been high
enough for long enough to begin to make a dent in total domestic

demand.”

As a result, "we are hard-pressed to sce natural gas prices much
below $ 10/Mct, seasonal and emational volatility notwithstanding,” she

{contitnsed on page 6)

Virginia lawmaker revives OGS drilling proposal

The Virginia Coal and Energy Commission will propose legislation later
this month that endorses gas drilling off Virginia’s Attantic coast and
finanges a state methane hydeates research center.

A draft of the bill, which was obtained Monday by Gas Daily, is
being circulated among Virginia legislaloss, a commission spokeswoman
said, The bill is sponsored by State Sen. Frank Wagner, R-Virginia Beach,

Wagner last year persuaded the Virginia General Assembly to adopt a
resolution that would allow the state to opt out of the national morato-
rium on offshore drilling. The resolution was vetoed by Gov. Mark

{continued an page 5}

U.S. LNG importers facing tough glohal market

Regulators and lawmakers alike continue to question why U.S, lique-
fied natural gas import terminals have been operating so far below
capacity even after Hurrfcanes Katrina and Rita knocked substantial gas

volumes off the market.

According to Industry officials and analysts, the answer is not easy

to pin down.

In December, less than half the capacity of domestic terminals was
utilized as competitors in more mature markets In Burape and Asia one-
upped their North American counterparts with a willingness to pay

(continited on page 3}
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Weather sends cash, NYMEX lower ... pompage 1

After starting the day at $9.38, the February contract spent the
eniire session below iis Friday settlement, moviag between a tow of
$9.15 and a high of $9.42, Yet with the market beconiing oversold from
a rechnical standpoint, and with little fresh fundamental news circulat-
ing on the floor, one broker Said the contract might bolt higher on
even the hint of a cold snap.

"The market has been declining so consistently without any
reprieve. That has burdened many people’s minds with the possibility
that there could be a really significant snap-back,” he said.

Additionally, the contract has stowed its descent since topping out
last month at a record 315,378 front-montk settlement high, which
may signify that it has neared a bottom, he said,

i the Northeast spot market, prices sid nearly 80 cents from their
pre-weekend levels as unseasonable warmth quashed demand. “We are
leoking al record-high femperatures through the week, and we prohably
won't sée it warmer than this,” one eastemn Canadian trader said, citing
dayiime highs in the 50s and 60s across the region Monday.

Transcontinental Gas Pipe Line zone 6-New York fell nearly 80 cents
to average in the mid- to upper §9.20s, while reduced Hows cut of
Appalachia ushered in # loss of more than 50 cents on Columbia Gas
Transmission and 65 cents at Dominion Transmission.

Florida deemed a ‘complete huyer's market’

Spot prices fell as much as 95 cents across Florida as a cold front
that brought sub-freezing temperatures aver the weekend gave way to
more seasonal weather, One Florida trader characterized the session as a
“complete buyer's market.” '

Elsewhere along the Gulf Coasl, prices slid between 35 cents and 45
cents amid Hgit volumes, with Henry Hub cash averaging in the low
$8.80s. In 'texas, Houston Ship Channel prices held up relatively well,
declining about 35 cents from Iriday.

Upper Midwest, ptices picked up where they lelt off before 1he week-
end, falling between 15 cents and more than 40 cents. Michigan 1nar-
kets were particudarly hard-hit after AccuWeather called for sunshine
and highs in the low to mid-40s today.

Spot prices across the Midcontinent took a sharp turn to the down-
side, losing 15 cents to neatly a quarter as regrional forecasts called for
highs in the upper 405 and lower 50s across most of the region 1oday.
"There was just no demand out there, and that, in combination with
the falling NYMEX, meant cash had no support,” a trader said.

As it diet Priday, CenterPoint’s Fast zone led the Midcontinent's loss-
os Monday, sliding neardy 25 cents o average in the high $7.50s.
Meanwhile, Panhandle Eastern Pipe Line slid neadly 20 cents to settle
neaxly flat with CenterPoint.

With weak fundasmentals dictating the market, spat prices at several
. Southwest points moved lower while some others were virtually
unchanged from Friday. Temperatures in portions of California and
Arizona are expecled to soar into the mid-70s as the week progresses,
wiiich capped demand, sources saidl

The miurkel was “lackluster” according to a California rader,
“There's no demand, no operational flow orders.” In addition, regional
spreacts “weren't super great” and bid-offer ranges were tight.

Spot prices at the Pacific Gas and Electric city-gale were down nearly
28 cents, while Southern California Gas maintained Friday's levels.
Spreads from SoCal Gas to the San Juan and Permian producing basins

Trans. date: 1/09
Frow date{sh: 1/10
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also were neaily unchanged.

Activity in the Rocky Mountain region was as mild as the region’s tempera-
tures, and most points shed between a dime and 25 cents. Kern River Gas
Transmission at Opal, Wyo,, bucked the trend to climb about a nickel, but with
temperatures in Denver still above seasonal norms, Colorado Interstate Gas lost
about a nickel on the day,

In a market characterized as calm and quiet, Pacific Northwest prices dropped
between 15 cents and 30 cents. Ranges were reportedly tight, as one trader
described the high/flow spread af Sumas, Wash., at only 8 cents,

In Canada, prices at Westcoast Energy's station 2 traded within about a 15-
cent range before falling about a quarter from Triday. —Market Staff Reports

Questar Gas allowed to recover processing costs

After a protracted fegal and regulatory battle, the Utah Public Service
Commission has approved a settlement allowing Questar Gas to recover safety-
related gas processing costs Incurred after Feb. 1, 2005.

As a result of the order, Salt Lake City-based Questar Gas’ customers will pay an
additional 50 cents/month over the next three years, the company said Monday.

The P5C’s action followed a stipulated agreement between Questar Gas, the Utah
Division of Public Ulilities and the Utah Committee of Consumer Services. "We've
acted in good faith to protect our customers,” Questar Gas President and CEO Alan
Allred sald. “These costs are legitimate and have benefited customers. Independent
experts retained by both the division and committee agree with our approach.”

Since 1999, Questar Gas has contracted with an affiliate to process coalbed
methane at a plant near Price, Utah. The firm said the processing was necessary to
ensure the gas jt delivered to customers was compatible with their applances and
did not create a safety hazard,

In August 2003, the Utah Supreme Court reversed a PSC order allowing Questar
Gas to collect $25 million over the previous ilve years to pay for the processing,
saying the commission erred by basing its decision sirictly on safety concerns.

A year later, the PSC ordered Questar Gas to refund, with interest, all of the
money it nad coilected to that point—about $25 million (GD 8/31/04). In a state-
ment Monday, the PSC stressed that its order does not negate those refunds and that
customets won't bear any of the processing costs incurred before February 2005,

The PSC said it, along with the state Comunittee of Consumer Services, con-
cluded that custamer safety would be jeopardized without action by Questar Gas
to manage the heat content in the gas streamn; CBM generally has a lower heat
content than conventional gas.

Evidence presented in the long-running case showed that Questar Gas is using
more CBM than ever before, the PSC said, adding that CBM has proven to be an
economical supply source that has saved Utah ratepayess millions of dollars.

Questar Gas customers “have benefited from the shipment of coalbed
methane ... that has become an important component of Questar Gas’ gas sup-
pHes,” the commission said, “Since 2002, coalbed methane has accounted for a
significant portion (up to 40%) of the company's annual gas supply purchases,
compared to less than 5% only a few years earlier.” RAW

LNG importers face tough market ... fom page s

above the standard Henry Hub spot price, according to analysts. They stressed
that the United States is still a bit player in (he global LNG market and that losing
out on price s to be expected when demand far exceeds supply.

But in Washington, D.C., a lack of knowledge about how U.S. hmporters inter-
act with the spot market has added to confusion about what economic conditions
are driving the current LNG market—and what the future holds.

plalts

LNG Daily

- covering the growing global market
for liquefied natural gas

® Regulatory baftles on the local and federal ley-
els for the bullding of new terminals in the
United States, consitered vital for the devefop-

‘ment of many LNG projects

W Contractual and pricing issues around the
globe, but with an emphasls on existing Asian
frade

® The many plans to turn stranded natural gas
into LNG, from the Garibbean o the Middle East
10 the Russian Far East

™ Important developments in the market for
comnpeting fuals

" M The views of significant industry leaders

W Prices for key contractual benchmarks and
- competing fuels

. It your business is LNG, you need fresh, frequent

and comprghensive information to keep you

: abreast of the dynamic changes occurring around

the world in this rapidly developing marketplace.

I

You need LNG DaHy o stay on top.

Contact Piatts today to sign up!

- E-mai suppori@platts.com
- North America:

1-800-PLATTS-8 (toll-free in the U.5.)
+1-212-904-3070 {direct)
Latin America:

_+54-11-4804-1890

Europe & Middle East:
+44-20-7176-6111
Asfa Pacific:
+65-6530-6430
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Qctober was the first month that the Dept. of Eneigy’s Office of Fossil Energy
began collecting data on spot LNG deliveries. The office has {raditionally collected
data on LNG shipments entering the country under long-term and shod-term
contracts—the latter defined as arrangements of two years or less,

Concerns about the underutilization of domestic terminals prompted a serigs
of questions from FERC Commissioner Suedeen Kelly at the commission’s Iate-
December meeting and has attracted similar inguizies In open sessions from FERC
Chairman Joseph Kelliher and Sen. Yete Domenici, R-N.M., chairman of the
Senate Energy and Natural Resources Committee.

Jeff Wilght of FERC’s Office of Energy Projects told commissioners fast month
that declining LNG deliveries to U.S. ports stemt more from conditions on the spot
market rather than changes in lang-term contract portfolios. BG LNG, for exam-
ple, holds various contracts at terminals in the Atlantic Basin and “they are will-
ing to swing their deliverles to wherever they can get the highest price,” he sutd.

Wright's view is pretty much on the mark, according to several officials and
analysts contacled last week by Gas Dailp. Still, they said the model for an effi-
cient LNG spot importfexport business is still forming.

Giant companies such as BG and Shell operate with global portfolies of produe-
tion and marketing assets, giving them preater flexibility and providing the stimu-
lus for a shorter-term market for the foresecable future, Meanwhile, investors in
Middle East and African LNG are sinking billiens of dolars into liquefaction,

At the same time, the U.K,, Spain and italy are all investing in more terminal
capacity—which suggests that the (L.S./Europe spot market will be highly compet-
itive—and U.5, terminals will continue to be built and expanded to provide spare
capacity to accommodate a flexible short-term global warket once niore liquefac-
tion comes on-line.

115, terminals ‘operating helow expectations’

Untll new U.S. terminals backed by long-term contracts start operating in
2008 and 2010, BG, Distrigas and Shell will buy off the spot market for delivery to
the Lake Chatles, La,, Everett, Mass., and Cove Point, Md,, terminals, analysts pre-
dicted. But regardless of long-term contracts that tie up terminal capacity, the spot
market appears to be developing into a permanent part of the global market in
which the United States will participate, they said.

In the meantime, U.8. lerminals “are definitely operating below expectlations,”
satd Gordon Shearer, president of Hess LNG, which has proposed the Weaver's
Cove LNG {enminal In Fall River, Mass. "But that's because everylhing isn't lined
up. You cap expand throughput much faster than you can bring on upstream to
satisfy those requirements,”

“In the old days, there was always slack in the system,” Shearer added. “Now,
the slightest disruption is magnified on the spot market.”

Julie Vitek, a spokeswoman for Suez LNG, which ships supplies to U.S, ING
terrpinals, said the decision to buy spot cargoes is largely a question of economics
and scheduling.

Importers and terminal operators face increasingly complex decisions about
whether they can offera price that clears the market rate and whether a tenminal
has the room for a large volume shipment. “To bring additional carge in on short
notice, it requizes more acljustments,” Vitek explained.

Lake Charles is a more Hquid market, she said, explaining that there are no
firm customers there. “If BG diverts [cargol, and they've made a commiiment,
they can probably go out and get more gas.” In Boston, that's less likely because
“we're at the end of the pipeline.”

1.5, terminals are expauding shead of supply to accommadate the Hoating
supplies and pressure to use differentials to the U.S. advantage on the fulure spot
market. Lake Charles, Cove Point and Etba Island, Ga., are looking to expand.
And rather than contract for 100% of capacity, some newer projects plan to set
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aside capacHy For short-term cargoes.

“Tt @ world in which compantes really want to arbitrage, you really need spare
capacity,” sald Jim Jensen, a Massachusetis-based global LNG analyst. “It’s price,
Pprice, rice. Basis differentials are running the show,”

The LNG market is reconfliguring itself, with prices linked {0 the gas price
indexes rather than oil benchmarks, Jensen said. The risk has migrated upstream
so that big players in the global LNG Industry are “self-contracting” and market-
g LNG and fts regasified version themselves,

“In that sense, it's not spot. It’s not a traditional contract, but it is not as flexi-
ble as a pure spot market,” Jensen said.

Bt Cooper, director of the Washington-based Center for LNG, also said price
is the key. “What will eventually make the U.S, competltive s the ultimate price
of the product. We becone more competitive because our pricing model will
become closer to the global market.”

With U.S. importers increasingly eager to compele in the global LNG market,
the Gulf Coast will continue to be a focal point for spot cargoes. "We'll be lucky
to have 60% under contract in the Gulf,” Shearer sald. “We don't have a cholce.
We'll have to compete on the global markel. The one thing we know in the U.S.
is that it's Hguid.” K

Va. lawmakers revives OCS drilling plan ... fompag 1

Warner, a Demiocrat (GD 3/30). Warner teaves office Saturday and will be succeed-
ed by his Democratic Heutenant governor, Tim Kaine.

According to the deaft, the bill would require that state policymakers “ensure
the availability of affordable natural gas throughout the commonwealth by
expanding Virginia's natural gas distribution and transnyssion infrasttucture,
developing coalbed methane and offshore gas resources, including methane
hydrate resources, and siting one or more liquefied natural gas terminals.”

The legislation calls on the Virginia Liaison Office to work with members of
the state’s congressional delegation to enact federal legislation that would exempt
Virginia from the 23-year-old ban on drilling along the Outer Continental Shelf,
which expires in 2012,

The bl calls for the surveying, exploration, development or production of
potential gas reserves off the state’s shores that are under federal jurisdiction but
would not pernit any drilfing in the Chesapeake Bay.

‘The measure aisoc would create an offshore energy revenue fund into which all
license fees, lease payments and royalties paid by the federal govermment would
be deposited. About 20% of that fund would be used to promote renewable elec-
tric energy and finance the Virginia Methane Hy<rates Research Center,
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The state Division of Energy would be mandated to develop a comprehensive
plan by Jan. I, 2007, It would include, amonyg other things, an analysis of siting
requirements for gas transmission and distribution systems as well as power gen-
eration facilities.

‘The bill also would require the State Corporalion Commisslon to compile a
list of sites for a nuctear power plant, a wind farm and an LNG terminal. A final
version of the legislation is expected to be prepated by Jan. 17 and introduced
shortly thereafter to the General Assembly.

Wagner told Gas Deily on Menday that he expects the bill to undergo changes
as it moves through the legislative process but said be believes there is a substan-
tial constituency for boosting energy development.

He sald he represents the most tourist-dependent part of Virginia but has been
surprised at the local support for OCS drilling and other measures to help reduce
energy Costs. RAW

Analyst calls demand loss ‘exaggerated’ ... jom page 1

said, adding that gas vaiues will continue to be bolstered by crude olf prices that
will hover around 360/barrel.

Overali, Hannan expects ga#s consumption to be flat in 2006, wilh any price-
induced destruction of industrial demand to be offset surging usage by the power
generalion sector. -

With the end of hwricane season, Hannan estimates “that all of the “lost’
demand was offset by an hrcrease in consumption of gas” by electzic utilities—
demand she sees growing regardless of weather,

Hannan said she expects industzial gas usage to fall by 7.1% to 6.8 Tcf this
year, while power generation demand will 1ise 9.3% to 5.85 T¢f—putting overall
dernand just 0.5% lower than 2005 at 22.25 Tcf, or 60.8 Boffday.

"We believe utitity demand for natural gas may be less switchable thap is gen-
erally perceived due to the hnpractical nature of carrying an alternative inventory
of diesel product,” Hannan said, “Tn addition, the delivered price of natural gas
has traded within the range of No. 2 fuel oil and No. 6 fuel oil, thus negating the
econonyic incentive for switching.”

Hannan estimated that U.S. gas production declined by 3.6% in 2005 but will
rise 1.29 in 2006, to 18.2 Tcf, with Canadian gas and liquefied natural gas
imports balancing the market out for a total consumption of 22.27 'Icf this year.

Meanwhile, noting that bath her 2004 and 2005 gas price forecasts ended up too
tow by one-third, Hannan said Monday that $8.90/Mcf is the new “price deck” she
will use 1o forecast the finances and returns of the companies she covers, BH

FERC to prepare impact statement

. and Sempra Pipelines & Storage, envision the westemn

" ment of ane of the largest U.5. gas pipeling projects in

| ahead to begin the prefiling process, which requires

-maintine vaives and 12 Intercannections. i

"FERC sets Feh. 2 meeting

: on Fab. 2 regarding its implementation of the Energy

"1 - adsing from the five-monthrold taw, including those on

:based rates for gas storape and a broad ban on market
- manipulation,

;: - implementation chligations on time, and this special
- meeting will hefp us assure that outcome,” Chaiaman
- Joseph Kellther said In a statement,

for Rockies Express plpeline project

FERC wilt prepare an erwvironmental impact statement
for the western section of the proposed 1,300-mile
Rockies Express pipefine project o ship gas from
Wyoming to Ohio, the commission said Friday.

The project sponsors, Kinder Morgan Encrgy Pariners

phase to Include construction of about 710 miles of 42-
Inch-diameter pipeline and facllities in Colorado,
Wyemlng, Mebraska, Kansas and Missout. The pipe
would begin at the Cheyenne Hub in Weld County, Colo.,
and the Panhandle Eastern Pipe Line system in Audrain
County, Mo. {GD 11/10).

FERC's announcement kick-starts the regulatory assess-

decades; the developers intend o bulld the pipe in three dif-
ferent phases that would require separate FERC certificates.
Friday's nollce sald FERC staff already has started
meeting with the project sponsors, stakeholders and
other regulatory agencies, and that nine scoping meet-
ings are scheduled for Jan. 23-27 along the route.
In November, FERC also granted sponsers the go-

developers to address state and local environmentat
issues prior to filing a formal certificate application.
According to FERC, the sponscors estimate that the
wasiern phase would include five new compressor sta-
tions with 116,500 horsepower of compression, 42

on EPACT Implementation
FERC on Monday said it will conduct a public meeting

Policy Act of 2005,
The commission Is engaged in several proceedings

reliability mandates, transmission incentives, market-

*We are committed 1o meeting alt of our EPACY
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Buymg spree sends NYMEX contract surging 12%

Aggressive short-covering sent the March NYMEX futures
confract soartng 88.2 cents on Monday—ifs fitst day in the ;:::fd::;;, iﬁgi
prompt-month position—to settle 12% higher than Friday
at $9.389/MMBtu.

Soine traders attributed the rally to new National Weather Service
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past year for turning such. hefty profits while heating bills and gasoline
prices soar, was quick to note that it has reinvested billions of doltars
into exploration and production.
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NYMEX Contl‘act Ieaps 88.2 GentS 12w flom poge 1

"We don't have any cold weather in the near term, and we're not going
to run through okte massive storage inventtories,” an analyst sald. “We've
just got a lot of shores in the market looking to ring in at the cash register.”

After starting the day at $8.73, the March contract dropped 1o a low
of $8.66 before lunging higher late in the session to a peak of $2.42.

The analyst cited additional buy stops above $9.60, which he
pegged as light resistance. If the contract breaks thyough that level, he
said it could keep climbing past 310 or even $11, which “wouikt still
only representt an upward correction” given the fatures market's free fall
from its mid-December peak above $15.

It the cash market, prices rose between a dime and 40 cents
depending largely on localized weather conditions.

Lower temperatures forecast for the Midcontinent next week helped
spack sonte buying interest among utilities and sent prices rising
hetween 15 cents and 40 cents. “The six- to 10-day forecast still looks
bearish around here, but the eight- to 1d-day [forecast] is callivig for
below-nornial temperatures, which has increased buying activity,” one
Mideontinent trader reported.

Despite bearish weather forecasts on {ap for the upper Midwest, spot

prices in the region rose on the back of the NYMEX gains, “Colder
weather is coming to the Southern Plains and the Midwest, according
to the six- 1o 10-day forecast, bul not this far noith,” a trader noted.

‘frading at the Chicago city-gates was robust as prices rose more
than a quarter to average in the low $7.90s. Farther east, Michigan
Consolidated and Consumers Encrgy each moved ap about a nickel
from Triday to settle in the low 38.30s.

Cash prices inch higher in most markeis

Prices across the Northeast posted gains of between a dime and 30
cents, driven partly by utility buying, sources said. Temperatures across
New England remained 10 to 15 degrees above norinal on Monday,
although a return to more seasonal weather is predicted today and for
the rest of the week,

Tennessee Gas Pipeline’s zone 6 gained nearly 20 cents to average in
the upper $8.90s, while Transcontinental Gas Pipe Line's zone 6-New
York climbed more than 2 dime to settle in the low §8.90s.

Linepack conditions eased significanitly Monday on Columbia Gas
Transmisston’s system, an Appalachian trader said. “Arbitrage flows are
open to the Northeast, but prices have come in.and don't offer as much
as they did if you had capacity Friday.”

At nearly 26 cents, spreads between Columbia Gas and Transco zone

i-New York were less than half what they were Friday, the trader said,
as prices on Columbla Gas juraped more than 30 cents.

Despite a quiet frading session, Gulf Coast prices rose between a
dime and 40 cents, with traders attributing the streugth to the Maich
NYMEX contract's buoyancy. “The gains sure aren't from the weather,”
one trader said, “Temperatures {rom ‘Texas to Florida are above nounal
and will onty ¢limb higher throughout the week.”

The return of work-week loads in Texas brought an abundance of

buyers into the market, and Houston Ship Channel prices climbed near-

iy 40 cents from Friday as Katy gained neatly 35 cents, in Louisiana,
Henry Hub cash rose niearly 20 cents to average in the mid-$8.30s.

I the Pacific Northwest and weslern Canadta, spot prices were flat
to up slightly fromn Friday. “Cash seems to be bouncing back and forth”
due primmarily to the fluctuations on the March contfract, a Canadian
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trader satd. According 1o another trader: “I got in and got out. Things were wmiex-
citing—we'll have fo see what the new motth brings.”

AECO-NIT again averaged in the mid-C$7.50s/Gj, while Westcoast Energy’s
station 2 climbed nearly a dime from Friday to average in the mid-C$7.10s/Gj.
Sumas, Wash., tacked on about a dime as well.

Rocky Mountain prices gained traction as well, climbing between 15 cents and
35 cents. Kern River Gas Transmission at Opal, Wyo., averaged near $7.10, while
Colorado Interstate Gas hit a low in the $6.80s and finished the day just befow $7.

Despite forecasts for temperatures in the mid-60s to low 70s in parts of
California and Arfzona, Southwest prices cimbed around 20 cents from Friday's
levels, buayed by double-digit gains on the NYMEX, Some teaders characterized
cash markets in the region as anemic,

Prices at the Paciflc Gas and Electric city-gate were “"pretly weak,” and very little
volurne traded at PG&E South, a California trader said, "We've been there every day
this momnth but {Mondayj, I just couldn’t make it work.” —Market Saff Reports

Officials see bumps in road to LNG spot market

A global spot market for liquefied natural gas witl develop over the next 15
years, but what form it will take and who will assume the financial rlsks are still
Largely unknown, speakers at an LNG conference in Houston satd Monday.

Audie Setters, vice president of international marketing and business develop-
ment for Chevron Global (as, said the LNG market in 2020 will involve "a lot
more swapping and trading” than the current market.

“A lot of LNG business is linked by long-term contracts from the welthead to
the marketplace,” Setters told the forum sponsored by IQPC. *We're seeing a 1ot
of those chains coming undone,”

As a result of such fundamental changes in the worldwide LNG market, the
future will see a “lot more risk for each Hink in the value chaln,” Sefters predicted.
"It’s just getting harder to tle these together”

Curzently, the largest LNG markets in the world are in East Asian countries
such as Japan, Taiwan and South Korea, where LNG prices are still based primarily
on long-term contracts. However, by 2020, the U.S, LNG market is expected fo
become the world’s biggest, comprising about a fourth of global demand. “The
U.5. market has really changed the game,” Setters sald,

“As more regasification tnfrastructure §s buflt in Novth Aimerica, an increasing
volume of LNG will be traded based on Henry Hub prices,” Setters maintained.
“Hesiry Hub is becoming the bellwether of intemational trade,”

Even 50, he cautioned that there Is a potentlal for the U.S. energy industry to
overbuild LNG import capacity. "Fifteen years from now we could be in an over-
supply sktuation,” he said.

Stephen Davis; a partner in the law firm of Vinson & Elkins, noted that the
four existing onshore U.S terminals were built between 1970 and 1981, when
tong-terrn supply contracts were the norm, “Early contracts were for terms of 15
to 25 years,” he satd. !

In those days, ING buyers mostly hncluded utility companies that could pass
their costs on to their customers, Davis explained, while most sellers were state-
owned companies that required long-term deals fo ensure their ability to recoup
latge up-front capital investments,

He also pointed out that early LNG contracts, which were tied to oil prices,
didn’t have take-ot-pay provisions, which have since become an imnportant com-
ponent of contracts from a sefler’s point of view. “We've evolved into an efticient
short-term market,” Davis said. “The 1.3, gas market is spot-based.”

As a result, LNG buyers may be willing to enter Into one- or two-year supply
contracts, but nol the 15- to 20-year deals that are standard in other patts of the
world, e added.

Enhridge has support to expand

Correctlon

its East Texas pipeline system

Enbridge Energy Partners has received sufficient cus-
tomer commilments to suppert consteuetion of a $530
milion expansion and extension of its East Toxas gas sys-
iem, the Houston-based pipeline company said Monday.

The expansion project is needed “to handie the
strong growth cccurring in East Texas natural gas produc-
tion, particularly from the Bossler Sands and other
regional producing formations,” the company said.

Key compenents of the project Include a 36-inch-
diameter intrastate pipeline rupning from Bethel to
Crange Gounty, Texas, with a capacity of approximately
700,000 Mcf/day. The new pipeline wotld provide serv-
ice to industrial and power companies in southeast Texas
and would be completed In stages throughout 2007,
Enbridge Partners said.

In zddition, Enbridge Pariners plans to bulld a
260,000 Mcf/day zeating facllity near Marquez, Texas,
connecting to the new pipeline via & new 24-inch-dlameter
pipeline that is scheduted for completion in early 2007,

The cempany also is plapning a auraber of upstream
facilittes, including gathering pipelines to tie existing facil-
ities into the new infrastate pipeline, also with a target
completion date of early 2007.

“This strategic project resvils from extensive coordi-
nation with our customers 10 develop and enhance
aceess for growing Texas produciion to major markets in
soulfieast Texas,” said Dan Tutcher, president of Enbridge
Partners® general partner and management company. The
expansion “Is a significant step lowards avoiding [shut-
ting in} gas production that would result in insufficlent
capagcity.” MT

Dominion East Ohio’s February 2006 gas cost recow
ery rate wiil decline to $12.504/Mcf from $13,279/Mcf,
A story in Monday's Gas Dally provided the incorrect rates.

-60.0% -

.53.3%?2.2%

Jan Jan Jan Feb Feh Feb Febh Feb
29 30 31 1 2 3 4 5

This sectlon of the Bominlon Enesgy Index represents a natlonat fore-
cast for home hesting and coolleg requlrements above o7 below ner
mat with 1he basclire of O representing nornal for that day based on
histerical data.
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According o the conference speakers, one of the biggest questions regarding
the creation of a viable global LNG market is: where is the eredit going to come
from o build new facilities? They noted that the collapse of the big energy trad-
ing houses following Enron’s 2081 bankruptey raised serious guestions about
Industry creditworthiness,

As a vesult, Davis predicted that companies seeking to enter the LNG business
will increasingly be forced by their counterparties to undergo credil checks—not
just at the beginning of a deal but on an annual basis,

Davis said that as the global LNG market grows, {inancing will become similar
to that in other energy markets. “Lenders will increasingly assume the price risk
but they'll want some other creditworthy entity to take the volume 1isk,” he said,
The lender will therefore “guaraniee that the commodity will be sold, but not
guarantee the price.” M

Gas processing tax proposed in La. ... jompage 1

place the item on the agenda for a Feb. 6 special session of the State Legislature.

According to data compiled by Gas Dwily, Loulsiana has more than two dozen
gas processing plants with more than 13 Beffday of capacity.

In a recent letief o Blanco and the Legislature, Campbell said he envisions
the processing {ax replacing the state income tax, the state severance tax, the
state sales tax on business utilities and (he state corporate income tax,

A member ol the Loujsiana State Senate for neatly seven terms before his elec-
fion to the P3C in 2002, Campbell unsuccessfully championed a plan in the
1990s to amend the state Constitution by replacing the severance tax on gas and
oil with a processing tax.

“Fhe nature of the oil industry has totally changed, and we haven't changed
with it, Fhat's the message 1 mn trying to get the politicians to hear, and I need
the people to tell them,” Campbell sald.

But Larcy Wall, public relations coordinator For the Louisiana Midcontinent
Oil and Gas Assin, called Cainpbell’s proposat “smoke and mibrroes” and satd his
group will fight it vigorously—just as it did in the 1990s. “The message is wrong
and everything we have sald in the past still applies,” he said.

Wall pointed out that until the early 1980s, Lounisiana was “almost totally depend-
ent on ol and gas revenues.” But after the bottom fell out of the ofl market, the state
was forced to ¢uickly develop new revenue streams and “now we have a diversified
tax base,” he said.

I Campbel¥s proposal had been law on Aug, 29, when Hurricane Katring hit
the Gulf Coast, "where would the state be today?” he asked, noting that most
pracessing plants and refineries were kiocked ont of service and sore remain off-
iine. Campbell’s idea “does not make good sense,” he added.

State Sen. Joe McPherson, a Democrat who supports Campbell’s proposal,
insisted that such a measure would not drive the gas industiy out of Louislana as
some critics hrave predicted.

MePherson, who fintends to introduce a bill calling for the processing tax, told
Gas Daily that the measure would include a reguirement that voters change the
Constitution through a referendum,

The likelihood that Blanco, a Democrat, would sign such a bill appears
remote,

In a statement on her Web site, the governor says she “whl support
Louisiana’s oil and gas industry by standing fiom in opppsition to any attempt to
create impediments {o is security and growth including any processing 1ax.”

The exploration-and-production industry “is not ‘the bad guy,” and Louisiana
should do nething to treat It as though it were,” Blanco said. “The ol and gas
industey is an integral part of our state’s economic foundation, and any tax that
nvight destabilize it would also undermine our state’s economy.” RAW

BP won’t repair Grand Chenier

F precessing plants in Cameron Pagdsh—the 225,000

processing plant in Louisiana

After four months of clearrup and damage assass-
ment, two imajor energy firms have come to opposite con-
clusions regarding the future of their gas processing
plants in Cameron Paiish, La.

BFP said Monday it has decided not to repair its
650,000 Mcf/day Grand Chenler plant and will ¢lose it
tovin, while Wikliams said it will have its 500,000
Mot/day Cameron Meadows plant fully restored to serv-
jce in the second guarter. Bolh facilities were among the
four processing plants in Cameren Parish flooded by
Hurricane Rita in September (GO 10/6}

Willlams has had vp 10 100 workers at the Cameron
Meadows site over the past few months as well as
“some of our very best engineering talent,” spokesman
Ketlly Swann said.

But BP decided & would be too expensive to repalr
its Grand Chenier plant, a company spokeswonian sald.
The firm wilt finish some clean-up work at the plant and
is working on finding new fobs within the company for the
plant's 19 workers.

Since the storm knecked out Grand Chenier,
Tennessoe Gas Pipefine has been rowing gas and liguids
through Targa Resocurces’ Lowry, La., plart.

Houstorvbased Targa also owns and operates two

Mef/day Barsacuda and 257,000 Mcf/day Stingray faclli-
ties—that previous owner Dynegy said in Octoher would
take two months 1o repair, BH

gvering e growing globhal market for liquefied natural gas

: It your business s LNG, you need fresh, frequent and

¥ comprehensive Information 1o keep you abreast of ihe dynamic
" changes oceuting arousd the werld In this rapidly developing
markeliplace,

Yoi need LNG Dally to stay on fop-

Contact Plzits foday 1o slgn upt
E-mail: support@platis.com
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OMOI director to focus on compliance ... fompage:

gave us” in the Enexgy Policy Act of 2005, which will include the addition of
about 20 new staffers to the current roster.

*We are engaged in a requitment program and developing a recruitment pro-
gram to find people with the appropriate skill sets,” including investigators and
others with forensic skills—"especialiy with respect to dealing with large databas-
es,” she said.

“We learned through the Enron and Western market investigations that to
really examine manipulation of markets we are frequently confronted with these
huge data dumps,” Cotwrt explained. As a result, OMOI needs people “with the IT
skills and the forensie skills to be able to navigate through that data and be able
to pull out ... the relevant data.”

That is not to say FERC currently lacks such skills, but with EPACT's signifi-
cant expansion of FERC enforcement powers—greater authority to impose sub-
stantially higher penalties and tougher anti-manipulation provisions—"we are
locking for more of those skill sets,” she added.

“In my view, the commnisston, for the first time in history, has an articulated
enforcement program,” Court asserted, The commission has always had an
enforcement role, but it has been increasingly important as FERC “shed its birtfi-
to-grave approach to regulation.”

Today, “we have a stated enforcement program. We have given guidance with
eespect to the imposition of penalties, We have given guidance, or provided vehi-
cles for no-action letters,” Court said.

Furthier, the commission is eyeing repeal of its existing matket behavior rules
given the adoption of the broad new anti-maniputation rule. FERC also is consid-
ering expanding due process tights for the subjects of operational audits to match
those accorded in financial audits,

"What [ bring philosophically to the job is a commitment to the agenicy’s mfs-
slon, a deep foundation in the agency’s laws, a commitment to enforcing these
laws sirictly,” said Court, a 23-year FERC veteran who replaced William Hederman
as head of OMOI late last year {GD 11/9). “This is one message that 1 have been
trying to convey to the industry in speeches that I give, namely, that | believe
very much in staying within the four corners of the Iaw.”

“We are going to have a firm but falr enforcement policy,” she said. Given its
“awesome authority” now to assess fines of up to 31 million/day/penalty, “I think
it is very important for the commission to have said that at this time.”

In the face of alf of the new market scrutiny, what are the chances for another
California-type meltdown? "I think they are very remote,” Conrt maintained, not-
ing OMOI was created in the wake of that crisis. “I think that we obviously learned
a great deal; the industry fearned a great deat from that whole experlence.”
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Looking forward, “I'm very open o Jistening to the industiy arnd members of
the public. Not just the compantes that we regulate, I mean everyone who is affect-
ed by VERC regulation,” she said, “1 want {o talk to anyone. | want to be avaiiable
to tatk to all groups, whether they agree with the current commission policy or
tirey don’t agree. We canmot be ostriches with our heads In the sand.” cC

ExxonMobil’s earnings top $10 billion ... fom page 1

Chalrman Rex Tillerson satd that in the fourth quarter alone, ExxonMobil
spent $5.3 billion: on capital projects worldwlide, *bringing full-year spending to
$17.7 billion—an increase of 19%, or $2.8 billion, vs. 2004.”

Tillerson afso said the finm’s “strong financial results will continue o allow us
to make significant, long-term investments required to do our part in meeting the
world’s energy needs.”

The company repotted that its worldwide gas production in the latest quarter
declined ntearly 6% to 9.822 Bef/day from 10.43 Beffday a year eatlier, It tinked
the reductions to “the impact of mature field decline, lower European demand,
maintenance activity, the residual effect of hurricanes Katrina and Rita, as well as
entitterent and divestment impacts,” which more than offset higher volumes
from its gas projects in Qatar.

ExxonMobil’s U.S. gas production during the quarter slid 11% to 1.62 Bcf/day
from 1.81 Bef/day, white its Canadtan gas oulpw{ dipped 4% to 912,000 Mci/day
from 951,000 Mci/day.

for the fuil year, the company reported 9.25 Bef/day of average worldwide gas
production, down 6% from 9.86 Bcffday produced in 2004, In the United States,
full-year production fell 10% to 1.739 Bef/day from 1,947 Bef/day a year ago,
while Canadian volumes dropped 5% to 918,000 Mcf/day from 972,000 Mcf/day
the prior year. '

ExxonMobil reported average realized U5, gas prices of $11.34/Mcf for the
fourth quarter, up 72% from the year-earller price of 36.61/Mcf.

The company said its fourth-quarier upstream earnings rose to $7.038 billion
from 54.887 billion a year eavlier. U.S. upstream camnings totaled $1.787 billion
vs. $1.384 billion,

Lower-than-expected production volumes capped the supermajor’s earnings in
the upsiream segment, analysts at Credit Svisse First Boston said in a report, "Despite
a strong showing in Africa oil, there is little sign of a volume growth renaissaice at
ExxonMobil, just like at most of the company’s pecrs,” they said. SGS/staff

Analyst cuts flrst-quarter
gas price forecast hy 24%

One of the Industry’s most bulllsh analysts on
Monday slashed his flrstguarter U.S. gas price projec-
tion by 24%, to $8.50/Mef fram $12,50/Mcf, citing the
effeels of three weeks 0f unscasonably warm waeather.

But Raymond James and Associates analyst
Marshall Adking reiterated his viaw that, over the com-
ing year, "the undertying fundamentals of natural gas
alse remain very bullish.”

Adkins dropped his second-quatter forecast by 18%,
to $8/Mecf frorm $9.75/Mcf, but kept in place his
$8.75/Mcf and $1.0/Mcf projections for the third and
fousth quarters, respectively,

“In & normalized weather scenario, we betieve that
the midpoint of U.S, naturat gas will be linked to oll
prices with roughly a 6:1 Btu parity,” Adkins said in a
note to clients. Assuming that ratio “and eur 2008 oil
forecast [of $59.25/barrel}, fair value for gas in 2006
shouid be near $10.7

However, "if the gas markets feel temporarily com-
fortabte about the supply/demand balance, gas is likely
to trade below this midpoint,” Adkins sald.

Meanwhile, Energy and Environmental Anaiysis—
while agreeing that the recent warm spell has loosened
the supply/demand balance—siuck by its eariler predic-
tion thai Henry Hub prices will moderate from last year's
levels and average around $7,50/MMBtu this year.

EEA director Kovin Petak foresees considerable sup-
ply growth this year, with another 1.4 Bof/day from the
Guif of Mexlco being restored by midsemmer, Hguefied
natural gas imports climbing by 200,000 Mcf/day and
higherthan-expected levels of gas in storage at the end
of the heating season.

Cifsetting that supply increase 1o a degree, Petak
said, Is a projected 600,000 Mcf/day of increased
demand fram power generaters.

tooking ahead to 2007, "we expect Henry Hub
prices to remain refatively high near $8.25/MMB1tu as
supply struggles to keep up with demaryd growih,”
Petak said. He also predicted that about 300,000
Mci/day of Gulf production will be permanently iost as
producers will find it unecoronic to bring it hack on
stream. BH
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NYMEX briefly dips beneath $7, but cash rallies

An erratic March NYMEX futures contract briefly dipped
below $7/MMBtu on Wednesday before settling at $7.066,
down 4.8 cents from Tuesday's close, But the cash market
regained its footlng as an impending cold snap lifted prices between a
dime and a half-dollar

The March contract opened at $7.34—22.6 cents higher than
Tuesday's setile--and bounced to a peak of §7.44 before a selling sprce
sent it tumbling through key zesistance at §7 to a low of $6,975 just
(continned on page 2)

EnCana slashes capital hudget by $800 million

EnCana on Wednesday said it replaced 271% of its 2005 production
and increased total proved reserves by 18%, to 18.5 Tef-equivalent. But
the Calgary-based exploration-and-production company said concerns
about soarlng drilling costs forced it to scale back its 2006 capital spend-
ing budget by $800 million.

In its fourth-quacter earnings statement, EnCana said its North
Amerlcan gas sales rose abaut 796 fromm a year eatlier, to 3.32 Bef/day, while
the average price it recetved for that gas shot up 83% to $12.96/Mcf.

Full-year 2005 gas sales increased about 8% to 3.23 Bef/day, EnCana

(contiined on page 6}

Williams plans ‘rapid’ gas development in 2006

Ramping up domestic gas production and retatndng a skilled work-
force are among the biggest chaltenges facing Williams in the coming
year, the company's chairman and CEO satd Wednesday.

Speaking at the UBS 2006 Natural Gas and Electric Utilities conference
in New York, Steve Malcolm satd the company's exploration-and-produg-
tion segment is ready to speed its pace of growth, particularly with the
arrival of new rigs in the highlands area of Colorado’s Piceance Bastn.

“Qur strategy rematns rapld development of our premiere diilling
inventory,” Malcolim said.

{continued on puge 5)

Oneok to swap assets for Northern Border stake

In a complex deal valued at §3 billion, Oneck will exchange its
pipeline and gas processing units with Northern Border Partners for
$1.35 billion i1 cash and a controlling stake in the partiership, the two
companies said Wednesday.

Tt a related transaction, Calgary-based TransCanada will purchase
209% of Northern Border Pipeline, a unit of Omaha, Neb.-based NBP, for
$300 million, increasing its stake to 50%. The partnership plaps to
transfer the operation of the pipeline to fransCanada in 2007,

TransCanada Is also selling its 17.5% stake in the general partnership
(continued on prage 4)

NATIONAL AVERAGE PRICE: 7.130

www.platts.com

Trans. dato: 2/ib
Fiow date(s): 2/16
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NYMEX dips, but cash prices rally ... s page s

after noon EST. Commercial buyers then swept in and sparked a modest
fate-day tecovery.

“T think it is very interesting that it held this $7 level,” a New York-
based broker satd. “The techuical charts show a band of support at
$6.90 and $7.15. T suspect it will hold.”

While the loss matked the eighth in a row {or the March contract, a
Houston-based broker sald he was pleased to see sume fong-awaited
volatility. “We opened some eyes today and got a ot of those very
patient consumers in the market,” he said. "I think they are very
attached to the idea of §7 front-month gas and summer gas of $7.80.7

He sald the commercial sector jumped i after beconring nervous
about missing out on $7 gas. “Don’t be swrprised to see more buying,
particularly if it rises above $8,” he said,

In the Pacific Northwest cash market, a sharp drop in termperatures
throughout Alberta and British Coltunbia helped sead prices as much as
50 cents higher. PForecasts call for temnperatures below zévo Fahrenheit in
Calgary today and Priday with only modest reliel for the weekend.

“It's cold—a ot colder than it has been in a while, that’s for sure,” a
western Canadian trader said. “And it {eels a 1ot colder than where we
would be noimally.”

The spread between AECO-NIT and Westcoast Energy’s station 2
“closed considerably,” the trader noted, as AECO climbed about 35
cents to average near €87 and station 2 jumped about 50 cents to settle
It the Jow C$6.90s.

‘It's going to get cold later in the week’

In the Rockies, Cotorado Interstate Gas prices shot up more than 40
cents as utility demand soared in advance of a snowstorn with
ovemnight temperatures in the single digits in Denver. Kern River Gas
Transmission’s Opal, Wyo., plant also gained about 40 cents, while the
Cheyenne Hub ran up nearly 50 cents,

Despite hefty pulls on storage gas to meel weather-related demand in
the upper Midwest, prices still rose between a guarter and nearly 50 cents,
Northern Natural Gas' demarcation point was especially strong “because
of lots of gas tnoving north from the supply area,” one érader reported,

Because of well-below-normal temperatures forecast in Northern
Natural’s market area, the pipeline issued a system overrun limilation for
today. “It baslcally meauns Northern Natucal shippers have to stay within
tolerances and force gas into the system at Catlton,” a trader explained,

The spread between the Chicago city-gates and Michigan pricing
potnts tightened enough Wednesday to make {ransport unattractive for
one upper Midwest shipper. Michigan Censolidated Gas "popped up to
the $7.50s for a while there, but couldn’t sustain with the added pres-
sure of plenty of storage gas available,” he said.

Prices in ANR Pipeline's ML 7 zone moved back above the NYMEX
prompt-month level Wednesday after two weeks trading bencath it.
“It's abnormal for ML 7 to trade below the NYMEX, but it has been for
a while now, When it trades below NYMEX there’s no incentive to put
gas into storage in Wisconsin for the sumimer,” a marketer said.

Expectations of an arclic blast Friday created a buying spree in the
Midcontinent, where prices generally rallied 35 cents to 45 cents. “The
short-covering tally on the NYMEX saved cash prices,” one Oklahonra
trader said, *Yeah, it's going to get cold later in the week but the batile
oy now is: “We have plenty of storage to cover it.,”

Unscheduled maintenance work on Unit One at compressor station

Trans. date: 2/45
Flow date{s): 2/16 .
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812 in Atoka County, Qkla., in Natural Gas Pipeline Co. of America's Texok zone
was not completed as scheduled Tuesday, the pipeline said on its Web site.
Because of that, interruptible lransportation, authorized overrun and secondary
out-of-path transportation service may not be fully scheduled through the station,
“The restriction has been in place for more than two weeks, so people are making
do around it,” enc Midwest trader said.

Inn the Southwest, cashi prices galned as much as 40 cents Wednesday, sparked
by early gains an the March NYMEX contract, traders agreed. While temperatutes
ate expected to fall over the weekend, they will remain around seasonal norms in
the 60s. “Any demand out there is going to be met with storage,” 2 California
trader predicted.

Pacific Gas and Electric city-gate prices climbed neardy 30 cents to average in
the mid-$6.90s, atthough one trader characterized the point as weak compared
with nearby markets. “Spreads worked from the [Southern Californial border to
the gate,” but transport along the Baja Path wasn’l economic, he safd.

Guif Coast prices tracked eariy NYMEX gains and marched to higher ground,
with most points adding between 20 cents and 35 cents from Tuesday’s levels.
“The weather Is mild across the Southeast, and systems are running smoothly,” a
trader sald. "Prices are ticking up on expectations of what this arctic system will
bring to the Northeast over the weekend.”

Even with utilities seeking provisions for another winter shock, however,
spreads between Henty Hub and Transcontinental Gas Pipe Line's zone 6-New
York narrowed by more than a dime to about 60 cents.

Northeast spol prices ran up between a quarter and 35 cents Wednesday in
whiat one East Coast trader described as a quiet day with a only slight increase
in volumes changing hands. “This was basically a cut-and-paste day,” he
rermarked. —Market Staff Reports

Lawmakers offer another bill opening OGS to drilling

Two U5, senators onn Wednesday proposed legistation allowing coastal states to
opt out of the federal mozatorium on gas dilling along the Outer Continental Sheif.

Sens. Mark Pryor, D-Ark,, and Sen. John Wamer, R-Va., said their bill would
“help alleviate the natural gas shortage that Is creating skyrocketing heating bills
for families, increased feriilizer costs for our farmers and higher manufacturing
costs for businesses.”

Called the Reltable and Affordable Natural Gas Reform Act, the bill is remark-
ably similat to a proposal that passed the House Resources Comrmnittee last fall but
iras since languished (GD 10/27).

The Pryor/Warner bill would give governors of coastal states the option of
extending the existing ban beyond 2012 or opting out of it beginning in 2067,
States that choose the latter alternative would tecelve a higher percentage of roy-
alty payments from gas leases than currently mandated.

‘The measure would ban drilling within 100 miles of Florida or California but
allow existing leases in those areas to be repurchased by the Inferior Dept. or
swapped for other leases farther offshore.

Pryor and Warner stressed that gas prices have more than doubled in the past
year and will continue to climb unless Congress takes action to increase supplies.
“Home heating bills, electrleity rates and the price we pay for consumer goods are
all tied directly to natural gas. This bil will not only increase the American supply
of gas to bring down puices, it will also help create and maintain jobs,” Warner said.

The National Assn. of Manufacturees on Wednesday praised Pryor and Warner
for offering the legislation, saying the hill “gives states along the Atlantic and
Pacilic coasts the option of developing thelr respective offshore resources.”

NAM said passage of the legislation would send a clear signal that Congress Is
serfous about expanding domestic energy suppiies, “Manufacturers need more

Pennsylvania chapter of AARP wants
state to repeal utility shut-off rule

The Pennsylvania Legislature shouid repeal a 2004
state law that made it easler for gas utllitfes to shut off
customers who fall behind in paying their bills, the
Pennsylvania chapter of the AARP said this week.

Citing & survey conducted tate in 2005, the cverB0
advocacy group sald 72% of respoendents opposed the
faw and 81% want additlonal protection for utitity cus-
tomers who may be unable ta pay thelr heating bills,

AARP Pennsylvania State Director Fred Griesbach
called for legislative hearings to consider repealing the
provisions of Chapter 14, which went into effect this win-
ter.

“The survey shows eur members belicve the new
Chapter 14 law went too far and presents a rea! danger
1o those struggling to balance household budgats In the
face of soarlng energy costs,” Grieshach sald, "Shutiing
off someone’s heat during the winter represents a drastic
measure that should once again require oversight and
approval by Pennsyivania's Public Utility Commisslon.”

The survey also said 33% of the organization’s mem-
bers In Pennsylvania sald it was difficult for them to pay
their home heating bilis fast winter and that 15% sald
1ihey had to cut back on feod, prescription drugs or other
necessitics to afford their utllily bills.

“This survay was conducted before the beginning of
the 2005 heating season, and home heating prices are
rising between 3% and 50% this winter,” Griesbach sald.
*Older and economically disadvantaged residents should
nat be forced to make a cholce hetween food, prescrlp:
tion drugs, or keeping the heat on” RAW

Wyoming governor proposes study
on disposal of CBM-produced water

Wyaming Gov. Dave freudenthal has asked state leg
islators to approve $500,000 to study the feasibility of
piping coalbed methane-produced water from the Powder
River Basln to the North Platte Basin.

In his State of the State address this week,
Fraudenthal, a Demograt, told lawrnakess that he would
request an amendment to the omnlbus water bill to be
considered this sesslon 1o include a study of the pro-
jeat's feasinility, On Tuesday, he provided members of the
Jolnt Agriculture Committee with possible language for
the amondment.

“It Is important to emphasize that this Is simpiy the
authorization of a feasibility study,” the governor sald.
“Many questions need to be answered before we make a
decision to proceed or not to proceed. It is, however,
worth spending the money and the time to see if this can
help resolve the continuing Issues sucrounding coalbed
methane water in the Powder River Basin,”

Plsposal of high-sodium water produced as a byprod-
uet of CBM drilling is one of the key issues surrounding
the devetopment of the resource, particufarly In Wyoming.
Fraudenthal said that although the state has made
pragress In developing administrative, regulatory and
other solutions to the dilemmas related to water's qualily
and quantity, much work remains o be done to resolve
cancems of landowners, ranchers and others..

The study is expected to fdentify a number of options
for dealing with CBM-produced water, possibly including
the construction of a pipeline to carry it to the MNorth
Platte, where it could be used to avgment lacal water
supplies, freudenthat sald. iy
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affordable natural gas because they rely on it both as a source of electricity and as
a feedstock for products such as plastics and pharmaceuticals. Allowing more off-
shote development of natural gas resources will help manwufacturers keep high

quality jobs onshore here at home,” RAW

Kansas may allow LDCs to charge pipeline safety fee

Despite opposition from the Kansas Corporation Comumission and a state con-
sumer advocate, local distribution companies are promoting tegistation that
would enable them to add s gas system “reliability” surcharge to customers’ bills,

The Gas Safety and Reliability Act, which is under constderation by the Kansas
State Senate, would allow twice-a-year rate hikes designed to cover the LDCY costs
of implementing government-mandated pipeline safety iniiatives,

‘The fees, which would be tn effect for up to five years, coutd add about $24/year
to the average homeowner's gas bill, according to the draft legislation. Custorners
could get a partlal refund if regulators determine that an overcharge has occurred.

L.DCs favor the bill because they say it can take them years to recover the costs of
meeting increasingly onerous federat and state pipeline safety requirements, They also
assert that utilities often must pay the cost of moving gas pipelines and other facilities
to make way for highway improvement projects for which they are not reimbursed.

The utilities argue that it’s too expensive to ask the RCC for a rate increase every
time they are compelled to replace expensive equipment or perform a costly gas line
relocation—and that a surcharge specifically for those projects makes more sense.

Steve Johnson, manager of govermment affaies for Kansas Gas Service, told Gus
Daily onn Wednesday that seeking a base rate Increase to cover safety-related
expenditures is inefficient, “We're always behind the elght ball on these costs,” he
said. "We are always playing catch-up.” The bill is modeled after legistation passed
a year ago in Missowsd, Johnson explained.

Don Low, utilitles director for the KCC, opposes the measure, telling lawinak-
ers that “the surcharge could resull in customers paying unreasonable rates.” A
KCC spokeswoman added Wednesday that the proposed legislation could effec-
tively shift the financial risk of doing business from the utility to the ratepayer.

The Cltizens’ Utility Ratepayer Board also has spokten out against the bill, say-
ing it 1s written too broadly and that 1.DCs should be able to cover the cost of
pipeline safety-related projects with existing revenues, RAW

Oneok, Northern Border enter $3 billion deal ... som page 1

of NBEP to Oneck for $40 million, giving Tuisa, Okla.-based Oneok sole control.

NBP will use the cash from TransCanada, along with more than $1 billion in
bank debt, to fund its purchase of Oneok’s midstream and pipeline assets, Oneok
executives sald they plan to use the money to pay down some of the company’s $3.5
billion in debt, finance future acquisitions and possibly buy back corporate stock.

“It's great when you can do a win-win for everybody,” Oneok CEQ David Kyle
told analysts on a conference call Wednesday. “As the general partner and a sig-
nificant unit helder in Northern Border Partners, Oneok’s shareholders will alsu
participate in the future growth of NBP.”

According to NBP CEO Willlam Cordes, “Int addition to improving our ability to
increase distributions to unitholders, the acquisitions also provide us with a stronger
balance sheet, with additional capacity to fund fulure growth, Adding these assets io
our existing base will provide us with a arger and more diversified portiolio.”

Amonyg the assets Oneok is selling to NBP is its gathering and processing oper-
ations in Oklahoma and Kansas, which has 1.7 Bef/day of capacity, 10,140 miles
of gathering pipeline and 89,000 barrels of liquids fractionating capacity.
Currently, the gathering operation processes 1.2 Bef/day of gas and 64,000 barrels
of natural gas liquids, Oneok said,

Chenlere official says U.S. to play
Key role in global LNG market

As domestic imports of llquefied natural gas eontin-
ue to grow, the United States will achieve an Increasingly
fmpoetant postilon in the glebal gas macket, Cheplere
ENG President Keith Meyer predicted Wednesday.

Speaking at the UBS 20086 Natura! Gas and Electric
Utilities conference In New York, Meyer said the NYMEX
Henry Hub gas price will gradually become a globat
benchmark price for LNG, “which is a dramatic change.”

Althoughy LNG prices In foreign countries today are
often linked to crude oil prices, “we don't see North
American buyers ever really getiing comfortable with an
oikbased Index,” he sald, Meanwhile, global LNG buyers
are becoming “very comfortable with the Hquidity and the
oversight™ of a NYMEX-based benchmark, he maintalned.

Meyer noted that recent political discusslons have
centered on the need for the United States to reduce its
dependance on forelgn energy sources. But he asserted
that “Nerth Ameriea does not have a good domestic soly-
tion" given that traditional gas plays in both the Unlled
States and Canada are mature,

As & result, "LNG Is very much needad for the health
of the demand slde of our industty,” Meyer said,

Globat ENG consumptlon In 2004 averaged 17
Bef/day, and Meyer estimated that worldwide liquefaction
capactly could reach 41 Bof/day by 2010. Of that, the
AsiaPaclfie reglon wlll take about 17 Bof/day and Eurepe
will corsume batween 6 Bef/day and 8 Bef/day, leaving
betwean 16 Bef/day and 19 Bef/day avaliable for the
U.S. market by 2010,

Meyer said 2006 “will be a year of attrition™ for many
proposed U.S, LNG impert terminals as many of the
dozens of announced projects will quietly fade from view,
Nevertheless, Meyer estimated that the United States
will have regasification capacity of between 14 Bof/day
and 22 Bef/day by 2010, which is sufficient to absorb
avallable liguefaction capacity.

in terms of supplying NG to North America, "a lot of
substential entities are vying for that position,” with
Russila and Qatar polsed to compete with current suppli-
ars Tinidad and Nigerla, Meyer told the conference. MT
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Also included in {he deal are 2,500 miles of interstate NGL pipelines and 2,800

miles of infrastate NGL pipes, as well as a transportation and storage unit with

5,600 miles of intrastate pipelines and 51.6 Bef of storage capacity. Setttoment  High  Low /- Volume
: ) . e R . (Mar2006 7068 7440 6975 48 26508
Reastzon from thr.' thrr?e.ma].or credit rating agencies was mixed, with only gt 2005 7249 7.620  1.160 5.0 17915
Moody's Ratings Service giving its blessing to the deal by reaffirming its Baa2 _ Nay 2006 . 7320 53 G4
investment grade ratings of Oneok ard NBP. . Jun 2606 . 889 7450 56 20652
; . . Jul 2008 7.647 7,950 7600 5.7 2190
Fitch Ratings placed NBP on a negative credit watch due o concerns that NBP Aug 2006 7.722  B.020  T.680 5.7 1194~
was gaining a riskier market segment in the fee-based processing and transporta- _Sep 2008 1787 8060 7940 47 1838
re Tt . Oct 2006 7869 6330 7B 50 73183
tion units, while Standaed and Poor's Ratings Birect put both Oneok and NBP on a Nov 2008 £.729 8.000 B.700 45 9591
negative credit watch-—Oneok for not committing cash from the sale to a specific k) % 8554 9800 980 - I8
pay-down of its debrt atid NBP for its increased exposure to risk, i"z 2 —3g, 232 ig-ggg 13 ggg
. . . ek 2 0
"Fitch believes that the new assets will have greater exposiures to changes In Mar2007 9939 10090 9.910 33
commodity prices and increased volatility in cash flows than its existing interstate  _Ap 2007 8334 RHL0 8334 76 BE4
t o biras B OEie p ‘R ] - _Map2007.. . . 8180 - 8468 8180 . 80 . . 34
pipelines,” Fitch analysts Ralph Pellecchia and Hugh Welton said. Tun 2007 808 BAS0  BO00 B0 ag "
Investors, on the other hand, seemed to love the deal. Shares of NBP gained Jui 2007 8,200 8,400 8208 B0 144
$5.26, or 12%, to close at §49.15/share, while Oneok stock climbed $3.60, or %‘éi i%g; : g'igj : ,g‘jggvg-%g}——-%gw—-w-g- ~
13.5%, to close at $30.16/share. BH 0c1 2007 BA459 8520 B.450 _ B0 48
JMov2007 0043 9050 9049  BS5 3038
Deg 2007 7 9808 9,730 0600 ' 9.0 TEa
HIH . Jan 2008 10.02¢ 10100 10029 .95 3
Williams to ramp up gas production ... fom page 1 TFeb2008__ 10,039 10230 10038 _ 9.0 . 3.
. S e Fhe TR . e i . Tatar 2608 T 8870 93960 08718 B0 428
Meanwhile, as the I‘.&TI Industry shuggtes with a shortage of qualified en-lgmeers Apr 2008 B.026 B030 8023 D0 825
and other rig workers, Williams has made “recrulting new talent and retaining existing  May 2008 7.860, 7850 7669 080 | 28
talent” a top prierity, hiring about 200 new emplayees in the past year alone, he said. T p— -;‘gg'é ;‘3‘:}3 : ;'gﬁ = 'g'g e e
312 . ) . .,.” N . . S I - A - .
Malcoln noted that Willlams based its financial outlook on average NYMEX gas  Ave 2008 778016 _5.006 . 8040 85 . 0
prices of $8,50/MMBtu in 2006 and $7/MMBru in 2007 and 2008. However, “one - Sep 2008 BOBY 8,068 8-033 8.2 a
. . . Qct 2008 8128 8.129 B&.42 7.7 1520
never knows whal to expect with respect to commodity prices,” he acknowledged, TRov2008 8719 .B830 6719 .7 125
While noting that prompt-month NYMEX prices have been holding steady Uet 2008 ° ~ “"U4.309° 0309 8308 .07 " A245
“ . . ag ? M Jan 2009 677y 8046 | B.O4E A7 52
betow $8.50/MMBtu for weeks, “we are still bullish ont gas prices,” Malcolm oty e 0777 8777 0771 B2 .

stressed, “They still make sense for us going forward.”

In: any event, Malcolm said he did not foresee prices fatling betow 55/MMBtu
given the country’s tight supply/demand batance.

Willlarns® gas pipeline business, which Malcolm satd meves about 12% of the
gas consumed every day in the United States, has "many opportunities for us to
grow.” Expansions are planped for both the Transcontinental Gas Pipe Line and
Naorthwest Pipeline systemns, and while “we're not currently pleased with the returns

Contract data for Teesday

Yolume of contracts fradsd; 84,871
Frontmonths open Interest:

MAR, 67,063 ; APR, 54,362 ; MAY, 48,162
Total open Intergst: 583,364

that we're seeing” on the Guifstream Natural Gas System, demand in Florida is T80 s e e
growing at a rate that should enable Gulfstream to fili inore of its capacity, he said. l"x —."':;HM!:;‘!;? o:?ar:;:‘i:am”
Because the expansions are designed, in part, to accommodate new imports of g 1,40 freemmens FER S e WO =
liquefied natural gas, Williams is closely following the ongoing debate over gas z
quallty and interchangeabllity, Malcolm told Gas Daily on the sidelines of the & 7,00 Jr i
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conference. Ultimately, “there needs to be an indusicy solution” guided by FERC,
anrd Malcolm stressed that Williams would be “un active participant” in any dis-
cusstons on the topic. MT

EnCana cuts capital budget by 12% ... fom poge 1

said, while its annual average gas price jumped 40% to $8.63/Mcf.

EnCana’s net income for the quarter {elf 8% from the same period of 2004, to
$2.37 billion, while Its profits for the year fel} by 2% to $3.43 billion. But the firm
said its annual operating earnings rose 73% to $3.24 biflion and cash flow
jumped S7%: 10 $7.4 billion.

"EnCana achigved record natural gas production, strong financial results, solid
operating peiformance and tremendous proved reserves additions in a year char-
acterized DY robust prives and tough operating conditions,” President and CEO
Randy Eresman said in a statement.

However, the company also saiel it would reduce its previously announced
2006 capital expenditure forecast by 12% and lowered its gas sales forecast for the
year by 75,000 Mcl/day.

Citing inflationary pressures, which have driven drilling costs upward by more
than 15%, EnCana said i "decided to reduce drilling in areas where cosis have
increased the inost, resulting i a $500 million reduction in its previously
announced 2006 upstreain caplial investment forecast,”

The remaining $300 million reduction results from capital previousty assigned
to building the second segment of the Entrega Pipeline, which will not be
required because EnCana had entered into an agreement to sell Entrega (GD
11/16). That deal Is expected to close this quarter,

In a confevence call with analysts, Eresman said vaseasonably warm weather
Itad hampered the company's winter drilling program in western Canada, result-
ing in fewer wells being drilied than planned in the fourth quarter. “We achieved
about 80% of our expected production,” he said.

During the quarter, the company drilled 1,142 wells, about 20% more than in
the same period of 2004, For the {ull year 2005, EnCana drilled 4,658 wells, a
drop of about 5%.

One analyst said he was not surprised to see the Calgary-hased producer cut down
on planned capital expenditures given the high costs associated with producing gas.
Chuls Theal, an analyst with Calgary-based Tristone Capital, said the biggest
issue is “cost structure and the ability to try to manage costs,” for EnCana and the
rest of the E&P sector. “These guys have been under a tremendous amount of pres-

sure botit In terms of [icld operating costs and on the capitai side,” he said. M

Falcon plans another 15 Beof

of storage capacity at MoBay

Based on strong demand for its original 12-Bef
Phase t capacily, Falcon Gas Storage on Wednesday
launched a non-binding open season for an additional
16 Bef of high-deliverahility, muiti-cycle working gas
capacity at its MoBay Storage Hub in Alabama. Bids
are dua by & p.m. CST on March 45.

Falcon said it Is in the process of finallzing bingd-
ing, multiyear precedent sgreemants for all of the oylg-
inal Phase | scope of 412 Bef for the proposed facility,
whish will connect directly to Guifstream Natural Gas
System, Florida Gas Transmission, Transeontinentat
Gas Fipe Line antl Guif South Pipeline.

The MoBay Storege Hub is located at the conflu-
enice of major market and supply area pipeline sys-
tems and processing plants serving natural gas and

“electric vtitities in the southeastern and northeastern

Untted States, Faloon satd.
The expansion calls for bi-directional receipt and

Jdelivery points with Guifstream, Florida Gas' zone 3,
“Transco's Zone 4A and Mobite Bay Lateral and Gulf

South's zone 4. The Destin Pipeline also will be acces-
sible through the connaction with Gulfstream, Falcon
sald,

Reeeipt point opticns with supply pipelines include
Chevran, the Dauphin Island Gathering System, Exxon
Mary Ann Plant, the Mobil Bay Processing Partners
plant, the Shell Yellowhammer plant and the Willlams
processing ptant. All of the potential receipt and deliv-
ery points are within two miles of the proposed plant
site.

"Recent supply disruptions along the Gulf Coast,
combined with contlnued growth in gas demand and
the unprecedented volatility in gas prices, have sub-
stantially Increased the value of storage as a long-
term, strategic asset,” said Edmund Knolle, Falcon's
chief operating officer, "We've seen significant interest
from finns that have not ulllized sterage Ity the past.
MoBay will be designed 1o operate In conditions that
micel or excoed those upnder which the Interconnecting
pipelines are designed to operate.”

Faleon plans 1o flle permit applications by May with
FERG and the state of Alabama. The projacted Phase |
In-service date is Qotober 2007. \
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FERC official; Market dodged a bullet this winter

While extraordinarily warm weather nationwide in January con-
tributed to the recent plunge in natural gas prices, it would be a mistake
to count on continued price relief frm{: unseasonable conditions, a
FERC official cautioned Thursday,

Pointing out thal January temperatures were the highest in af least
112 years, Office of Market Oversight and Investigations Deputy
Director Stephen Harvey reported that Henry Hub prices have lost more
than half thelr value since late autumn.

Despite dire predictions of gas supply shortages after darnaging hurrl-
{continued on page 6}

Rivals square off over drilling in eastern Gulf

Even if the Lease Sale 181 Area off Florida’s coast were opened to gas
development as quickly as advocates desire, it would take “at least two
years” before any drilling could occur in the controversial section of the
eastern Gulf of Mexico, R.M. “Johnnie” Burton, director of the Minerals
Management Service, said Thursday.

At issue is legislation introduced by Senate Energy Committee
Chairman Pete Domenici Domenici, R-N.M., and the commitiee’s rank.
ing Pemocrat, Sen, Jeff Bingaman, B-N.M.,, that would requite the
Interior Secretary to offer 2.9 million acres in MMS Lease Sale 181 Area

(continned on page 5)

Southern Union sells R.I. utility for $575 million

Southern Union on Thursday satd it has sold the Rhode Island por-
tion of its New England Gas Co. subsidiary for $575 million.

“The sale of these assets is patt of the continuing transformation of
Southern Union from a utilily 1o a leader in the natural gas transportation
and services industry,” Southern Union CEO George Lindemann said.

Southern Union said it plans to use the bulk of the proceeds—which
willt be reduced by $77 million for debt asswned by the buyer, Britain’s
National Grid—to pay down some of the $1.6 billion it spent to buy
Fort Worth, Texas-based midstream operator Sid Richardson Energy

teonfinued o page 4)

NYMEX ends losing streak, regains 6.8 cents

The March NYMEX futures contract.on Thursttay recorded
its first gain in nine sessions, adding 6.8 cents to reach @
$7.134/MMBtu settlement as markel pliyers engaged in spo-
radic short -covering throughout the day. Cash trading results were
mixed as prices generally iracked regional weather trends.

After starting off the session at $7.12, the March contract rose as
high as $7.23 before brielly tesiing $7 support Inter in the session, The
prompt-monih contract dipped as low as $6.98 before recovering.

In addition {o short-covering, an analyst cited support from rising

NATIONAL AVERAGE PRICE: 7.100

wivw. platts.com

Friday, February 17, 2006
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crude oit and petrofenm products futures prices, “Crude popped up at the
end, and that probably helped natural gas come off its lows,” he sald.

‘Traders largely dismissed the impact of a slightly smaller-than-antici-
paled gas storage withdrawal after the Energy lnformation Administration
estimated a 102-Bci draw for the week ending Veb. 10 {see story, page 3.

“H ¢lid kil off some of the upward aromeriwn® earkier in the ses-
sion, said another analyst, although he noted the market’s response to
tire withdrawal was muted in compaiison to previous weeks,

Inn the cash market, utility demand brought Roeky Mountain buyers
out in droves as temperatures fi3 Denver were expected 1o dip below
zero tonight and forccasts for Cheyenne, Wyo., anticipated highs only
in the reens through Saturday. Consequently, regional spot prices
climbed another 15 cents to 20 cents from Wednesday's averages. "I
had a ulility goy call me and {eli me he was going to need some gas
Hoday]. That’s unusaal,” a Rockies trader said.

According to its Web site, Northwest Plpeline issued a stage two
uvnauthorized overmun entitlement far receiving customers north of
thelr Kennnerer compresslon station, effective for today and until fur-
ther notice.

“If you short your deliveries {on Northwest}, lhey H smack you, It
makes 1o economic serse to draft the pipe—whatever profit you might
make, you're penalized fog,” a feader said. Northwest’s south of Green
River point rose a nickel on the day, while Northwest’s Wyoeming pool
averaged about 15 cents higher.

‘There’s just a lot of gas in the ground’

Prices in the Pacific Northwest surged higher during early trading,
but fell off as the day progressed, “It's cold in Washington, it's cold in
Oregon,” a trader noted. “The high at Suimas was higher than {at] the
Henry Fub, but then [Sumas] crashed at the end.” Sumas ultimately
averaged up about a quarter,

Southwest spot gas prices were a mixed bag, with some points shedding
a few cents to more tln s nickel and others climbing as much as 20 cents.
Pacific Gas and Flectric city-gate stmted stronyg, according to a California
trader, b “ratcheted dowir” throughout the morning, eventually averag-
ing tore than 5 cents lower than Wednesday. “There’s no forwand curve,
fand] the gate is trading about Hat lo March. That seems to Indicale
there’s just a ol of gas in the grownd,” the trader said,

The spread along the Baja Path—between Southern California Gas
and the PG&E city-gate—was “under water,” as SoCal climbed a dime
from Wednesday. Spreads generally came in throughout the region, the
trader said—but noted that an interesting velationship developed
between SoCal and Malin, Ore.

While the differential between Malln and SoCal is generaliy only a
few pennies, the spread Thursday widened considerably, Buying at
Malin and shipping to SoCal "hasn’t made any sense unfil [Thusdayh”
the trader said, “¥hat's the mere interesting thing going on.”

With most Oklahoma spot traders expecting to bask in pleasant 60-
depres weathier before a Canadion cold front taoves into the tegion today,
spreads between some Midcontinent pricing points parrowed dramatically
as most prices gained less than a nickel to neardy 20 cents from Wednesday.

One Oklahioma trades noted that pipelines fit the reglon were get-
ting stricter with operational tolerances, “[Pipeline] operational flexibili-
1y is drying up because of the cold coming hy,” the trader reported.

Sub-zero low temperatures permeated upper Midwest spot markets, as
the much-anticipated Albenta Clipper made its way through Minnesota and
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Wisconsin. Supply-area spot prices went up a few cents to a dime from Wednesday's
midpoints and prices in the market areas were fat to down mote than a dime,

“Spreads just died because the cold hasn’t hit the Past yet and transport east or
anywhere in the [upper Midwest], was lousy, right at the margin, and not worth-
while,” one upper Midwest tracer said,

The Chicago city-gates traded toughly flat to Wednesday's midpoint, while
Michigan Consolidated and Consumers Energy both lost more than a dime, Large
volirmes were rroving through Norvthern Natural Gas' demarcation and Ventura,
Towa, points to meet cold weather 10ads in the market areas, and a system overrun
limitation was in place on Notthern Natural Thursday with another issued for today.
As a result, demnarc jumped up a few cents and Ventura gained neaily a dime.

Falling between a dime and 20 cents, Nottheast prices could not maintain
Wednesday's rally as temperatures near seasonal norms and robust supplics left
buyers little reason to look to the spot market. “Cash is relatively flat to
fWednesday],” one east Canada trader said,

Gul{ Coast spot prices lost berween 2 dime and 20 cents as many Southeast
utilities remmatned long, leaving no reason to look te spot gas for supplies. In
Louisiana, Henry Hub shed more than 15 cents, while Transcontinental Gas Pipe
Line zone 3 lost about as much, —Market Staff Reports

Gas storage inventory surplus continues to expand

The Eneigy Information Administration on Thursday reported a 102-Bef net
storage withdrawal for the week ending Feb, 10, reducing nationwide inventortes
0 2.266 Tcf—and once again expanding the surplus over the year-ago level and
the five-year average.

“The natural gas markets just can’t seem fo catch a break when it comes to the
storage report,” IFR Energy Services analyst Thimothy Evans sald in a note to
cllents. “The 102 Bcf i1 net withdrawals for last week came in well under our own
125-Bef estimate and the 113-Bef ICAP auction target.”

In the same week of 2005, EIA reported a withdrawal of 109 Bef, feaving 1,822
Tef 1 storage, As a result, the surplus over the year-ago level grew to 444 Bef from
437 Bcf a week ago, while the surplus over the five-year average of 1.575 Tef
widened to 691 Bef from 649 Bef.

“Storage rematns on track to exit winter at a record high 1.6 to 1.7 Tcf,” Banc
of Amerlca analyst Robert Morris sald. “Assuming normal {10-year averdge) temper-
atures this summer and no hurricane-related shut-ins, our proprietary models Indi-
cate that storage could theoretically approach 3.7 Tcf heading Into next winter.”

But falling gas prices could spark new demand, Morris said, as industzial and
power plants capable of switching from fuel oil seize that opportunity. “We estimate
that fuel-switching to natural gas from residual fuel oil in all three key fuel-switch-
ng reglons could add 2 Bef/day of incremental gas demand, or 430 Bef during the
entire infection season,” he said.

BIA reported a net withdrawal
tast week of 70 Bef in the East reglon
to 1.249 Tcf (992 Bcf a year ago); 13,
Bef drawn from the West region to

{week ending Fab 10}
This Week LnstWoek Cliange
(Befj {Bed) {Bef)

Consuming floglon East 1,248 1,319 . 70

Consuming RéglenWest 314 325 -3 | 314 Bel {250 Bef a year ago); and 21
Producing Replon 703 T4 2% . g real

Total 0.8, 2,266 2,368 103 Bef from the producing regions to

703 Bef {579 Bcf a year ago}.

Ths Weak  Prlos In the East, inventotles are

iasi ¥r. 8 Year
{Bef) Average {Bef) now 375 Bef above the five-year
Conaurnng Reglon Ensl 992 874 average, while stacks are 94 Bef
i W, S R above the average in the West and
Todah U8, 1,822 1,575 222 Bef above the average in the

Sowrce: Enargy information Admlnlstration producing region. IMM/BH

Bobcat seeks FERC approval
-for 12-Bcef gas storage project

the local Port Batre community,” he added,

DTE Gas Storage launches

open season for N.Y. capacity

DTE Gas Storage said it has launched an open sea-
sen for storage services in the Ceniral New York region,
with an in-service date of April 1, 2008.

DTE, a subsidiary of Detroithased DTE Energy, said
the storage would be interconnected at Cornipg, N.Y,,
with the proposed Millennium Pipeline, the Emplre exten-
slon project and the Columbia Gas Transmisslon sys-
tems. The open season closes on Mareh 2.

An affiliate of DTE is proposing development of the
storage projects, which would provide services such as
10-day peaking to 110-day baseload, ratcheted or
unraichsted, and elther annual or seasonal injectfons
and withdrawals, the company sald.

The open season is targeting two specific services—
70-day ratcheted and 30-day unratcheted, DTE added. To
obtaln an open season package, e-mail Della Rupkey at

rupkeyd@dteenergy.com.

Bobeat Gas Storage on Thursday filed an applieation

: with FERC requesting regulatory apgroval to build and oper

ate a gas sterage project In St Landry Parish, La., near

'§ Henry Hub, developer Port Barre lnvestments sald,

If approved, Bobeat would devetop two salt caverns

‘with a total working gas capacity of 12 Bef, injection capaci-

1y of 800,000 Mef/day and maximum wWithdrawal of 1.2
Bef/day, the cofnpany said. An open season is planned for
March and the company has requested FERC authorzation
by July 15.

“This epproval date from FERC will ailow Bobeat to
begin construetion before the rainy season in Lovisiana to
meset our targeted winter 2007 inservice date,” said Paul
Bienlawskf, Bobcat's vice president.

“Reaching our larget inservice date and bringing this
project to the market will help mitigate ongoing supply con-
straints resulting from Hurrdcanes Katrina and Rita, colncide
vith the In-sendee date proposed by certain liquefied natts-
ral gas Import terminals in the Gulf Coast region, and bring
positive econanic benefits to the state of Loutsiana and

4.89%234%
Fek Feb Feb Feb Feb Feb Feb Feb
i85 16 17 18 19 20 21 22
This section of the Daminlon Energy Index represants a nallenal {ore-
cast for home heatlng and cooting requlrements shove of baloy nor-
maf wilh the baseling of 0 representing normal for that day based on
historicat duta.

Source: Dominlon
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Market dodged a bullet this winter ... fom page 1

canes knocked out nuch of the gas production in the Gulf of Mexico, residential
energy needs in January were actually 20% less than under normat weather concdi-
tions, Harvey said, adding that gas deliveries fell 15% between Pecember and January,

The relatively warm November, an average December and “extraordinary”
Jarmuary “resulted in gas market conditions that we certainly could not have pre-
dicted in the fall,” Harvey told comunissioners at FERC's regular monthly meeting.

One resutlt of the weather pattern is that recent gas storage levels have spiked
so much that "we now face the kask of getting enough out of storage” by Apill 1
10 maintain the integrity of the system—"a remarkable story,” Harvey said,

He cited theee basic reasons for the current supply/demand/price situnation—
extremely mild winter weather; a significant “demand response” by residential
customers who “lowered thermostats and took other energy-saving actions” in
anticipation of high gas prices; and a strong supply response from the production
sector, with rig counts sarging,

But Harvey noted that gas prices, butiressed in part by global oil prices, are
expected to renein relatively strong over the long tenn. Gas futures markets indi-
cate that “prices today are as Jow as they are Hikely to be for the remainder of the
decade,” he said, citing forecasts of increased demand for gas in the power genera-
tion sectot as one reasoln. .

S0 while little stress has been placed on gas deliverablity systems nationwide
this winter, “this fairly short-term view ... reflects the cyclical nature” of prices,
and seasonal weather and should not transtate into any relaxation by the gas see-
tor in the effort to expand supply and infrastructure, Harvey warned.

After the summer's hwricanes, the country went through “a major shock to
the suppiy system: followed by a major shock to the demand system” due to warm
weather, which resulted i what is at this point “a faisly heavily supplied system.”

But such weather patterns are unlikely to continue, Harvey stressed. Tt would
be “absolutely wrong to say that because we had a warm winter this year, we'll
always have warnl winters ... We can’t just assume recent experlences will be
applicable to the future,”

As a result, he sald policymakers, regulators, the energy industry and consumers
have “"got to prepare {or more extreme conditions” in the years to come. CN

Holiday Notice

FERC approves Lake Charles LNG

Gas Datly will not publish Monday, Feb, 20, due to
the Presidents Day holiday. The next issue wilk appear
on Tuesday, Feb. 21. Gas price information collected
Friday, Feb. 17, for the Datlly Price Survey 1o be pub-
lished in the Feb. 21 Gas Daily will be for gas flowing
Feb. 18-21.

expansion to meet peak-day demand

FERC on Thursday approved an expansion—io 1.5
Bef/day from 1.3 Bef/day—of peak-day vaporization
capacity at Trunkline LNG's liqucfied natural gas terml-
nal near Lake Charles, La,, to reftect the current avail-
sble capacily of its vaparizers.

Trunkline gradually has been increasing its storage,
pipsline snd vaporization capacily to accommodate BG
LNG's interest in shipping more LNG through the termi-
nal. Later this year, sustalned send out capacity is
expected o grow to as much as 1.8 Bel/day, with 2.1
Bef/day peak send-out, through its broader expansien
project.

The expansions are designed, in part, to accomno-
date Increasing global competition for shipments, FERC
appreved the expansion Thursday L6 help BG in sched-
ullng deliveries planned for arrival in the first and sec-
ond quarters of 2006, the order sald.

“BG LNG, Trunkline LNG's firm customers for the
expanded terminal service, has requested this addi-
ticnal regasiflcation flexipility to facilitate the efficient
and economical scheduting of ships and LNG send-out
for delivery to its downstream markets," FERC sald.

The order follows a previous send-out expansion in
September from 830,000 Mcf/day to 1.2 Bef/day. The
commission already bhad authorized Trunkline LNG to
install three new vaporizers on top of the seven inglud-
ed in the original construction. JK
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