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NYMEX falls 59.9 cents to close at 4-month low

Analyst: Prices to hover near $10 through 2007
A strong U.S. economy combined with continued declines in North

American production will keep Henry Hub gas prices around SIO/Mef
for the next hvo years} a naymond James and Assoclates energy analyst
said Tuesday,

~·Iar.shall Adkins raise9 his first-quarter 2006 gas price estimate to
$12.S0nvfcf~up52% from his last projection in September-based on
continued Gulf of Mexico production losses stemming from Hun1canes
Katrina and Rita and an early onset of unseasonably cold winter weather.

For the second and third quarters, Adkins predIcted that gas will sell
(continlled 011 pa:~e 6)

•

Tht> February NYf\.mx fUll,lres contract tumbled 59.9 cents,
, . or S3%, to dos~Tuesday's session at $1O.626j}"fMBtu-the

IOWL'1:it prompt.month settlement since Aug. 26. Cash prices
moved in the opposite direction, gaining between a dime and 80 cents
in most markets.

Sources .said forecasts for unseasonably warm weather over the next
two weeks prompted the sell-off on the NYMEX's first trading day of
2006. Since Dec. 21, the February contract has plunged $3.719/ or 26%,

(wntil1l1rd on page 2)
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Kelliher cites need for long-term supply deals
On Joseph Kelliher's 49th day as PERC chairman, HurrIcane Katrina

walloped the Gulf Coast. Three weeks later, HurrIcane Rita pIcked up
where KatrIna left off.

With the twin :'itouns striking at the heart of domestic gas produc~

Hon and ll;msportatlon infrastruchlfc and taking out roughly 20% of
U.S. supply, FERC and Its newly appointed chairman faced the prospect
of yet another major energy crisis.

With a palpable fear on Capitol Hill that the humanitarian disaster
could spiral into a gas shortage this winter, Kelliher said he honed a cri·

(confirmed on page 4)

Kansas regulators wrestle with Hugoton woes
The Kansas Corporation Commission staff has tlskect for more time

to sort out the web of issues stemmiug from last year's curtailment of
service to dozens of customers that received contaminated gas from the
Hugoton field.

The KCC hact wanted the report completed by Jan. 6, but staff said it

would need al least three more weeks to compile the voluminous data
on the problems confronting consumers, producers and gas gatheIing
companies that rely on the Hugoton field in southern KallSas.

Among the remaining issues faeing state regulators: how to reduce
(contlulled on pdge 3)
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NYMEX falls, but cash rises ... {rom pag, ~
"We'l(' S{~t'illg high confidence in a foreGlst that is showing above

normal temperatures for a streak that would chaHenge any streak over the
last several winters," silid a Houston-based broker. "So I think that aJoIl(>
is reason t'llough to help the m,ukel get back to single-digH pricing,"

"We believe t!Jere is 1.S Bcf Illore supply than demand," the broker
continued, "We're sitting with a surplus in the marketplace. If any
thing, thai will only he getting better as more g<ls comes back on-line."

The February contme! opened at $]0.75 and trllded between a high of
Sl] and a low of $10.60. i\cLfmllng to the hroker, the contract was "about
to invade" a technical gap that likely would have sent it falHng below sup
port at $10040. Howt'vcr, "we touched the edge and \\',lIked away/' he said.

The Wilting futures contract and forecasts foi mild weather in many
regions failed to keep spot prices from gaining ground Tuesday, with
traders citing th!:' return of commercial and indmtrial demand after the
long holiday weekend.

Although daytime templ2'ratures in the Southwest and in Southern
California are expected to H'maln in the 70s with bright sunshine all
week, buyers were out in force nonetheless ami helped hoost cash prices
by nearly 80 cents in the San Juan and Permian basins.

Hut in Northern California, which was experiencing severe storm
and flood warnings, prices at the Pacific G<l5 and ElectrIc dty·gate rose
less than '10 n~nts, narrowing its premium to the produdion basins to
about $1.10. "The basins have been vcry weak recently, nnd It is nbout
time cash began to fe-tum to normal, jJ one California tHlder said.

Forecasts call for mild start to 2005
In the Northwest, prices generally gained between 15 cents nnd 60

(euts in light tralling. "It is unseasollably \\';lTnl and [<lining," one
Rockies tracler said. "Prices nre a little bit higher than the weekend, but
cash is (elatlVt'ly weak compared to the February NYMRX."

But another Rockies (rader s<1id spot prices could easily race~l1p to
meet the NYMEX al the first hinl of more cold weather. "Forecasts say
temperatures will remain high through mid·montht but who really
knows?" he said.

Abuve·uonn(:ll temperatures in westel'n Canada kept utility demand
low and sent pric('_~ down about a dime at the AECO·C Hub in Alberta
and 20 cents or so at Westcoust Energy's station 2 in British Columbia.

In the Northeast, some isolated snow shmvers in New England and
the return of industrial demilTHi lifted prices llchveen 30 cents and 60
n~nt~ from pre-\veekend Ievt:>ls. Still, thcmnrket was "lackluster," a
C..-anadian twdt'f reported, with temperatures a few degrees above aver
age expected for the rC'~t of the week,

"Everyone knows how quickly the weather can change, but hased
on curtent forcGlsts I don't think we'll see much change In the market
until at least the middle of next week/' the tmde{sald.

Along the Gulf Coast, price gains ranging from a dime to 45 cents
failed to impress some traders. "The market \vas up from the long week
end, but it wasn't anything to write home ahout," one marketer said.
Henry Hub c<lsh rose about 35 cents to average in Ihe high $9.80s, while
the Houston Sbip Channel rose about a quarter to settle just above $8.

With lhe mercury forecast to reach the 70s all week from Houston
to New Orleans to Tallahassee, some Gulf traders said they expect
demand lo soflcn and Irading In be uneventful.

Spot prices in the upper Midwest hegan the new year with gains of
as much as SO cenls, aHhough several trader~ agreed that the session
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W,IS quieter than normal. Despite the gains, pricE's Jfe "still \ovel! below where flrst
of-month index prices," the trader noted.

While Consmners EnE'rgy in Michigan finished the day nearly unchanged from
Flidi.lY. the hulls mh'd the Chicilgo city-gates, where prices jumped about 5S cenls.

Spot prices moved higher in the Midconlinent as well despite the lackadaisiral
futures contract and mild weather, tacking on between 30 tents and nearly 60
cents ill what one Texas SOUICC called "a normal rebound from the long \\'cekend."

The market traded sluggishly. however, as many market players found them·
sc!ves "tq'ing to get re-n1otivated," one source remarked. "Things were slow and I
was dealing with a lot of little ilCcounting issues,"

As spot prices rost', regional,spreads llnrrowed, with the differential between
}lanhilndle EasteIO Pipe Line and Natural Gas Pipeline Co. of America's Texok
zone shrinking from more th,m a quarter on friday to just a penny or so on
"1\Ie'Sday. -Market Staff Reports

Kansas wrestles with Hugoton woes, .. from page 1

the impact of tainted Hugoton gas on consumersi who has jurisdiction over

intrastate supply ilnd transportation facilities; and who should pay the cost of
converting shut·off cl1slomers to other fuel sources such as propane.

The disJllllt~ am:;\:, nearly a year ago after hil;h concentrations of hydrogen sul~

fide were discovert'd in the gas flowing from the Hugoton (GD 2/14). Aquila last
Fdnuary shut uff gas service to S3 residential customers in KaI)sas and planned to
cut supply to another :n after it received 'vord that gas in Oneok Field Services'
gathering lines contained unsafe levels of the toxin. III the weeks UJat followed,
more customers in the region were shut off due to the same gas-quality concerns.

The shut-off:- prompted the state leglslalme to cstablish_procedures for discon
necting ClJstomers from gas gathering systcJTIS for health and stlfely reasons-~and

gave lhe KCC regulatory oversight over sud) curtai}nlents.
But the ('ommission noted at the time that "the[e are many unresolved legal

and policy questions regarding gilS gathering services and exit tap customers" imd
appealed to consumers, producers and its own sltlff for input.

In recent filings, the Kansas Citizens' Utility Ratepayer Board stressed that the
econolll)' of southwesterll Kansas "depends on the viablltt}' Of the Hugoton field"
and thai if lhe region's Itfeedlols or meat processors close, job losses would empty
cHit's like Dodge City, (Iluden City or Liberal and viTtually destroy smaller com~
munHies lhat depend on stich industries."

As a n.'sult, tbe rCltepayer hoard 3rgued that "it is essential" for state pol1cy~

makers to gUiddy address the gas-quality issues nt H't'lgoton.
The hoard said it was mncerned that the KCC has no direct autl;1orlty over gas

gathering systems, ,valer suppliers or federally regulated pipelines, "all of which
arc crHictll elements of the probl.ems in the Hugoton field and Jntegral to any pos~

sible solution. There is no single agency in the state of Kansas that hns the expert~

ise and competenc{~to d('al with these issu('s, letalont': the jurisdiction,"
Oneok, which v.'as compelled to shtlt off some gas consumers because of the

hydrogen sulfide concentrations, contended in a recent filing that the Kee's juris
diction does not extend to a gas-gathering system from which a utility obtains its
supplies. The recently enacted iegislation "does not turn g<lS gathering servlc;es
into a public ulilit)' :lervice," Oneok insisted.

The compallY argued that "any gtlS gatherer that has exlt taps supplying gas to
a pnblic utility tor the utility's end-use customers on its system should have first
and (OIemosl in its mimI the health <10d safety of those end-use customers-not
only from the vre.<;ence of hydIOg(~n sulfide g<1S but also {wm uny contaminant
that milY be contained in the gas."

Oneok ~llso said H did nol believe the fOllllllissioll could 6rder it, or any gas
galllecN, to assume- the- cost of converting a terminated customer to an alternative

Typical Alberta residential customer
to get C$:1.70 January gas bill rebate

Residential gas customers in Alberta will save an
average of C$170 on their January heating bills as a
result of the province's unique rebate program, the
Alberta Dept. of Energy said TueSday.

~The average household uses 23 Gj of natural gas in
January, which is tile time of year wl1en gas usage Is at
its highest,~ said Energy Minister Greg Melchln. "As we
enter the new year. Albertans will c<Jntinue to recoive
benefits from Alberta's one·of.a·kind nntuml gas rebate
program that provides a measure of stability and protoc
Uon when consumers need tile assistance lllOSV

All eligible homes and businesses, regardless of
whether they pay the regutated rate or are part of a com
petitive contract. benefit from the Natural Gas Rebate
Program. Monthly rebates are triggered when two of the
province's three major utility companies-·Direct Energy
Services North, Direct Energy Services South and
AltaGas Utifities----charge regulated fates in excess of
C$5.50/Gj. The amount of the rebates increases along
with the market price of gas.

As a result of the program, the typical residential
customer in Alberta is paying about 12% less for gas
than In otller Canadian provinces, accorrJlng to Alberta
officials (GO 11/23). RAW

King Island proposes a-Bcf
storage facility in California

King Island Gas Storage said Tuesday it has mad an
application with the California Public Utilities Commission
to build a new gas storage facility at a depleted gas
reservoIr some 12 miles north of Stockton, Calif.

The King Island Gas Storage FacUlty would Imve 8
Bcf of working gas capllclty and lie ncar the systems of
Poclfic Gas & Elccttic and lodl Gas Storage Pipeline (GO
4/13). The depleted I~ng Island field originally produced
11 Bcf and would provide for high injection and withdraw
al rates, the company said.

King Island saId it \\'Blcomed customers seekIng
capacity as well as anyone interested In co-owning the
project. For more illformation, contact Patrick Ross at
858-775-9897, or e·malf drilfforgas@sbcglobal.net,

3
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fuel source.
rvfeanwhile, in its remarks to the commission, Aquila agreed that state law is

unclear regarding who should pay the cost of converling customers disconllccted
hec<luse of the (ontaminated gilS but said it does not believe UKal distribution
companies should be liable.

The KCC has lJeen wrestling with the Hugoton issue tOt' years. In September
1998, the commission ordered <In investigation into the effects of declining gas

wellhead pressure in the Hugoton and surrounding fields.
The KCC said recently that it had received a flood of comments on the issue

seven years ago, after which it made "some broad findings" but failed to establish
a policy regarding customers who t<lke gas directly or indirectly from Hugoton-
linked gathering systems. RAW

Kelliher touts long-term contracts ... (rom l'age 1

sis management posture based on three pillars: provide informaUon to the puhlic,
act qUickly and mtlintain an air of calm.

Like other energy issues in recent years, many of the solutions to post-hurri
cane problems lie outside FERC's jurisdiction. nut since taking up the gavel,
Kelliher has used the hurricanes and finn mandates In the Energy Policy Act of
20(}5 as leverage to pursue a much broader agenda to strengthen gas and power

infrastmchue <lnd reduce price volatility.
For instance, Kelliher pointed out in a recent interview, he has used the bull}'

pulpit to tOllt various capacity market proposals, repeatedly state his preference
for long+term gas and power contracts, push con.sumers to conserve energy, and
mge states to take innovative approaches 10 increase efficiency.

"It's hard to structure an efficiency or demawl·slde management program that
doesn't start off with the retail consumer," Kelliher saId.

Much of his agenda to firm up infrastnlcture and rein in prices relies on main
t<lining a dialogue with the states. He sought to open that door in a speech at a
recent meeting of the National Assn. of Regulatory Utility Commissioners in Palm
Springs, CaIif., where he tried to put to rest old tensIons and promote a common
policy directioll. Thal is especially so with regard to promoting long-term supply
deals.

"In some cases utilities would be comfortable bUying [energy] under long-term
contracts," he said. "Bllt they don't want to be second-guessed by their regulator
two years down the road, saying you shouldn't have signed this contract, you
should have bought more on the spot market, or you:should have signed a dlffeTR
cnt type of contract." '

"ThcOTetkaUy, if a utility buys eWrything on a spot market, that's ser}sible
from a utility'S point of Viel\'. They lvant to avoId the regulatory risk/' the chair
man said. /lBut it's probably not sensible for their consumers [to bear] ~dl the risk
of pIice volatility for gils and power."

He insisted that state regulators "can protect the consumer fmm the volati:lity
of gas prices while still limiting the regulatory risk on the utilIty if they were to
set up a process to make It de,u- that those Iong·tenn purchase decisions won't he
second-guessed."

The federal government's poliq' of increasing ent.>rgy effici.ency and better
contwlling gas demand also relies On states, Kelliher sllicJ, stressing that demand

reduction is critical to surviving sbort-term supply crunches before more liquefied
natural gns'begins flOWing.

Yet "we can't commandeer the machinery of state government,1/ he stressed.
"So we have to have a t"oIlvcrsation. We can identify the problems/'

The chairman said he also sees a need for long-term contracting in LNG

iilljlOrllerminal development. Since arriving at PERC, Kelliher has sought to hol

ster and clarify its roll' in permitting LNG terminals.

4 CopyrIght © 2006 The McGraw-Hill Companies
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He aggressively fought attempts In California to usurp federaljurisdicHon in
hopes of killing a project in Long Beach that} according to Kelliher} is in the
nalion's hest interest. He ultimately won the jurisdkltonal dispute when Congress
included a provlsion in EPACT that clarified FERC's role as the lead agency in set
ling and enforcing regulatory deadlines for LNG and pipeline projects (CD 8/1).

Since hecoming 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 commission has approved eight projects in recent years, three of which are
under constmctlon 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 1Ialf of total U,S. terminal capacity was beIng uti
lized toward the end of last year, and the world market appeared to care little
about the cries of U.S. policymakers worried about tight winter suppHes.

LNG is among the most contentious Issues for FERC, states and the general
public because of concerns about its safety, Kelliher noted. It is also a complex
issue for producers, lmporters and financiers tryIng to gauge the direction of a
rapidly growing and very expensive industry.

Kelliher waved off a suggestion that the failure to attract badly needed LNG
supply to U.S. shores in the past few months bodes poorly for efforts to sell the
idea that more import capacity is needed. "I think if anything, it strengthens the
message of why people need 10 enter into long-term contracts, II he said.

Getting gas and electricity buyers and sellers to shift from short-term to long
term contracts to help boost infrastructure development Is Oile of Kelliher's key
outreach issues. "You hear it on both pipelines and LNG facllities/' he saId.
"They're prepared to take risks, bllt they're not prepared to take ·unreasonable
risks from tlleif point of vlew. 1f

As for gas quality and interchangeability issues related to LNG, Ke11lber said he
is not convinced that "it's a national probl.em 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 pursnlng a broad, industry-wide policy.

Kelliher appeared disinclined to go along with the Natural Gas Supply Assn.'s
call for national gas quality standards. "The NGSA petition starts with the premise
that there is a national problem that lends itself to some kiml of uniform
approach. J think Ihat 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 FERe orders are issued
more quickly. 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.

Feb WInter/< Summer Winter Summer
2006 2005.06 2006 2006-07 2007

Midpoint Midpoint Midpoint Midpoint MIdpoint
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The change, and the elimination of publidy available draft orders, have freed
lip the secrt'tary's office to move final orders out fastert Kelliher said.

Trchnically, {:ERC could issue all orders notationaUy, he said, but the commis
sion chooses to meet in publicly beclluse "we think it's good to explain our policy
in an open session." JK/KF

Analyst sees $10 gas through 2007 ... fivmpag, 1

for an average of $9,75/Mcf, up 8% from his previous calt. for the fourth quarter,
he expects prices to average $lO/Mcf, unchanged from his prior forecast.

Adkins also made his first price prediction for 2007, estimating thnt gas will
sell for an average of $lO/Mcf for the f!Jll year.

"Given a healthy U.S. economy and growing electric generation demand, we
anticipate steadily rising gas demand In 2007, with price as the sole mechanism
to curtail excess demand/I he said In a note to clients.

Adkins saId his fhm1s current oil·to-gas price raUo assumption of 6.2~to-1 may
prove lOa conservative and "should be closer to 5.5-to·1 1 reflecting the,higher
costs associated with consuming home heating oil eqUivalents, such as emissions
credits."

Adkins acknowledged tlwt his gas prke forecasts for 2006 and 2007 are about
28% above consensus estimates, hut he predicted that time will prove him right.

"For the third year in a row, our reputation for being overly bullish proved
unfounded as almost aU eneq:,'Y business metrles outperformed our 'aggressive'

200S forecasts," he said. liThe bottom line remains simple: The combination of
falling domestic supply, a healthy U.S. economy and favorable fuel-switching
ratios should eventually result in nntllral gas prices twding at or near Bhl parity
with petroleum liquids. If llH

WEDNESDAY, JANUARY 4, 2005

Georgia PSC certifies new firm
to market gas to retail customers

The Georgia Public Service Commission on Tuesday
approved the application of a new relail gas marketer.
Gus soum llC, to serve customers In distributor Atlanta
Gas light's service territory. The PSG also transferred
Southern Co. Gas' customer base to the neWly certified
firm.

Gas South is a wholly owned SUbsidiary of Marietta,
Ga.-based Cobb Electric Membership Corp., the state's
largest co-<Jp serving mOle than 162.000 electric cus
tomers in Cobb. Cherokee. Paulding, Bartow and Fulton
counties.

Ovcr the summer, Southern Co. Gas agfCed to sell
the assets of its gas marketing operation to Cobb EMC
for an undisclosed sum, after saying It had received
unsolicited offers for the operation (GD 7/11). At the
time, Southern Co. Gas had some 170,000 gas cus
tomers, or about 12.5% of those served by Atlanta Gas
light's distribution system.

Southem Co. Gas itself entered the retall market in
2002 by paying $62 mUllen for 210.000 customers and
associated assets from bankrupt marketer NewPm,\'er
Holdings (GO 6/13/02).

Two oUler EMCs in the state-Walton and Coweta·
Fayette-arc c\Hfently certified and seIHng gas to cus
tomers. WIth tile latest entrant, tllore will be iO compa·
nies actively selling gas in Georgia's retail market.

Gas South must honor all Dxistlng contracts between
Southern Co. Gas and Us customers, the commission
noted. SGS

6 Copyright © 2006 The McGraw-Hili Companies
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The Caribbean electric sector is severely impacted by soaring oil prices, Generation operators are exploring
a range of fuel alternatives and price mitigation strategies. Oil and gas companies are developing new E&P
fields, pipelines, LNG terminals, and refineries to meet the need. There is increased 1\&0 activity.

Attend Platts 6th Annual Caribbean Energy conference, January t9-20, 2006, at the Biltmore Hotel in
Coral Gables, Florida,

Hear Solutions to Pressing Challenges:

• Drivers of high oil and gas price - How long will they persist?

Utility/Government responses - Improved efficiency, price caps, asset management,
transparent recovery from customers
Fuel substitution - Coal, natural gas, DME vs, LPG, Methanol VS, diesellfuel oils, CNG

Renewable energy - Financing, CREDP assistance, projects in the pipeline
Attracting financing --- Sources, project structures, contracts
Special funding arrangements for alternative energy - Carbon revenue stream, new OEeD rules
Dominican electric sector recovery - Government progress and plans
Power industry re-configuration - Acquisition, divestiture, new investment

From 23 Industry Leaders:

AES Domlncana • Barbados Light & Power· Basic Energy • Domlec • Globeleq • Grenlec
JPSCo • Eastern Caribbean Gas Pipeline Co, • National Gas Co. of Trinidad & Tobago
Petroleum Corp. of Jamaica • Refineria Dominicana de Petr61eo • CARICOM
Ministry of Science, Commerce & Technology, Jamaica • Office of the Prime Minister, Jamaica
Superintendencia de Electricidad, DR • Conduit Capital Partners' Energy and Environmental Analysis
US EXIM • IFC • Wartsii;; North America' Westport Finance

PLUS - Benefit from the Experience of § Case Studies:

• E&p· Offshore Jamaica • Jamaican Refinery Expansion

.. Eastern Caribbean Gas Pipeline • Jamaican LNG Terminal
• Dominican Republic Refinery • Doctor Bird Barge Expansion

SCHEDULE GLG-6 Page 7 of 29
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Tuesday. January 10, 2006

Common Volume Deale
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Mild weather sends cash, NYMEX lower still

•

The Februcuy NYMEX futures contract resumed its down~
I' ward trek on Monday, shedding 27.2 cents to settle at $9.36

as expectations for much warmer-than·normal weather con·
tinued to weigh on the market. Cash prices followed suit, with some
points in the East falHng nearly $1.

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

Analyst calls demand destruction 'exaggerated'
u.s. gas prices wlll remain around $lO/Mcf throughout 2006 given

that "fears of demand destruction are greatly exaggerated," Bear Stearns
energy analyst HUen Hannan said Monday.

In her monthly report on the exploration·and·production industry,
Hannan told clients that "the price of natural gas has not been high
enough for Ip11g enough to begin to make a dent in total domestic
demand. II

As a result, «we are hard-pressed to see Datural gas prices much
below $lO/Mcf, seasonal and emotional volatiJity noh'lllthstanding," she

(continlted on page 6)

Oklahoma
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Virginia lawmaker revives OGS drilling proposal
'lhe Virginia Coal and Energy Commission wiU propose legislation later

this month that endorses gas drilling off Virginia'S Atlantic coast and
finances a state methane hydmtes re.search center.

1\ draft of the bin which was obtained Monday by Gas Daily, is
being circulated among Virginia legislators, 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 ;:ldopt a
resolution that would allow the state to opt out of the national morato
rimn on offshore drHling. The resolution WiJS vetoed by Gov. Mark

(continued on page 5)

U.S. LNG importers facing tough global market
Regulators and lawmakers alike continue to question why U.S. lique~

fled natural gas import terminals have been operating so rar bela,,\,
capacity even after Hurricanes 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
uHlized as competitors tn more mature markets In Europe and Asia one~

upped their Nmth American counterparts with a willingness to pay
(colltirllled r}/1 page 3)
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Weather sends cash, NYMEX lower ... {Tam page 1

ACler starting the day ilt $9,:H~, the February contract spent the
entJre session veluw its Friday settlement, moving between <l low of
$9.15 and a high of $9.12. Yet with the markH becoming oversold from
a technical standpoint, and with little fresh fUlldanu::'Illal m'\ys drndal

jng on tht! noOl~ one broker said tbe contract might bolt higher on
even the hint of a cold snap.

"The market has been declIning so comistently 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 slowed its des(ent since topping out
last month at a rerord $15.378 front-month settlement high, which
may signify that it has neared <I bollom, he said,

In the Northeast spot market, prices slid nearly 80 cents from their
pre-weekend levels as ullsea::iOllable warmth quashed demand. "We are
looking at record-high temperatures through the week, and we prohably
won't sec it warmer than this," one eastem t~nildian hader said, citing
daytime highs in the 50s and 60s across tbe region Mondlly,

Transcontinental Gas Pipe Line zone 6-New York fell nearly SO cents
to average in the mid- to upper $9.205, while reduced flows out of
Appalachia ushered in 11 loss of more than 50 cents on Columbia Gas
Transmission and 65 c.ents at Dominion Transmission.

Florida deemed a 'complete buyer's market'
Spot pl'ices fell as much as 95 «(,:Ilts across Florida as a cold front

that brought sub-frerzing temperatures over the weekend gave way to
more seasonal weather, One Florida trader characterized the session as a
"complete buyer's market."

Elsewhere along the Gulf Coast, prkes sUd between 3S cents and 45
cents <llnid light volumes, with Henry Hub cash averaging in the low
$8.80s. In Texas, Houston Ship Channel plices held up relatively well,
declining about 35 cents froin Friday,

Upper Midwest prices pIcked up where rhey left off before the week
end, falling b,etween 15 cents and more th,m 40 cents, Ivfichigall mar
kets were particularly hard-hit after AccuWeather called for sunshine
and highs in the low to IlJid-40s today.

Spot prices across the Midcontinent took a sharp turn to the down
side, losing 15 cents to nearly a quarter as regional forecasts called for
highs in the upper 40s and lower 50s across most of the region today.
"There was just no demand out there, anti that, in combination with
the falling NYMl-:X, meant .cash had 110 support/' a trader said.

As it did Friday, CenterPoint's East zone led the Midcontinent's loss
es Monday, sliding nearly 25 cents to average in the high $7 ..105,
Meanwhile,Panhandle F.astcm Pipe Line slid nearly 20 cents to settle
nearly nat with CenterPoint.

With weak fundamentals dictating the market, spot prices at several
Southwest points inoved lower while some others were virtually
uo(hanged from }'rlday. Tempe.ratutes in portions of California and
Arizona are expected to soar i.ntq the lllid-70s as the week progresses,
which capped demand, sources said.

The mllrket ,vas "lackluster" according: to a California tradl'L
"There's no demand, no operational flow orders." In addition, regional
spreads "weren't super great" and bid-offer mnges were tight.

Spot prices at the Padfk GilS and Electric city-gale were down nearly
20 Lents, while Southern California Gas maintained Friday's levels.
Spreads fromSoCal Gas to tile Sanjuan and Permian producing basins
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also were nearty 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, vVyo" 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. Hanges were reportedly tight, as one trader
described the high/low spread at Sumas, 'Nash., at only 8 cents.

In Canada, prices at Westcaast Energy's station 2 traded within about a J5~

cent range before falling about a quarter from ]:rlday. -Market Staff Reports

Questar Gas allowed to recover processing costs
After a protracted legal and regulatory battle, the Utah Public ServIce

Commission has approvcd a settlement allOWing Questar Gas to recover safety
related gas processing costs im:urred after Feb. 1, 2005.

As a result of the order, Salt Lllke City-based Questar Gns' customers will pay an
additional SO cents/month over the next three years, the company said Monday.

The PSGs action followed a stipulated agreement between Questar Gas, the Utah
DIVision of Public Utilities and the Utah Committee of Consumer Selvkes. "We've
acted in good faith to protect our customers," Questar Gas President and CEO Alan
Allred said. "ll1ese costs are leb>itimate and have benefited customers. rndependent
experts retained by both the division and committee agree with our approach."

Since 1999, Questar Gas has contracted wUh an affiliate to process coaibed
methane at a plant near Pricel Utah. The firm said the proc.essing was necessary to
ensure the gas it delivered to customers was compatible with their appliances 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 fIve years to pay for the processing,
saying the commission erred by basing its decision strictly on safety concerns.

A year later, tbe PSC ordered Questar Gas to refund, with interest, all of the
money it had collected 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
customers won't bear any of the processing costs incurred before February 2005.

The PSC said it, along with the state Committee of Consumer Serv[ces, con
duded that customer safety would be jeopardized without action by Questar Gas
to manage the heat content in the gas stream; 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, thc PSC said, adding that CBM has proven to be an
economical supply source that has saved Utah ratepayers millions of dollars.

Questar Gas customers "have benefited from the shipment of coalbect
methane ... that has become elll important component of Questar Gas' gas sup
plies," the commission said. "Since 2002, coalbed methane has accounted for a
signiHcant 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, .. from pase 1

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

But in Washington, D.C., a lack of knowledge about how U.S. importers 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.

plaits

LNG Daily
covering the growing global market

for liquefied natural gas

• Regulatory battles on the local and federal lev
els for the building of new terminals In Ihe
United States, considered vital for the develop
ment of many LNG projects

• Contractual and pricing issues around the
globe, but with an emphasis on existing Asian
trade

• The many plans to turn stranded natural gas
into LNG, from the Caribbean to the Middle East
to the Russian Far East

• Important developments In the market for
competing fuels

• The views of significant induslry leaders

• Prices for key contractual bencllmarks and
competing fuels

If your business is LNG, you need fresh, frequent
and comprehensive information to keep you

abreast of the dynamic changos occurring around
the world in tllis rapidly developing marketplace.,

You need LNG Dally to stay on top. .

Contact Platts today to sign up!
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North America:
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October was the nrst month that the Dept. of Energy's Office of Fossil Energy
began collecting data on sllOt LNG deliveries. The office has traditionally collected
data on LNG shipments entering the country under long-term and short-term
COll1racts-the laUer defined as arrangements of hvo yeClfs or less.

Concerns about the underu1ilization of donl('stic terminals prompted a series
of questions fwm FERC COfluni.ssioner Suedeen Kelly at the commission's lale
December meeting and has attracted similar inquiries In open sessions from FERe

ChaifllHinJoseph Kelliher and Sen. Pete Domenici, R~N.1vL, chairman of the
Senate Energy and Natmal Hesollfces Committee.

Jeff Wright of rERe's Office of Energy l'rojeds told commissioners last month
that declining LNG deliveries to U.S. ports stem morc from conditions on tht' spot
market mther than changes in long-term contract portfollos. BG LNG, for exam~
pIe, holds various contracts at terminals in the Atlantic Basin and "they are will
ing to swIng their deliveries to wherever they (.10 get the highest price," he saI<1.

Wright'S view is pretty much on the mark, according to several offidals and
analysts contacted last week by G'15 Daily. Still, they said the model for an effl~

dent LNG spot import/export business is still forming.
Giant companies such as HG and Shell operate with global portfolios of Vrodllc~

tion and marketing assets, giving them greater flexiblJity and provIding the stimu
lus for a shorter-term marl<<'t for the foreseeable future. Meanwhile, investors in
Middle East ilnd African LNG are sinking billions of dollars Into liquefaction.

At the same time, the U.I.<., Spain and Italy are all investing in more terminal
cap<lcity-wh1ch suggests that the U.S./Europe spot market will be highly compet
itive-and U.S. terminals will continue to he built and expanded to provide spme
capadty to accommodate a flexible short-term globallnarket once more liquefac~

lion comes on-line.

U.S. terminals 'operating below expectations'
Until new U.S. terminals backed by long-tt'JIH contracts start operating in

2008 and 2010, fiG, Distrigas and Shell will buy off the spot market for delivery to
the ~.ake CharLes, La., Everett, Mass., and Cove PoInt, Md., termInals, analysts pre
dicted. But regardless of long-term contracts that tie up terminal capadty, the spot
market appears to be d(,'veloping into a permanent part of the global market in
which the United Stales will padicipate, they said.

In the meantime, U.S. terminals "are definitely operating below expectations,"
said Goidon Shearer, president of Hess LNG, \\'hich has proposed the Weaver's
Cove LNG terminal In Fall River, Mass. "But that's because everything isn't lined
up. You call eXjJand throughput much faster than you can bring on upstream to
satisfy those requirements."

IIIn the old days, there was always slack in the system," Shearer added. IIN6w,
the slightest disruption is magnified on the spot market."

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

Importers and terminal operators face increasingly complex decisions <lbOllt
whether the)' can offefa price that dears the market mte and 'whether a tenninat
has the room for a huge volume shipment. "To bring additional cargo In on short
notice, i~ reqUires more adjustments/' Vitek explained.

take Charles is <I mOrl;! liqnid market, she said, explaining that there are no
firm customers there, "If BG diverls [cargol, and they've made a commHOlent,
they (an prohahly go out and get more ga'i." In Boston, that's less likely hecause
"we're at the end of the pipeline."

U.S. terminals are expanding ahead of supply to accommodate the floating
supplies and pressure to use ditferentials to the U.S. advantage on the future spot
market. Lake Charles, Cove PoInt and Elba Island, Ga.., are looking to expand.
And riither than contract for 100% of capacity, some newer projects plan to srI
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Va. lawmakers revives oes drilling plan .•. from page 1

Warner, a DeUlocrat (GD 3/30). Warner leaves office Saturday and will be succeed
ed by his Democratic lieutenant governor, Tim KaIne.

According to the draft) the bill would require that state policymakers "ensure
the availability of affordable natural gas throughout the commonwe<llth by
expanding Virginia's natural g<lS distribution and transmission infrastructure,
developIng coalbed methane and offshore gas resources, including methane
hydrate resourccs, and siting one or more liquefied natural gas tenninals."

The leglsl<ltion c<llls on the Virginia Liaison Office to work with members of
the Slate's congressional delegation to eoact federal legislation that would exempt
Virginia from the 23~year-old b<ln on drllling along the Outer Continental Shelf,
which expires in 2012.

The bill caUs for the surveylng, exploration, development or production of
potential gas reserves off the slate's shores that llre under federal jurisdiction but
would not permit any drilliIlg in the Chesapeake Bay,

The measure also would create an offshore energy revenue fund into which all
license fees, lease payments and royalties paid by the federal government would
be deposited. About 20% of that fund ,""auld be used to promote renewable elec
tric energy and finance the Virginia Methane Hydrates Research Center.

,

aside capacity for shorHerm cargoes.
"In tI world in which wrnpanies really want to arbitrage, you really need spare

capacity," said Jim Jensen, a Massachusetts·based global LNG analyst. "It's price,
price, price. Basis differentials are running the show."

The LNG market is reconfJ8ucing itself, with prices linked to 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~coJ1trading'l and market·
ing LNG and its 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.

Bill Coopel; director of the Washington-based Center for LNG, also said price
is tile key. "What will eventually make the U.S. competitive is the ultimate price
of the product. We become more competitive because our pricing model will
become <;loser to the global market,"

With U.S. importers increasIngly eager to compete 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, I} Shearer said. "We don't have" choice.
We'll have to compete on the global market The one thing we know in the U.S.
~thati~li~jdH JK
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The stale Division of Energy would be mandated to develop a comprehensive
plan by J<'I11. 1,2007. It would include, among other things, an ani'llysis of sitiog
requirements for gas transmission and distribution systems as l...'ell as power gen
eration facilities.

The bill also would require the Stale Corpora(ion Commission to compile a
list of sites for a nuclear power plant, <l 'wind farm amI an LNG terminal. A final
version of the legislation is expected to be prepared by Jan. 17 and introduced
shortly there<1fter to the General Assembly.

Wagner told Gas Daily on lvfonday Ihal he expects the bill to undergo changes
as it moves through the legislative process but said he believes there is a substan
tial constituency for boosting energy development.

He said 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' ... lio", paSe 1

said, adding that gas values will continue to be bolstered by crude oil prices that
will hover around $60/bafrel.

Overall, Hannan experts giiS consumption to be flat in 2006, with any price·
induced destrm:tion of industrial demand to be offset surging usage by the power
generation sector.

With the end of hurricalle season, Hannan estimates "that all of the 'lost'

demand was offset by an increase in consumption of g.lS" by electric utilities
demand slw sees growing regilrdless of weather.

Hannan said she expects lndustri<ll gas usage to fall by 7.1% to 6.8 Tef this

year, while power generation demand will rise 9.3% to 5.85 Tcf...,---putting overall
demand just O.5\Y() lower Ihao 200S CIt 22.25 Tef, or 60.8 Hef/day.

"We beli,eve utUHy demand for natural gas may be less sWltchable than is gen·
eraHy perceived due to the impmctical nature of c(luying an alternative inventory

of diesel product," J{annan said. /frn addition, the delivered prtce of natutal gas

has traded within the range of No.2 fuel oil and No.6 fuel oil, thus negating the
economic incentIve for switching,"

Hannan estimated that U.S. gas production declined by 3.6% in 2005 but will
rise 1.2% in 2006, to 18.2 Tef, with Canadian gas and liquefied natural gas

imports balancing the mentet out for a total consumption of 22.27 'I'd this year.
Meanwhile, noting that both her 2004 and 2005 gas price forecasts ended up too

low by one-third, Hannan said Monday that $8.90/Mcf is the new "price deck" she
wJ1l use to toremst the finances Clnd returns of the companies she covers. BH

FERC to prepare Impact statement
for Rockies Express pipeline project

FERC will prepare an environmental impacl statement
for the western section of the proposed 1,3QO·mile
Rockies Express pipeline project to ship gas from
Wyoming to Ohio, the commissIon said Friday.

The project sponsors, Kinder Morgan Energy Partners
and Sempra Pipelines & Stomge, envision the western
phase to Include construction of about 710 miles of 42
fnch-diameter pipeline and facilities in Colorado,
VJyomlng, Nebraska, Kansas and MIssouri. The pipe
would begin at the Cheyenne Hub in Weld County. Colo.,
and the Panhandle Eastern Pipe line system in Audrain
County, Mo. (GO 11/10).

FERC's announcement kick-starts file regUlatory assess
ment of ana of the largest U.S. gas pipeline projects in
decades; the davelopers intend to buHd the pipe In three dif
ferent phases that would require separate FERC certificates.

Friday's notice sald fERC staff already has started
meeting with tile 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 sponsors the go
ahead to begin the prefiling process, which requires
developers to address state and local environmental
issues prior to filing a formal certificate application,

According to FERC, tho sponsors estimate that the
"''estern phase would include five new compressor sta
tions with 116,500 horsepower of compression, 42
mainline valves and 12 Interconnections. JI<.

. FERC sets Feb. 2 meeting
on EPACT Implementation

FERC on Monday saId it will conduct a pubHc meeting
on Feb. 2 regarding its implementation of the Energy
Policy Act of 2005.

The commission Is engaged in several proceedings
arising from tho flvc·month·old law, including those on
tenability mandates, transmission incentives, market"
based rates for gas storage and a brand ban on market
manipulatlon.

~We arc committed to meeting all of our EPACT
implementation obligations on time, and this special
meeting wilt help us assure tllat outcome,n Chairman
Joseph Kelliher said In a statement.
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Buying spree sends NYMEX contract surging 12%

•

.Aggl'.(>.$::ilveslwrH.'ovcrlng sent the March NYMEX futures
,.colltract so;nlng88.2 cents on Monday~itsfirst day in the

prompt~monthposlUon-to settle 12% higher than Friday
at $9.389jMMBtu.

SOl}le traders attributed the rally to new National Weather Service
forecasts calling for below-normal temperatures across much of the
country during the second weel< of February. But others disagreed, citing
bullish technical indicators as the primary market driver.

(continued 011 page 2)

(CQntinued fJll page 6)

ExxonMobii turns record profit, gas output drops
ExxonMobil OIl Monday reported the highest quarterly profit ever

posted by a U,S, company-$10.71 billion for the three months ending
Dec. 31-as sharply higher gas and oil prices helped boost earnings 27%
over the. S<lme pet10d of 2004. For the full year, the comp<lny repoIted
record earnings of $36.13 billion, a 42% increase,

Irving, Texas-based ExxonMobll, which has come under fire over the
past year for turning such hefty profits while heating biBs ami gasoline
prices soar, was quick to note that it has reinvested billions of dollars
into exploration ami production.
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For new OMOI director, 'compliance' is job one
With a mandate from Congress to step up Its market-monitoring efforts,

the new diJector of FF.RC's Office of Market OversIght and Investigations is
foc'used on beefing up her staff of skilled compliance officers,

FER~ has "articulated its preference for compliance with the rules
and not punishment for violations/' Susan Court silid in an interview
wUh Gas Daily. "So that is going to be our focus-to make sure that
companies are in compliance."

In pursuit of that goal, OMOI is "defining the capabilities that we
believe we need to comply with and enforce the authority that Congress

(continued 011 page S)

Industry bristles at proposed gas processing tax
Louisiana Public Servke Commissioner Poster Campbell wants law

makers to levy a 4% tax on all gas and oil processed in the state, a pro
posal he said would generate $4.8 bil1ion in annn<ll revenues.

Campbell, who hns launched a radio ad campaign promoting the ideal
argued that major producers are making record profits while avoiding taxes
on gas cmd oll they import into Louisiana from offshore and from abroad.

The revenue derived from his proposed tax could II rebuild our coast
line and levees and take the state income tilX off the people,u Campbell
maintained. He urged state residents to ask Gov. Kathleen Blanco to

(continlted on page 4)
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Cash prices inch higher in most markets
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 normal on Monday,
aHhough a return to more scasomd 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 G~s Pipe Line's zone 6·New
York climbed more than a dime to settle in the low $8.905.

I.lnepack conditions eased significantly Monday on Columbia Gas
Transmission's system, an Appalachian tmder said. "Arbitrage flows me
open to the Northeast, but prices have come irumd don't o((er as much
as they did if you had capacity Friday."

At nearly 20 cents, spreads between Columbia Gas and Transco zone
6·New York were less than hnlf what they were i:rlday, the trader said,
as prices on Columbia Ga::; jumped more than 30 cents.

Despite n quiet trading session, Gulf Coast prices rose between a
dime and 40 cents, with traders attributing the strength to the March
NYMEX contract's bUOYM]C}'. "The gains S\I((' aren't from the weather,"
one trader SOlid. "Temperatures from Texas to florida are above normal
and will only dhnb higher throughout the week."

The return of work~week loads in Texas brought an abundance of
buyers into the market, and Hou.ston Ship Channel prices climbed near·
ly 40 cents from Pridny 3S Katy gained nearly 3S cents. In Louisiana,
Henry Hub cash rose nearly 20 cents to average in the mid-$8.30s.

In the Pacific Northwest and western Canada, spot prices were flat
to up slightly from Friday. "Cash seems to be bouncing back and forth"
due primarily to the f1uctualions on the March contract, a Canadian

NYMEX contract leaps 88.2 cents ... pvm page 1

"We don't have auy cold weather in the near term, and we're not going
to run through our massive stomge invclllOlies," an analyst sflid. "We've
just got a lot of .'ihOltS in the market looking to ling in at the cash register."

After starting the day at $8.73, the March contract dropped to a low
of $8.66 before lunging higher late in the session to a peak of $9.42.

The analyst cited additional bUy stops ilbove $9,60/ which he
pegged as light resistam:e. If the contract breaks through that level, he
said it could keep climbing past $10 or even $11, which "would still
only represent an upward correction" given the futures market's free fall
from its mid-December peak above SIS.

In the Glsh market, price:'! rose between a dime and 40 cents
depending largely on localized weather conditions.

Lower temperatures forecast for the Midcontinent next week helped
spark SOllle buying interest among utilities and sent prices rising
between 15 cents and 40 cenls. "The six- to lO·day forecast still looks
bearish around here, but the eight· to 14-day [forecast] is calliiig for
below-normal temperatures, which has increased buyIng activity," one
Midcontinent trader reported.

Despite bearish weather forecasts on tap 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~ to lO·day forecast, bill nol this far IlOIth," a trader noted.

Trading at the Chicago dty-gates was robust as prices rose more
than a quarter to average in the low $7.90s. Farther east, ~...fichtgan
Consolidated and Consumers Energy each moved up about a nickel
from Friday to settle in the low $8.305.
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Correction
Dominion East Ohio's February 2006 gas cost recov

ery rate will decline to $12.504/Mcf from $13.279/Mcf.
A story in Monday's Gas Dally provIded tile incorrect rates.

Enbridge has support to expand
its East Texas pipeline system

Enbridge Energy Partners has received sufficient cus
tomor commitments to support construction of a $530
million expansion and extension of its East Texas gas sys
tem, the Houston-based plpoUne company said Monday.

The expansion project is needed Dto handle the
strong growth accuning in East Texas natural gas produc
tion, particularly fmmlhe Bossier Si;lnds /lod other
regional producing formations.~ the company said.

Key components of the project Include a 36·inch·
diameter Intrastate pipeline running from Bethel to
Orange County, Texas, with a capacity of approximately
700.000 Met/day. The new pipeline would provide servo
Ice to Industrial and power companIes In southeast Texas
and would be completed In stages throughout 2007,
Enbridge Parmers said.

In addition, Enbridge Partf!.ers plans to bulld a
250.000 Mcf/day treating facility ncar Marquez. Texas,
connecting to the new pipeline via a new 24-lnch·dlameter
pipeline that is scheduled for completion in early 2007.

The company also is planning a number of upstream
facilltles. inclUding gathering pipelines to tie existing faen
ities into the new Intrastate pIpeline. also with a target
completion (lata of early 2007.

-This strategic project results from extensive coordi
nation with our customers to develop and enhance
access for growing Texas production to major markets In
southeast Texas,n said Dan Tutellar, president of Enbridge
Partners' general partner and management company. The
expansion Rls a significant step towards avoiding (shut
ting in) gas prOduction that would result In Insufficient
capacity." MT
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trader said. According to another trader: "I got in and got out. Things were unex
citing-we'll have to see what the Dew month brings,"

AECO-NlT again avemged in the mid-C$7.50sIGj, 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 $6.808 and flnisbed the day just below $7.

Despite forecasts for temperatures in the mid·60s to low 705 in parts of
California and Arizona, Southwest prices climbed around 20 ccnts from Friday's
levels, buoyed by double-digit gains on the NYMEX. Some traders characterized
cash markets in the region as nnemic.

Prices at the Pacific Gas and Electric dty-gate were I'pretty weak/ and very little
volume traded at PG&E South, a California trader Said. "We've been there every day
this month but [Monday]. I just couldn't make it work." -Market Staff Reports

Officials see bumps in road to LNG spot market
A global spot lll<lrket for liquefied nahual gas wiH develop over the next 15

years, but what form it wHl take and who wHl assume the financial rlsks are still
largely unknown l speakers at an LNG conference in Houston said Monday.

Audie Setters, vice president of international marketing and business develop
ment for Chevron Global Gas, said the LNG market in 2020 will involve /fa lot
more swapping ami trading" than the current market.

"A lot of LNG business is linked by long·term contracts from the wellhead to
the marketplace," Setters told the forum sponsored by IQPC. "We're seeing a lot
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 link in the value chain," Setters predicted.
"It's just getting harder to tie these together."

Currently, the hugest LNG markets in the world are in East Asian countries
such as Japan, Taiwan and South Korea, where LNG prIces are sttll based primarily
on long·term contracts. However, by 2020, the U.S. LNG market is expected to
become the world's biggest, comprtsl.ng about a fourth of global demand. "The
U.S. market has really changed the game," Setters said.

"As more regaslflcatioll infrastructure Is bunt In North America, <In Increasing
volume of LNG will be traded based on Henry Hub prices," Setters maintained.
"Henry Hub is becoming tl1(' bellweUJer of international trade."

Even so, he cautioned that there is a potential for the U.S. energy industry to
overbuild I.NG import capacity. "Fifteen years from now we could be in an over
supply sltuaUoll," he said.

Stephen DaVis; a parlnerin Ole law firm of Vinson & Elkins, noted that the
four existing onshore u.s terminals were built between 1970 and 1981, when
long-term supply contracts were the norm. /lEarly contracts were for terms of 15
to 25 years/, he said.

In those days, LNG buyers mostly induded uUlity companies that <:ould pass
their costs on to their customers, Davis explained, while most sellers were state~

owned companies that reqUired long·term deals to ensure their ability to recoup
large up-front capital investments.

He also pointed out that early LNG contracts, which were tied to oil prices,
didn't have take·or·pay provisions, which have since become an impottant com~
ponenL of contracts from a seller's point of view. IIWe've evolved into an efficient
short-term market," Davis said. "The U.S. gas market is spot-based."

As a result, LNG buyers may be wi1Ung to enter into one- or two-year supply
contracts, but nol the 15- to 20-year deals that are standard in other parts of the
world, he added.
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According to lhe conference speakers, one of the biggest questlons regarding
the neatlon of a viable global LNG market is: where is the credit going to come
from to build new facilities? They noted thal the collapse of the big energy trad
ing houses folloWing Emon's 2001 bankruph.:y raised serious questions about
Industry creditworthiness,

Ih Ii result, Davis predickd that companies seeking to enter the LNG business
will increasingly be forced by their counterparties to undergo credit checkS-fiat
just al lhe beginning of it deal but on an annual basis,

Davis said that as the glohal LNG market grows, financing w1l1 become similar
to that in other energy markets. "Lenders will increasingly assume the prke risk
bul they'll want some other creditworthy entity to take the volume risk, J1 he said,
The lender will therefore "guaranlee that the commodity will be sold, but not
guarantee the price," JM

Gas processing tax proposed in lao ... (rampage 1

place the item on the agend'i for a Feb, 6 special session of the State Legislature.
According to datil compiled by Gas Daily, Louisiana has more than hvo dozen

gas processing plants with more than 13 Bef/day of capacity.
In a recent let{et (0 Blnneo and the Legislature, Campbell said he envisions

the processing tax repladng the state income tax, the slate severance tax, the
state sales tax on business utilities and the state corporate income tax,

A member of tile I.ouisiana State Senate f<)r lIe'lffy seven terms before his elec
tion to the P$C in 2002, Campbell unsuccessfully championed a plan in the
1990s to amend the slate Constitution by replacing the severance tax on gas and

oil with a processing tax,
"The nature of tbe oil indl1stry has totally changed, and we haven't changed

with it. That's the message 1 ;:un trylng to get the politicians to hear, and I need
the people to tell them," Campbell sakI.

But l.any Wall, public relations coordinator for the LouisIana Midcontinent
Oil and Gas Assn" called Campbell's proposal "smoke and mirrors" and said his
group will fight it vigorously-just as it did in the 19905, "The message is wrong
and everything we have saId in the past still applirs," he said.

Wall pointed out th,tt until the early 198Os, Louisiana was "almost totally depend
ent on oil and gas revenues," But after the bottom fell out of the oil market, Ihe state
was forced to qUickly develop new revenue streams and "now we have a diversified
tax base," he said.

If Campbell's proposal had been la.\' on Aug, 29, when Hurricane Katrina hit
the Gulf Coast, "where would the state be today?" he asked, noting that most
processing plants and refineries were knocked out of service and some remain off
linc. Campbell's idea "does not make good sense," he added.

State Sen, Joe McPherson, a Dell)oqat wh.o SUppOlt5 Campbell's proposal,
insisted that such a measure would not drive the gas industry out of Louisinna ns
some critics ha.ve predicted,

McPherson, who intends to introdllce a bill calling for the processing lax, told
Gas Dail)' that tht' measure would include a requirement that voters change the
Constihttion through a referendum,

The likelihood that Blanco, a Democrat, would sign sUl,:h a bill appears
remote,

In a statement on her Web site, the governor says she "wHl support
Louisiana's oil <lnd gas industry by standing firm in opposition to any attempt to

create impediments to its securily and gruwth including any processing tax:'
The exploration-and-production industry "Is not 'the bad guy,' and Louisiana

should do nothing 1'0 treat 1t liS though it 'were," mancD said. "The oil and gas
industry is an integral ]Jal't of our state's economic foundation, and any tax that
might destabilize It would also undennine our state's economy./I RA\V
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BP won't repair Grand Chenier
processing plant in Louisiana

After four months of clemwp and damage assess
ment, two major energy firms have come to opposite can·
elusions regarding the future of their gas processing
plants in Cameron Parish, La.

ap said Monday it Ilas decided not to repair its
650,000 Mef/day Grand ChenIer plant and will close it
down, while Williams saiff it will have its 500,000
Mcf/day Cameron Meadows plant fully restored to serv
ice in the second quarter, Both facilities were among the
four processing plants in Cameron Parish flooded by
Hurricane Rita in September (GO .10/6).

Williams has had up to 100 workers at the Cameron
Meadows sito over tile post few months as weU as
~some of our very best engineering talent." spokesman
I<elly Swarm said.

But BP decided it would be too expensive to repair
its Grand ChenIer plant. a company spokeswoman said.
The firm will finish some elean·up work at the plant and
is working on finding new jobs within the company for the
plant's 19 workers.

Since the storm knocked out Grand Chenier,
Tennessee Gas Pipeline has been routing gas and liquids
through Taiga Resources' lowry, la., plant.

Houston.tJased Targa also owns and operates two
processing: plants in Cameron Parish-the 225,000
Mef/day Bnrraclidfl and 257.000 Mcf/day Stingray faclli·
ties-that previous owner Dynegy said in October would
take two months to repair. BH
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OMOI director to focus on compliance .•• (rolllp"l' 1

gave us" in the Energy Policy Act of ZOOS, which will include the addition of
about 20 new staffers to the current roster.

"We ,He engaged in a recl1litment program and developing a recruitment pro·
gram 10 find people with the appropriate skill sets," including Investigators and
others with forensic skills-I'especially with respect to dealing with large datallils
es/' she said.

/I We learned through the I~nron and Western market investigations that to
really examine manipulation of markets we are frequently confronted with these
huge Jata dumps." Court explained, As a result, OMOI needs people IIwIth the IT
skills and the forensic skills to be able to navIgate through that data and be able
to pull out ,.. the relevant data."

That is not to say PERC currently lacks such skills, but with EPACT's signifi·
cant expansion of FERe enforcement powers-greater authorIty to impose sub
!itantially higher penalties and tougher :lIlli-manipulation provisions-"we me
looking for more of those skill sets/' she added.

"In my view, the commIssion, for the first time in histOlY, 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 birth
to-grave approach to regulation."

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

Further, the commission is eyeing repeal of Its eXisting market behavior rules
given the adoptton of the broad new anti-manipulation rule. FERC also is consid
ering expanding due process rights for the subjects of operational audits to match
those accorded in financial audits.

"What I brlng philosophically to the job is a commltn~~!l1t to the agency's mIs
sion, a deep foundation in the agency's laws, a commitment to enforcing those
laws strictly," said Court, a 23·year FERC veteran who replaced William Hedennan
as head of OMOI late last year (GD 11/9). ,jThts is one message that I have been
trying to convey to the industry in speeches that r give, namely, that I believe
very much hl staying within the four corners of the law."

"We are going to have a firm but fair enforcement polley," she said. Given its
"awesome authorityll now to assess fines of up to $1 million/day/penalty, III think
it is very important lor the commissionto have said that at this time."

In the face of all of the new market scrutiny, what are the chances for another
California-type meltdown? "1 think they are very remote," Court maintained, not
ing OMOI was created J11 the wake of that crisIs. "I think that we obviously learned
a great deal; the ind\lstty learned a g~eat deal from that whole experience."
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Looking forward, "I'm very open to listening to the industry and members of
the public. Not jma the companies that we regulate, I mean everyone who is affect
ed by llERC regulation," she said, III want to talk to anyone. 1 want to be available
to talk to an groups, whether the}' agree with ,the current commission policy or
til,,}' don't agree. We cannot be ostriches with our heads In the sand." CC

ExxonMobil's earnings top $10 billion .•. from !,,,g' 1

Chairman Hex TiUerson said that in the fourth quarter alone, Exxonlvfobil
spent $5.3 billion on c.apitaI projects worldwIde, "bringing full-year spending to
$17.7 billion-an increase of 19%, or $2.8 billion, VS. 2004."

Tillerson also said the lInn's "strong financial results will continue to allow us
to make significant, long-term investments l'l:'<juired to do our part in meeting the
world's energy needs."

The company reported that its worldwide gas production in the l,ltest quarter

declined ne<Uly 6% to 9.822 Hcf/day from 10.43 Bcf/day a year earlier. Illinked
the reductions to "the impact of mature field decline, lower European demand,
maintenance activity, the residual effect of hurricanes Katrina and Hita, as well as
entitlement and divestment impacts," which 1I10re than offset higher volumes
from its gas projects in Qatar.

ExxonMobil's U.S. gas production during the quarter slid 11% to 1.62 Bet/day
from 1.81 Bcf/day, while its Canadlan gas oUlput dipped 4% to 912,000 Mcf/day
from 951,000 Met/day.

llor the full year, the company reported 9.25 Hcr/day of average worldwIde gas

production, down 6% (IOm 9.86 Bef/day produced i.Jl 2004. In the United States,
full-year production fell 10% to 1.739 Bcf/dny from 1.947 Bcf/day a year ago,
while Canadian volumes dropped 5% to 918,000 Mcflday from 972,000 Mcf/day
the prior year.

.ExxonMobil reported average reaJjzecl U.S. gas prices of S11.34/Mcf for the

fourth quarter, up 72% from the year-earHer price of $6.61/Mcf.
The company said its fourth.quarter upstream earnings rose to S7.038 billion

from $4,887 billion a ye-a!' earlier. U.S. upstream earnings totaled $1.787 billion

vs. $1.384 billion.
Lower-than-expected production volumes capped the supermajor's eamings in

the upstream segment, analysts at Credit Suisse First Boston said in a report. "Despite

a strong shoWing in Africa oil, there is little sign of a volume growth renaissance ot
ExxonMobil, just like at most of the company's peers," they said. SGS/Staff

Analyst cuts first-quarter
gas price forecast by 24%

One of the Industry's most bumsh analysts on
Monday slashed his first-Quarter U.S. gas price projec
tion by 24%. to $9.50/Mcf from $12.50/Mcf, citing the
effecls of three weeks of unseasonobly warm wealher.

But Raymond James and Assoc1tltes analyst
Marshall Adkins reiterated his view that, over the com
ing year, ~the underlying fundamentals ot natural gas
also remain very bullish."

Adkins dropped his second·quarter forecast by 18%,
to Sa/Mef from $9.15(Mcf, but kept in place his
$9.15/Mcf and $10/Mcf projections for the third and
taU/til qUClrters, respectively.

"In a normalized weathe( scenario, we believe that
the midpoint of U.S. natU/al gns will be linked to oil
prices with roughly a 6:1 Btu parity," Adkins said In a
note to clients. Assuming that ratio "and our 2006 oil
forecast [of S59.25/batrcl}, fair value for gas in 2006
should be neaf $10."

However. "if the gas ffifl(kets feel temporarily com·
fortable about the supply/demand balance, gas Is likely
to trade below this midpolnt.~ Adkins said.

Meanwhile, Energy and Environmental Analysis
while agreeing that the rccent warm spell has loosened
the supply/demand balance---stuck by its earlier predic
tion that Henry Hub pnces \'till modemte from last year's
levels and average around $7.50/MMBtu this year.

EEA director Kevin Petak fomsees considerable sup·
ply growth Ulis year, with another 1.4 Bcf/day from the
Gulf of MexICO being restored by midsummer, llquefied
natural gas imports climbing by 200,000 Mcf/day and
higher·tl1an·expcctcd levels of gas in storage at tho end
of tile heating season.

Offsetting that supply increase to a degree, Petak
said, Is a projected 600,000 Mcfjday of Increased
demand from power generators.

looking ahead to 2007, "we expect Henry Hub
prices to remain relatively high near $8.25/MMBtu as
supply struggles to keep up with demand g(Qwth.~

Petak said. He also predicted that about 300,000
Mcf/day of Gulf production will be permanently lost as
producers will find it uneconomic to bring it back on
stream. BH
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EnGana slashes capital bUdget by $800 million
EnCana on Wednesday said it replaced 271% of its 2005 production

and increased total proved reserves by 18%, to 18..'.1 Tcf·equlvalent. But
the Calgary-based exploration-and.production company said COIlCerns
about soaring drilling costs forced it to scale back its 2006 capital spend
illg budget by $800 million.

In its (olUth-quarter earnings statement, EnCana said its North
American gas sales rose about 7% from a year earner, to 3.32 Ref/daYt while
the average price it received for that gas shot up 83% to $12.96f}.fcf.

Full-year 2005 gas sales increased about 8% to 3.23 Ref/day, EnCana
(conl1l/lled on page 6)

NYMEX briefly dips beneath $7, but cash rallies

•

An erratic March NYMEX futures contract briefly dipped
, • below S7/MMBtu all ·Wednesday before settling at $7.066,

down 4.8 cents from l\tesday's close. But the cash market
regained its footIng as an ImpendIng cold snap lifted prices between a
dime and a htllf·dolhu.

The March contract opened at $7.34-22.6 cents higher than
TuesdCtY's settle-and bounced to a peak of $7.44 before a selling spree
sent it tumhling through key resistance at $7 to a low of $6.975 just

(contillued on page 2)
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Williams plans 'rapid' gas development in 2006
Ramping up domestic gas production and retatning a sklHed work

force are among the biggest challenges facing WiUIams in the coming
year, the company's chairman and CEO said Wednesday.

Speaking at the UDS 2006 Natural Gas and Electlic Utilities conference
in New York, Steve Malcolm said the company's exploration~and.produc~

tion segment is ready to speed Us pace of gwwth, partirularly ·with the
arrival of new rigs In the highlands area of Colorado's Piceance Basin.

/lOur strategy remains rapId development of our premIere drilling
inventory,n Malcolm said.

(wntimled 0/1 page 5)

Oneok to swap assets for Northern Border stake
In a complex deal valued at $3 billion, Oneok will exchange Its

pipeHne and gas processIng units with Northern Border Partners for
$1.35 billion in cash and a controlling stake in the partnership, the two
companies said Wednesday.

In a related transaction, Calgary·bascd TrunsCanada will purchas{'
20% of Northern Border Pipeline, a unit of Omaha, Neb.-based NBP, for
$300 million, increasing its stake to 50%_ The partnership plans to
transfer the operation of the pIpeline to TmnsCanacta in 2007.

TransCanada is also selling its 17.5% ~take in the general partnership
(contil1ucd on pase 1)

Naw MexIco-San JlIan Basin

EI.Paso, Bomjad

Ei Paso. San );J,Hl Basin

6.425 6.40.6.46
6.450 6.38-6.53

6.41-6.44
6.41.·6.49

76 9
464 61
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NYMEX dips, but cash prices rally .. , fiVIIlI'''SC J

after noon I~)T. Commercial buyers then swept in and sparked a modest
late-day recovery.

"T think it is very interesting thal it held this $7 level," a New York
based broker said. liThe technical charts show a band of support at
$6.90 and $7.15. I suspect it will hold."

While the loss marked the eighth in a row for the March contract, a
I-Iouston-based broker said he \vas pleased to see some long-awaited
volatility. "We opened some eyes today and got a lot of those very
patient consumer:> in the market," he said. "1 think they are very
attached to the idea of $7 front-month gas and SliOlmer gas of $7.80,"

He said the commercial sector jumped in after becoming nervous
about missing out on $7 g,lS, "Don't be surprised to see more buying,
particularly if it rIses above $8," he said.

In the Pacific Northwest cash market, a sharp drop in temperatures
throughout Alberta and British Columbia helped send prices as much as
50 cents higher. Forecasts call for temperatures below zero Fahrenheit in
Calgary today (lnd lidday wIth only modest relief for the weel<l'Ild.

"It's cold-a lot colder than it has·been in a while, that's for sure/' a
western Canadi,lfl trader said. "And it feels a lot colder than where 'VI.'

would be normally,"
The spread between AECO~NITand Weslcoast Energy's station 2

"closed considerably," the trader noted, as AECO t.:limbed about 3S

cents to average near 07 and station 2 lumped about 50 cents to sNtlc
In the low C$G.90s.

'It's going 10 gel Gold later In Ihe week'
In the Rockies, Colorado Interstate Gas prices shot up more than 40

cents as utility demand soared in advance of a snowstorm with
overnight temperatures in the single digits in Denver. Kern River Gas

Transmission's Opal, Wyo., plan,t also gained about 40 cents, while the
Cheyenne Hub mn up nearly 50 cents,

Despite hefty pulls on storage gas to meet weather-related demand in
the upper Midwe..<;t, prices still rose between a quarter and nearly 50 cents,
Northern Nalural Gas' demarcation point was especially strong "because
of lots of gas moving north from the supply area," one trader reported.

Because of well"below~normaltemperatures forecast in Northern
Natural's market area, the Vipeline issued a system overrun Iimilation for
today. /lIt basically means Northern Natural shippers have to sta}' within
tolerances and force g~s into the system at Carlton," a trader explained.

The spread betwee"o the Chicago clty~gates and Michigan pricing
points tigh.tened enough ·Wednesday to make transport unattractive for
one upper Midwest shipper. Michigan Consolidated Gas "popped up to
the $7.50s for a whUe there, hut couldn't sustain with the added pres~

sure of plenty of storage gas available/, he said.
Prices i.n ANR Pipeline's Nfl. 7 zone moved back above the NYMEX

prompt-month level Wednesday after two weeks trading beneath it.
"It's abnormal for ML 7 to trade below the NYMEX, but It has heen for

a while now, When it trades below NYMEX there's no int.:entive to put
gas into storage in Wisconsin for lhe summel~" a marketer said.

Expedations of an arcHe blast Friday neated a buying spree ill the
Midcontinent/ where prices generally rallied 35 cents to 45 cents. "The
short-covering rally on the NYlvfEX saved cash prices," one Oklahoma
trader said. "Yeah, it's goIng to get cold later in the week but the b;tttle
cry now is: /\.Ve have plenty of slorage to cover iL' It

Unscheduled maintenance work on Unit One at compressor station
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812 in Aloka County, Okla., in Natllwl GIlS Jllpcline Co. of America's Texok zone
was not completed as scheduled Tuesday, the pipeline said on its Web site.
Because of that, interruptible transportation, authorized overrun and secondary
out-ot-path transportfltiOJ1 service may nol be fully scheduled through the station.
"The restriction has been in place for more than two 'iveeks, so people are making
do around it," one Midwest trader said.

In the Southwest, c<15h prices gained as much as 40 cents Wednesday, sparked
by early gains on the March NYMEX contract, traders agreed. While temperatures
are expected to fall over the weekend, they wiU remain around seasonal norms in
the 60s. "Any demand out there is going to be met with storage," a California
trader predicted.

Paclflc Gas and Electric city~gate prices climbed nearly 30 cents to average in
the mid-$G.90s, although one trader characterized the point as weak compared
with nearby markets. "Spreads worked from the {SoutheIn Callfornia] border to
the gate," but transport along the Baja Path wasn't economh,:, he said.

Gulf Coast prices tracked early 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 mnning smoothly," a
trader saId. "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 Henry Hub and Transcontinental Gas PIpe Line's zone 6-New
York narrowed by Illore than a dime to about 60 cents.

Northeast spot prices ran up between a quarter and 35 cents Wednesday in
what one East Coast trader described as a qUiet day with a only sllght increase
in volumes changing hands. "This was basically a cut-and-paste (lay," he
remarked. ---,-Market Staff Reports

Lawmakers offer another bill opening oes to drilling
Two U.S, senators on Wednesday proposed legislation allOWing coastal states to

opt out of the federal moratorium on gas drilling along the Outer Continental Shelf.
SellS. Mark llryor, D-Ark., and Sen. john Warner, n.va" said their bill would

IIhelp alleviate the natural gas shortage that Is creating skyrocketing heating bills
for families, Increased fertilizer costs for our farmers and higher manufacturing
costs for businesses."

Called the Heliable and Affordable Natural Gas Reform Act, the bill is rClllarl<
ably similar to a proposal that passed the House Resources Committee last fall but
has since languished (GD 10/27).

The Pryor!Warner !Jill would give governors of coa::;tal states the option of
extending the existing bun beyond 2012 or opting out of it beginning in 200?
States that cboose the latter alternative would receive 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 fIfeas to be repurchased by the Interior 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, electrIcity rates and the plice we pay for consumer goods are
all tied directly to natural gas, This bill will not only increase the American supply
of gas to bring down prices, it wl1l also help create and maintain jobs," Warner said,

The National Assn. of Manllt~lcturerson Wednesda}' praised llryor ami Warner
for offering the legislation, saying the hill "gives states along the Atlantic and
Pacific coasts the option of developing their respective offshore resources."

NAM said passage of the legislation would send a clear signal that Congress is
serious about expanding domestic energ}' supplies. "Manufaclurers neeD more

3

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

Tho Pennsylvania legrslature should repeal a 2004
state law that made it easIer for gas utffltles to Shllt off
cllstomers wl10 fall behInd In paying their bills, the
Pennsylvania chapter of the AARP said this weElk.

Citing a survey conducted late In 2005, tho over-50
advocacy group said 72% of respondents opposed the
law and 81% want addItional protecUon for utility cus·
tamers who may be unable to pay their heating bflls,

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

#TIle survey shows our members beliove the new
Chapter 14 law went too far and presents a real danger
to those struggling to balance household budgets In the
face of soaring energy costs," Griesbach said. "Shutting
off sarneone's heat during the winter represents a drastic
measure that shoutd once again require oversIght and
approval by PennsylvanIa's Public Utility CommissIon."

The survey also said 33% of the organization's mem
bers In PennsylvanIa saId It was difficult for them to pfly
Uleir home heating bills last winter and that 15% saId
they had to cut back on food, prescription drugs or other
necessities to afford their utility bills.

"This survey was conducted before the beginning of
the 2005 heating season, and home heating prices are
rising between 3% and 50% this winter,~ Griesbach said.
~Oldor and economically dIsadvantaged resIdents should
not be forced to mako a choice benveen (ood, prescrip·
tlon drugs, or keepIng the heat on." RAW

Wyoming governor proposes study
on disposal of CBM-produced water

Wyoming Gov. Dave Freudenthal has asked state leg·
islators to approve $500,000 to study the feasibiJlty of
piping coalbed methane-produced water from the Powder
River Basin to the North Platte Basin.

In his State of the State address thIs ..vaek,
Freudenthal, a Democrat, told lawmakers that he would
request an amendment to the omnibus water bill to be
considered thls session to Include a study of the pro
Ject's feaslblllty, On Tuesday, he' provided members of the
Joint Agriculture CommIttee Wltll possible language for
the amendment.

#It Is Important to emphasize that this Is simply the
authorization of a feasibility study," the governor sold.
"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 SU({oundlng coalbed
methane wator In the Powder River Basin.~

DIsposal of high·sodium water produced as a byprod·
uct of CAM drilling is one of the key issues surrounding
the development oft!1e resource, particularly In WyomIng.
Freudenthal said that although the state has made
progress In developIng adminIstrative, regulatory and
other solutions to the dilommas related to water's quality
and Quantity, much work remains to be done to resolve
COflcems of landowners, ranchers and others..

The study Is expected to Identify a number of options
for dealing with CBM·producod water, possibly includIng
the construction of a pipeline to carry it to the NorUl
Platte, where it could be used to augment local water
supplies, Freudenthal said. JM
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affordable natural gas became they rely on it both as a source of electricity and as
a feedstock for products such as plastics and pharmaceuticals. Allowing more off·
shore development of natllCal gas resources will help manufacturers keep high
quality jobs onshore here at home." RAW

.Kansas may allow LOGs to charge pipeline safety fee
Despite opposit1on from the Kansas Corporation Commission ilnd a state con·

sumer advocate, local distribution comp,mies arc promoting legislation that
would enable them to add a gas system "reliability" surcharge to customers' bills.

The Gas Safety and Reliability Act, which is under cOllSideration by the Kans<ls
State Senate, would allow tWice-a-year rate hikes designed to cover the LDes' costs
of implementing government-mandated pipeline safety initiatives,

The fees, which would be in effect for up to five years, could add about $24/year
to the average homeowner's gas bill, according to the draft legislation, Customers
could get a partial refund jf regulators determIne that an overcharge has occurred.

Loes favor the bm beCame they say it can take them years to recover the costs of
meeting increasingly onerous federal and state pipeline safety requirements, 'nley also
assert that t1tiHties 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 tlwt it's too expensive to ask the KCC 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 government affairs for Kansas Gas Service) lold Gas
Daily on "Wednesday that seeking a base rate increase to cover safety-related
expenditures is inefficient. "We're always behind the eight ball on these costs/, he
said, "We are always playing catch-up." The bill is modeled after legislation passed
a year ago in Missomi, Johnson explained.

Don Low, utilities director for the Kee, opposes the measure, telling lawmak~

ers that lithe surcharge could result in customers paying unreasonable rales," A
KCC spokeswoman added Wednesday that the proposed legislation could eHec~

tivcly shift the financial risk of doing business from the utility to the ratepayer.
The Citizens' Utility Ratepayer Board also has spoken Ottt against the biU, say

ing it 1s written too broadly and that tDCs should be able to cover the cost of
pipeline safety-related projects with existing revenues, RAW

Chelliere official says U.S. to play
key role ill global LNG market

As domestic impOrts of lIQuofled natural gas contin
ue to grow, the United States will achieve an Increasingly
Important posltlon in the global gas market, Chenlere
tNG President Keith Meyer predIcted Wednesday,

Speaking at the UBS 2006 Natural Gas and Electric
Utilities conforence In New York, Meyer said the NYMEX
Henry Hub gas price will gradually become a global
benchmark price for LNG, Q ....111ch is a dramatic change."

Although LNG prices In foreign countries today are
ofton linked to crude all prices, "we don't see North
American buyers ever really gettIng comfortable with an
olf..bascd Index," he saId, Meanwhile, global LNG buyers
are becoming "very comfortable with the liquidity ami the
oversight" of a NYMEX-based benchmark, he maintained.

Meyer noted that fecent pontical discussIons have
centered on tile need for the United States to reduce Its
dependence on foreign energy sources, But he assefted
that "North America does not have a good domestic solu
tion" given that tradltional gas plays In both the United
States and Canada are mature.

As a result, "LNG Is very much needed for the health
of the demand sIde of our Industiyt Meyer said.

Global LNG consumptIon In 2004 averaged 17
Bcf/day, and Meyer estimated that worlch....ide liquefaction
capacity could reach 41 Bef/day by 2010. Of that, the
Asia·Paclfic region will take about 17 Bet/day and Europe
will consume between 6 Bef/day and 8 Bct/day, leaving
betw€en 16 Bcfjday and 19 Bcf/day available for tho
U,S, market by 2010.

Meyer said 2006 "will be a year of attrition" for many
proposed U,S. LNG {mpoft termInals as many of the
dozens of announced projects will quietly fade from vIew.
NeverUleless, Meyer estimated that the United States
will haYe regaslfrcation capacity of between 14 Bet/day
and 22 Bcf/day by 2010, which Is sufficient to absorb
available llquefactlon capacIty.

In terms of supplying LNG to Norlh America, "a lot of
substantial entitles are wing for that posltlon,n with
RussIa and Qatar poIsed to compete with curfent suppli
ers TrinIdad and NIgeria, Meyer told the confefence. MT

Th!s secl10n of the Dominion Energy Index represents a nal1ooa! (ole
cast fOl home tw.atl~g 1100 coolIng reQuireroon!s lIbO'le or OOlO'N nOl
m<ll wllll the baselIne of 0 represenUng no/mal for that day lJased 00
histori<:al data.
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Oneok, Northern Border enter $3 billion deal ... (rom page 1

of NBP to Oueok for $40 million, giving Tulsa, Okla.-based Oneok sale contro),
NDP will use tbe cash from TransCanada, along with more than $1 bilIton in

bank debt, to fund its purchase of Oneok's midstream and pipeline assets, Oneok
executives said 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,

uft's great when you can do a wln·win for everybody." Oneok CEO David Kyle
told analysts on a conference call Wednesday. "As the general partner f'llld a sig·
nlficant untt holder in Northern Border Partners, OrH~ok's shareholders wlll also
participate in the future growth of NBP. 1I

According to NBP CEO William Cordes, "In addition to ImproVing our ability to
inCrease distributions to unitholders, the acquisitions also proyjde llS with a stronger
balam.-e sheet, with additional (apacHy to fund fUlure growth, Adding these assels to

our eXisting base will proVide us with a larger and more diversified portfolio."
Among the assels Oneok is selling to NEP Is its gilthering amI processing oper

ations in Oklahoma and Kansas, Which has 1.7 Bdlday of capacity, 10,140 mites
of gathering pipeline and 89,000 barrels of liquids fracfionatiug capacity.
Currently, the gathering operation processes].2 Bet/day of gas and 64,000 barrels
of natural gas liquid.s, Oneok said,
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Williams to ramp up gas production '" {ium page 1

Meanwhile, as the F'&P indushy shl1ggles with a shortage of qualified engineers
and other rig workers, Williams has made "recruiting new talent and retaining existing
talent" a top priority, hiring about 200 new employees in the past year alone, he said.

Malcolm noted that Williams based its financial outlook on average NYMEX gas
prIces of $8,SO/MMBtu in 2006 and $7/MMBtu in 2007 and 2008. However, "one
never knows what to expect with respect to commodity prices," he acknOWledged.

While noting that prompt·month NYMEX prices have been holding steady
below $8.50/MMBtu for weeks, "we are still bullish on gas prices," Malcolm
stressed. "They still make sense for us goIng forward."

In lllly event, Malcolm said he did not foresee prices falling below $5/MMBtu
given the country's tight supply/demand balance.

Williams' gas pipeline business, which Malcolm said moves about 12% of the
gas consumed every day in the United States, has "many opportunities for us to
grow." Expansions are planned for both the Transcontinental Gas Pipe Line and
Northwest Pipeline systems, and while "we're not currently pleased with the returns
that we're seeing" on the Gulfsh'€3rn Natural Gas System, demand in Florida is
growing at a rate that shoUld enable Gulfstream to fill mure of its capacity, he said,

Because the expansions are deSigned, in part, to accommodate new imports of
liquefied natural gas, Williams is closel)' followIng the ongoing debate over gas
quality and InterchangeabllHYI Malcolm told GIIS Dalty on the sidelines of the

Also induded in the deal are 21500 miles of interstate NGL pipelines and 2,800
miles of intnl::;tate NGL pipes, as well as a transportation and storage unit with
5,600 miles of Intrastate pipelines and S1.6 Bef of storage capacity.

Reaction from the three major credit rating agencies was mixed, with only
Moody's Ratings Service giving its blessing to the deal by reaffirming its Baa2
investment grade ratings of Oneok and NRP.

Fitch Ratings placed NBP on a negative credit watch due 10 concerns that NBP
was gaining a riskier market segment in the fee-based processing and transporta·
tlon uolts, while Standard and Poor's Ratings Direct put both Gncok and NBP on a
negative credit watch-Oneok for not committing cash from the sale to a specific
pay-down of its debt and NflI' for its increased exposure to risk.

"Fitch believes that the new assets will have greater exposures to changes In
commodity prices and Increased volatilIty in cash flows than its existing interstate
pipelines," FHch analysts Ralph PeUecchill and Hugh Welton said.

Investors, on the other hand, seemed to love the deal. Shares of NUP gained
SS.26, or 12%, to close at S49.1S/share, while Oneol{ slack climbed $3.60, or
13.5%, to dose at $30.16/share. BH

----------------~-_.
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confelcnc.:e. Ultimtltely, "there Heeds to he an industry solution" guided by FERC,
and lvfillcolm stressed that WilJirnns \\'ould be "an active participant" in any dis
cussions on the topic. MT

EnCana cuts capital budget by 12% ... {rom pogel

snid, while its annual avcI(lge gas price jumped 40% to $8.63/Mcf.
Enema's Del income for the <Iuarter fell 8% from the Sflme period of 2004, 10

$2.37 billion, while its profits for the year fell by ZI}{, to $3.'13 billion. But the firm
said its annual operating earnings rose 73% to $3,24 billion and cash flow
jnmped 57% to $7.4 bUHan.

"EnCana achieved record nalmal gas production, strong financl1l1 result5, solid
operating performance and tremendous proved reserves additions in a year char~

acterized by robmt prkes and tough operating conditions," President and CEO
Randy Ercsnwll said in a statement.

However, the company also said it would reduce its previously announced

2006 capital expenditure forecast by 12% and IOWE'H'd its gas sales forecast for the
year by 75,000 Mcf/day.

Citing inflationary pressures, which haw driven driHing costs upward by more
than 15%, EnCana SJid It "decided to reduce drilling in JreilS where costs have
increilsed the most, resulting in <l $500 million reduction in its preViously
announced 2006 upstream capilal investment forec'lst./I

The remaining S:{OO million reduction results from capital previously assigned
to building the second segment of the Entrega pjpellne, which will not be
reqUired because EnCana had entered into an agreement to sell Entrega (CD
11/(6). That deal Is expected to close this quarter.

II) a confere.nce caU with analysts, Eresman said unseasonably warm weather
had hampered the company's winter dellling program in \...estern Canada, result·
ing in fewer wells being drilled 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 ofabout 5%.

One analyst said he was notsmprisL"{1 to see the Calgary-based producer cut down
on planned capital expenditures given the high costs associated with prodUcing gas.

ChrJs Theal, an analyst with Cllgaly-based Tristone Capital, said the biggest
Issue is "cost structure and the ability to try to manage costs:' for Enema and the
rest of the E&P sector. "These guys h;we been under a tremendous amount of pres
sure both In terms of field operating costs and on the capital side/' he said. 1M

Falcon plans another :1.5 Bct
ot storage capacity at MoBay

Based on strong demand (or its original 12-Bcf
Phase I capacity, F81con Gas Storage on Wednesday
launched a non-binding open season for an additional
15 Bef of high·deliverablllty. mUlti-cycle working gas
capacity at Its MoBay Storage Hub in Alabama. BIds
are duo by 5 p,m. CST on March 15.

Falcon said it Is in the process of finalizing bind
ing, multi-year precedent agreements for all of the orig
inal Phase I scope of 12 Bet for the proposed faclHty,
which will connect directly to Gulfstream Natural Gas
System, Florida Gas Transmission, Transcontinental
Gas Pipe Line anti Gulf South Pipeline.

The MoBay Storage Hub is located at the conflu·
ence of major market and supply area pipeline sys
tems and processing plants serving natural gas and
electric utilities in tile southeastern and northeastern
United States, Falcon said.

The expansion calls for bi·dlrectional receipt and
delivery points with Gulfstream, Florida Gas' zone 3,
Transeo's Zone 4A and Mobile Bay lateral and Gulf
South's zone 4. Tha Destin Pipeline also wl/I be acces·
sible through the connection with Gulfstream, Falcon
said.

Receipt point optlons with supply pipelines Include
Chevron, the Dauphin Island Gathering System, Exxon
Mary Ann Plant, the Mobil Bay ProceSSing Partners
plant, the Shell Yellowhammer plant Clnd the Williams
processing plant. All of the potential receipt and deliv
ery points are within two miles of tho proposed plant
site.

~Recent supply disruptions along the Gulf Coast,
combined with continued growth in gas demand and
the unprecedented volatility in gas prices, have sub
stantially Increased tho value of storage as a long
term, strategic asset," said Edmund Knelle, Falcon's
chIef operating officer. "We've seen significant interest
(rom firms that have not utilized storage In the past.
MoBay willlJe designed to operate In conditions that
meet or exceed thoso under which the Interconnecting
pipelfnes are designed to operate.M

Falcon plans to fl!e permit appllcatlons by May with
FERC and the state of Alabama. The projected Phase I
in·service date Is October 2007. VJ

6 CoPyright © 2006 TIle McGraw-Hill CompanIes
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FERG official: Market dodged abullet this winter
While extmordinarily warm weather nationwide in January <.:on

tributed to the reccnt plunge in niJtur~1 gas prices, it would be a mistake
to count on continued price relief from uIlsea~on<lble conditions, a
FERe official cautioned Thursday.

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

Despite dire predictions of g,15 supply shortages after damaging hunt
(contiulled on page 6)

Rivals square off over drilling in eastern Gulf
Even if the Lease Sale 181 Area off Florida's coast wefe 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 ~'lexico, H.M. "Johnnie" Burton, director of the l\'finerals
Management Sen'ice, said Thursday.

At issue is legislation introdu(cd by Senate Energy Committee
Chairman Pete Domeoid Domeoici, R-N.M., and the committee's rank
ing Democrat, Sen. Jeff Bingaman, D-N.M., that would require the
Interior Secretary to offer 2.9 mUllan acres in MMS Lease S(lle 181 Area

(continued Oil page 5)

Southern Union sells R.I. utility for $575 million
Southern Union Oll Thursday said it has sold the Rhode Island por

tion of its New England Gas Co. subsidiary for $575 million.
liThe sale of these <lssets is pent of the continuing hansformation of

Southern Union from a utility to a leader in the natural gas transportation
and services industry," Southern Union CEO George Lindemann said.

Southern Union said it plans to use the b1.lIk of the proceetls~which

wUl be reduced by $77 millIon for debt assumed by the buyer, Britain's
National Grid-to pay down some of the $1.6 billion it spent to buy
fort \tVorth, Texas-based midstream opemtor Sid Richardson Energy

(continued un page 4)

NYMEX ends losing streak, regains 6.8 cents

•

The March NYME.'X futures contract an ThU[Stl\t}'[(~(;Orde(.1

. , • its first gain in nine sessions, adding 6,8 eerHs to (cacha
S7.1341l..,1i\:fBtll settlement as market players engaged In spo

ratUc short-covering throughout the day. Cash trading results were
mixed as prices genemlly tracked regional weather trends.

After starting off the session at $7.12, the March contract rose as
high as $7.23 before briefly testing $7 support later in the session. The
prompt-month contract dipped as low as $6.98 before recovering.

In addition to shorl-covering, an analyst cited support from rising
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crude oil ann petrolemll products fUI\lre.~ pricE's. "Crude popped up at the
end, and that probably helped natural g.:t:i COIlle off its 100\'s," he said.

Traders largC'ly dismissed the impact of a slighlly slTIalier-thClINmtici·
pated gas storage withdrawal aftt'T the l!m'rg}' Information Administmtion
estimated a 102-lk( draw for Ihe week ending Frh. 10 (sce stm}', pa:~e 3).

"It did kill off some of thl' upward momentum" earlier iII the ses
sion, said another anillysl, iilthough he noted the market's response to
the withdrawal \\'a.5 muted in comparison to previous weeks.

In the cash market, utility demand brollght Rocky J...lountain buyers

out in drows as temperaWf(;'s ill Denver were expected to dip below
zero tonight and forecilsts for Clw}'enne, Wyo., antkipilted highs only

in the teens through Saturday. Consequently, regional spot prices
climbed 3!lot!wr 15 ("('nts to 20 (<'ots from Wedne.~da}"5averages. "I

had;1 utilIty guy ('all me and tell Jlle he was going to need some gas

{today]. 'nut's unusual," a Rockies trader .'iilid.
According 10 its Web site, Northwest PIpeline issued a stage two

unauthmizcd overnm entitlement for receiving customers north of
their Kemmerer compression station, effective for today and until fur

ther IJotice.
"lfyou short your deliveries {Oil Norlhwestj, they'n smack you. It

makes no economic sense to draft the pipe-Whatever profit you might
make, you're prnalized for," a teader said. Northwest's soutll of Green
River point JOse a nickel on the day, while Northwest's Wyoming pool

averaged about 1S cents higher.

'There's just a lot of gas in the ground'
Prices in the Pacific Northwest surged higher duting early trading,

but fell off (1S the day progrcs~l'd. "It's cold in Washington, it's cold in
Oregon," a tracler noted. "The high ;It Sllllla5 was higher than [atl the
Henry Hub, but then [Sumas] cmshed at the end." Sumas l1ltim<ltely
averaged up abollt a qucll'ter.

Southwcst spot gas prices were a mixed hag, with senne points shedding
a few cenls to more than II nickel and others climbing as much as 20 cents.

paciOc Gas (lml Electric dty-gatt" .'StaIted strong, according to a California
trader, but "ratchcted down1/ throughout the morning, eventually averag
ing more than 5 cents lower than Wedol'suay. "There's no fOIwanl curve,
[and] the gate is trClding about flat to l\.'iarch. That seems to Indicate

there's just (l lot of gilS in the ground," the tr;uler said,
The spread along the Baja Path-uE'tween Southern California Gas

and the PG&g city-gate-wils "nncler water," as SoCal climbed a tlime
(tom ''\'ednesday. Sprcads genetally G1me in throughout the region, the
tmder said-but noted that an interesting relationship developed
between $oCal and }"falin, Ore,

While the dIfferential between Malin and SoCal is generally only a
few pennies, the sptead Thursday wIdened_ considerably. Buying at
MalhI iind shipping to SoCaJ "hasn't made any sense until rnlUfsdayJ,"
the trader said. "That's the more interesting thing going on."

With most Oklahoma spot traders expc<:ting to bask in pleasant 60
degree weather before a Canadian cold front moves into the region todaYI
spreads between some Midcontinent pricing points narrowed dmrnatically
as mmt prices gaine(llt'$.'i than il Illck~l to nearly 20 (ents from Wednesday.

One Oklahoma trader noted that pipE'lines in the region were get
ting strictQr with operational tolerances, "[Pipeline] operational nexibHiw
ly is drying up because of the cold coming III," the tradei reported.

Sub-zero low temperature.\ permeated upper Midwest :;pot markets, as
the much-anticipated ;\lvrrla Clipper made its WilY through Minnesota and

others
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Wisconsin. Supply·area spot prices wenl up 11 few cents to a dime from Wednesday's
midpoints aJld prices in the market areas were Hat to down more than a dIme.

"Spreads just died because the cold hasn't hit the East yet and transport east or
anywhere in the (upper Midwestj, was lousy, right at the margin, and not worth
while," one upper Midwest trader said.

The Chicago city·gates traded roughly flat to Wednesday's midpoint, while

Michigan Consolidated ilnd Consumers Energy both lost more than a dime. Large
volumes were moving through NOithern Natural Gas' demarcation and Ventura,
Iowa, points to meet cold weather loads in the market areas, and a system overrun
limitation was in place on Northern Natmal Thursday with another Issued fOT today.
As (J result, demarc jumped up a few cents and Ventura gained neady a dime.

falling between a dime and 20 cents, Northeast prices could not maintain
Wednesday's rally as temperatures near seasonal norms and robust supplies left
buyers little reason to look to the spot market. I'Cash is relatively flat to
[WednesdayJ," one east Canada trader said.

Gulf Coast spot prices lost between a dime and 20 cents as many Southeast
utilities remained long, leaving HO reason to look to spot gas for supplies. In
LOUisiana, Hemy Hub shed more than 15 cents, while Transcontinental Gas Pipe
Line zone 3 lost about as much, -Market Staff Reports
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DlE Gas Storage launches
open season for N.Y. capacity

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

DTE, a subsidiary of DetrOit·based DTE Energy, said
the storage would be interconnected at Corning, N.Y.,
with tho proposed Millennium Pipeline, the Empire exterr
sian project and the Columbia Gas Transmission sys·
tems, The open season closes on March 2,

An affillate of aTE Is proposing development of the
storage projects, Vthlch WOldd provide services such as
H}-day peaking to l1Q.day baSelo<ld, ratcheted or
unratcheted, and either annual or seaSonal injectfons
and withdrawals, the company said,

TIle open season Is targeting two specific services
70-day ratcheted and 30·day unratcheted, DIE added. To
obtain an open season package, e-mail Della Hupkeyat
rupkeyd@dtnonergy.com.

Bobcat seeks FERC approval
for :L2-Bcf gas storage project

Bobcat Gas Storage on lllUrsday flied an application
with FERC requesting regulatory approval to build and oper
ate a gas storage project In St Landry Parish,la., near
Henry Hub, developer Port Barre Investments said,

If approved, Bobcat WQuid develop two salt caverns
with a total working gas capacity of 12 Bef. Injection capacl·
ty of 900,000 Mer/day and maximum withdrawal of 1.2
Bet/day, the company said. An open season is planned for
March and the company has requested F£RC authorization
by July 15.

MThls approval dato from FERC will allow Bobcat to
begin constrllctIon before the tainyseason In louisiana to
meet our targeted winter 2007 in-servlce date," said Paul
Blen/awskl, Bobcat's vice president.

~Reachlng our target In-service date and bringing this
prqject to the market Will help mitigate ongoing supply corr
stralnts resulting from Hurricanes I<atrina and Rita. coIncide
with the in-service date proposed hI' cortaln liQuefied natu
ral gas Import terminals In the Gulf Coast region, and brlng
positive e(;onomlc benefits to tile state of Louisiana and
the local Port Barre community;' he added,

,
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Gas storage inventory surplus continues to expand
The Energy Information Administration on Thursday reported a l02-Bcf net

storage withdrawal for the week ending Feb. 10, reducing nationwide inventorIes
to 2,266 Yef-and once again expanding the smplus over the year-ago level and
the five-year average.

"The natural gas milrkets just can't seem to catch a break when it comes to the
storage report,'1 IFR Energy Services analyst Timothy Evans saId in a note to
clients. "The 102 Bef in net withdrawals for last week came in well under our own
125-Bcf estimate and the 113-Bcf ICAP auction targct,!'

In the same week of 2005, RIA reported a wJtl1drawal of 109 Bet, leaVing 1.822
Tef in storage. As a result, the surplUS over the year·ago level grew to 444 Bcf from
437 Bcf a week ago, while the surplus over the five-year average of 1.575 Tcf
widened to 691 nef from 649 Ref.

"Storage remains on track to exit winter at a record high 1.6 to },7 Tef," Bane
of America analyst Robert Morris said. "Assuming normal (lO-year averag~) temper
atures thts summer and no hurricane-related shut-ins, our proprietary models indi
cate that storage could theoretically approach 3.7 Tef heading into next winter."

But falling gas prices could spark new demand, Morris said, as industrial and
power plants capable of :<.witching fwm fuel oil seize that opporhmity, "We estimate
that fuel-switching to natural gas from residual fuel oil in all three key fuel-switch
ing. regions could add 2 Bef/day of incremental gas demandl or 430 Bef dUring the

entire injection season}" he said.
£lA reported a net withdrawal

last week of 70 Bcf in the East regIon
to 1.249 Td (992 Bef a year ago); 11
Bef drawn from the West region to
3H Ref (250 DeE a year ago)j and 21
Bef from the prodUcing regions to
703 Hef (579 Bcf a year ago).

In the East, inventories are
now 375 Bet above the five-year

average, while stocks arc 94 Bef
above the average in the West and
222 Bef above the average in the
producing region, JMM/BH
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Market dodged a bullet this winter ... (rom poge 1

canes knu('ked out milch of the gas production in tile Gulf of Mexico, residential
energy needs in January were actually 20% less than under normal weather condi~

lions, llurvey Silid, adding that gas deliveries feU 15% between December and]anuJly.

Ttl(' relatively warlJl November, an average December and "extraordinaryl'
January "resulted in gas market conditions that we certainly could not have pre
dicted In the fall," H<lrvey told commissioners at FERC's regular monlhly meeting.

One result of the weather pattern is that recent gas stomge levels have spiked
so much that "we now face the task of getting enough ont of storage" by AP1'1J 1
to maintain the integrity of the system-na remarkable story," Harveysaid,

He cited three b<lsic reasons for the current supply/demand/price situation
extremely mild winter weather; a significant "demand response" by residential
customers who "lowered thermostats and took other energy.savhlg actionsn in
untidp<ltion of high gCl5 prlcesj and a strong supply response from the product~on

sector, with rig t:ounts surging.

But H,uvey noted that gas prices, buHrcssed in part by global oIl prices, are
expected to remain relatively strong over the long tenn. Gas futures markets indi~

calc that "prices today <lre as low as they are likely to be for thE' remainder of the

d€cade," he said, citing forecasts of increased demand for gas in the power genera~
tion sector as one reason.

So while little stn'S$ has been placed on gas deliverability systems nationwide

this winter, "this fairly short-term view ... reflects the cyclical nature" of prices,

and seasonal wt'~ther and ShOllld not translate into any relaxation by the gas sec~

tor in the effort to expand supply and infrastmcture, Harvey warned.

After the :'llmmer's hurricanes, the country went through "a major shock to
the supply system followed by a major shock to the demand system" due to warm

weather, which r('sulted ill what is at this point "a fairly heitvily supplied system."
But such weather patterns <lre unlikely to continue, Harvey stressed, It would

be "absolute}y wrong to say that because we hnd a 'warm winter this year, we'll
tllwJys have warm winters ,., vVe can't just assume recent experIences will be
applicable to the future,"

As a reSUlt, he s<1id policymakers, regulators, the energy industry and consumers

have "got to pr<'pare for more extreme conditions" in the years to come, eN

fRIDAY, FEBRUARY 17, 2006

Holiday Notice
Gas Dlllly will not nUblish Monday, Feb. 20, due to

the Presidents Day Iloliday. The next issue will appear
on Tuesday, Feb. 21. Gas price Informatlon collected
Friday, Feb, 17, for the Dally Price Survey to be pUb
lished in the Feb. 21 Gas Daily will be for gas flOWing
Feb. 18-21.

FERC approves Lake Charles LNG
expansion to meet peak·day demand

FERC on Thursday approved an exp<lnsion-to 1,5
Bef/day from 1.3 Bcf/day-of peak·day vaporization
capacity at Trunkline LNG's liquefied natural gas termI
nal near lake Charles, la" to reflect the current avail
able capacity of its vaporizers.

Trunkline gradually has been Increasing Its storage,
pipeline and vaporization capacity to accommodate BG
LNG's interest in shipping more LNG through the termi
nal. Later this year, sustained send,out capacity is
expected to grow to as much as 1.8 Bet/day. with 2.1
Bcf/day peak send.out, through its broader expansion
project.

lhe expansions am designed, in part, to accommo·
date Increasing global competition for shipments. FERC
approved the expansion Thursday to holp BG in sched
uling deliveries planned for arrival In the first and sec
ond quarters of 2006. the order said.

~BG LNG, Trunkllne LNG's firm customers for the
expanded terminal service, has requested this addi
tional regasiflcatlon flexibility to facilitate the efficient
and economical scheduling of ships and LNG send·out
for delivery to Its downstream markets," FERC saId.

The order follows a previotls send-out expansion In
September from 630,000 Mef/day to 1.2 Dcfjday, The
commission already had authorized Trunktine LNG to
install three new vaporizers on top of the seven includ
ed In tile origInal construction. JK
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