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Short-Term:  The weekly EIA storage reports are 

expected to set the tone for natural gas prices.  

Weather is irrelevant at this point in time, and 

storage withdrawals and/or injections toward the 

end of March will help to identify the balance be-

tween supply and demand.  There will be some 

new hurricane forecasts releases in April, and 

while prices may react, the price reaction is ex-

pected to be muted in comparison to past years 

because growth in on-shore shale production is 

less susceptible to tropical storm threats.  We 

expect the first quarter low to arrive within the 

next 30-45 days.  Our target is $4-$4.25, but it 

could very well be below that number depending 

on the weekly storage reports. 

 

Long-Term: The extent of the first quarter low 

will determine the extent of long-term buying rec-

ommendations into the winter of 2010-2011 and 

calendar year 2011.  While that may not make 

sense, the reality is that a first quarter low that 

stalls in the low-$4’s indicates a longer-term pur-

chase at a minimum through the winter of 2010-

2011.  However, if the first quarter low continues 

into sub-$4 territory, the market could be setting 

up for a repeat of 2009, and caution is urged be-

cause natural gas prices in the $3’s may also mean 

the potential for double-dip recession is real. 
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  Gas Conversions:  
 1 Dth (dekatherm) equals 10 therms 
 1 Mcf (thousand cubic feet) equals 1 dekatherm (approx.) 
 1 Bcf (billion cubic feet) equals 1,000,000 Dth (approx.) 
 1 MMBtu equals 1 dekatherm 
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In June, Energy Solutions, Inc. will be holding a 

webinar on ñPreparing Your Natural Gas Budget.ò  

This is the perfect place to get your budget-

preparation questions answered.  This webinar is a 

value-added service that is being offered only to 

subscribers of The Advisor who are also end-use 

consumers of natural gas.  In addition to the dis-

cussion of how to prepare a budget for the upcom-

ing fiscal year, attendees will be provided a 

budget template to make budget preparation even 

easier.   

 

Contact Kelly Gilboy at (608) 848 -9589 
 

to express your interest and to learn more.  

 

First  

quarter low  

expected  

within 30-45  

days. 

http://www.energysolutionsinc.com/
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This section provides a one-page recap of the 

highlights of this newsletter: 

 

Natural Gas Fundamentals and Technicals 

(p. 3):  Fundamentals are bearish.  Supplies 

continue to outpace demand and that isnôt ex-

pected to change in 2010.  What will change is 

the consumerôs perception of economic recov-

ery.  Failure of the consumer confidence index 

to move higher could result in a double-dip re-

cession as consumer spending is a necessary 

ingredient to economic recovery.  Without con-

sumer spending, there can be no significant or 

meaningful increase in natural gas demand 

from the industrial or manufacturing sectors.  

Thus, the market is in kind of a precarious 

situation right now.  For now, weôre not basing 

buying recommendations on a double-dip reces-

sion, but we havenôt entirely dismissed that 

possibility either.  Regardless of economic re-

covery, supplies are expected to outpace de-

mand in 2010 and that is going to allow storage 

inventories to refill to potentially record levels 

by November 1, 2010.  This means the upside 

for natural gas prices should be limited.  From a 

technical perspective, the first quarter low is on 

track to arrive in the next 30-45 days.  The tim-

ing of the first quarter low changed dramati-

cally when a new fourth quarter peak was es-

tablished on January 7, 2010.  The extent of the 

first quarter low is likely to be based on the 

interpretation of the weekly storage reports over 

the next 3-5 weeks.  There are few market driv-

ers right now other than weekly storage reports, 

and so the market is reacting considerably to 

this data each Thursday.   

 

Price Recommendations (p. 4): Many of our 

recommendations are premised off the natural 

gas front-month reaching a $4.25 price level  on 

the NYMEX because we view the $4-$4.25 

price range as a valid level for the first quarter 

low.  While weôve indicated that the upside for 

prices is limited given the supply picture, at the 

same time, sub-$5 prices are unlikely once it is 

determined that economic recovery is on track.  

The timing of that determination is very much 

an unknown so proactive buying is still recom-

mended, particularly if price levels of today fit 

well within budgetary requirements.   

Producer Forecasts Echo Supply Growth (p. 5):  Nu-

merous producers reported better than expected fourth 

quarter 2009 profits and drilling success.  Plus, several 

have announced capital budget expansions in 2010 for 

shale drilling.  This is further confirmation that the produc-

tion increases being reported by the EIA are in deed valid. 
 

Drilling Rig Update (p. 5):  The natural gas drilling rig 

count is now at 926, which indicates drilling rigs have risen 

by more than 145 since the start of 2010.  In fact, the natu-

ral gas drilling rig count is back to levels of one year ago. 
 

Storage Outlook (p. 6):  Storage inventories are at 1,626 

Bcf.  The end of winter is in sight, and soon the focus will 

turn to injections rather than withdrawals.  Given the price 

contango, aggressive injections in the spring are antici-

pated. 
 

Weather Outlook (p. 7):  El Niño conditions are expected 

to dissipate this spring/summer and that means an increase 

in Atlantic-basin hurricane activity.  Early comparisons for 

2010 have been made to 2008 and 2003, years with a heavy 

concentration of storms in September. 
 

Historical NYMEX Price Comparison (p. 8) 
 

Industry News: 
 ̧Crude Oil Market Oversupplied (p. 9):  OPEC contin-

ues to produce well above its quotas. 

 ̧Shale Spurring Merger Activity (p. 9):   Major oil 

players are getting involved in shale development 

through acquisitions. 

 ̧Something Stirring in Poland (p. 9):  Shale develop-

ment is likely to become global rather than just domestic. 

 ̧FERC LNG Authority Questioned (p. 9):   Six sena-

tors want to place LNG citing authority with the states. 

 ̧Slight Production Decline in December (p. 10):  Cold 

weather and well freeze-offs led to a .7% decline in Dec. 

 ̧Gazprom Move Could Impact U.S. LNG Imports (p. 

10):  Gazprom hopes to incent pipeline imports in 

Europe which could free-up spare LNG for others. 

 ̧Could Henry Hub Lose Its Place to Perryville? (p. 

10):  Perryvilleôs location could make it a better choice 

than the Henry Hub for the NYMEX contract. 
 

Historical NYMEX Pricing Data (p. 11) 

Daily Natural Gas NYMEX Futures Pricing (p. 12) 

 

òIn a Nutshelló 

Check Out Our 

A+ Rating From The  

Better Business Bureau.  

Learn More 

http://www.bbb.org/wisconsin/business-reviews/energy-management-and-conservation-consultant/energy-solutions-inc-in-verona-wi-1000001680/#bbbonlineclick
http://www.bbb.org/wisconsin/business-reviews/energy-management-and-conservation-consultant/energy-solutions-inc-in-verona-wi-1000001680/#bbbonlineclick
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Bearish Factors 
 

 ̧The fourth quarter peak was established at $6.10 per 

MMBtu and is unlikely to be replaced at this point in 

time.  This sets the stage for a weaker price environ-

ment in 2010 with a first quarter low in the low-$4ôs 

and possibly even the sub-$4ôs. 

 ̧EIA production reports continue to reflect higher pro-

duction levels even though the drilling rig count is 

down dramatically from its peak in fall 2008. 

 ̧Shale exploration around the world could lead to more 

spare LNG supplies and higher imports into the U.S. 

 

Bullish Factors 

 

 ̧Despite more than 

adequate supplies, 

crude oil prices 

remain around $80 

per barrel. 

 ̧Speculators still 

hold a large net 

short position 

which could lead to 

a short-covering 

rally. 

Fundamentals 
 

Fundamentals remain very bearish.  With the exception of a 

small decline in December, the EIA production data contin-

ues to show production gains in the Lower-48.  Recent fourth 

quarter 2009 profit results from numerous producers and 

plans for drilling in 2010 provide additional support to antici-

pated growth in natural gas supply.  It is clear that producers 

do not fear lower prices either because they are still profitable 

or because they have hedged their sale price.  Meanwhile, 

economic recovery remains sluggish. The Consumer Confi-

dence Index fell to 46.0 in February from 55.9 in January.  

The indexôs assessment of current conditions was the lowest 

since 1983.  Without consumer spending, there can be no 

economic recovery and no significant recovery in natural gas 

demand from the manufacturing sector.  That being said, 

natural gas demand from the industrial sector has risen 

slightly from one year ago, but the rise isnôt even close to 

offsetting supply potential.  Overall, supplies are expected to 

continue to outpace demand in 2010, keeping natural gas 

prices lower.  There are still a number of unknowns about 

this summer, i.e. hotter weather could increase demand from 

natural gas-fired electric generation, LNG imports may not 

arrive as anticipated, lower prices could entice fuel switching 

from coal-fired electric generation, and hurricanes could dis-

rupt production.  Even so, we see supplies outweighing de-

mand, making it very likely that storage will refill to record 

levels by November 1, 2010, and this is going to limit the 

upside that is possible for natural gas prices. 

Technicals 
 

The fourth quarter peak is currently pegged 

at $6.10, hit on January 7, 2010.  The first 

quarter low typically occurs 7-11 weeks 

following the peak.  Historical price de-

clines for a first quarter low target a price 

level as low as $3.23 per MMBtu, but we 

believe that is too optimistic.  Thus, weôve 

cut the potential decline in half, and that is 

how weôve arrived at a $4-$4.25 first quar-

ter low price.  Regardless of where the first 

quarter low lies, what may be more impor-

tant is what to expect after it arrives.  His-

torically, natural gas prices rally around 

50% from the first quarter low to a second 

quarter peak.  This rally tends to occur in 

May, but with the first quarter low occur-

ring so late, that timing is questionable.  The 

anticipation of this second quarter rally is 

what has prompted us to recommend the 

completion of buying for at least the next 

three months.  Further out, the third quarter 

decline is likely to take prices back down to 

around where the first quarter low occurred.  

Basically, even in a weaker price environ-

ment, seasonal rallies are expected and that 

is why a proactive buying plan is important. 

General Outlook:  Winter is deemed over so weather is no longer a factor in prices.  As there are few 

price drivers right now, price momentum in either direction is slowing and the market is likely to enter a 

period of congestion again.  The factor to break the market out of this congestion phase is likely to be the 

release of weekly storage reports and we believe the results of the upcoming 3-5 storage reports will de-

termine exactly where the first quarter low will end up.  As a result, we anticipate a lot of price volatility 

on Thursdays, the day of the report release, and even the day before based on report anticipation.    

 

Pricing Analysis:  òAt a Glanceó 

Neutral Factors 

 

 ̧Hurricane forecasts call for a 

more active season than 2009.  

New forecasts will be released 

in April. 

 ̧Storage inventories are adequate 

for the rest of this winter.  Ex-

pectations are for some aggres-

sive injections in the spring. 

 ̧Weather fluctuations are irrele-

vant at this time. 
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April 2010 
 

03/11/10 Settlement:  $4.44 

NYMEX Expiration: Mon., Mar. 29 

 

History indicates that April typically 

expires at a higher price level than the 

March contract.  In  fact in 19 years of 

trading, April has only expired below 

March prices 4 times.  That being said 

the market is quite weak right now, but 

the market is also overdue for an up-

ward correction and we think that cor-

rection is going to occur before summer 

arrives.  Our recommendations remain 

the same.  Low-risk and medium-risk 

buyers should have some April gas pur-

chased.  It is advised to purchase re-

maining needs at two price levels ð 

$4.50 and then $4.25.  

Beyond April 2010 
 

Last year, natural gas prices collapsed in the fall of 2009.  The same 

could happen this year if summer weather is mild, demand remains 

down, storage refills at an aggressive pace, and hurricane-related 

disruptions remain minimal.  Those are a lot of ñifsò.  Seasonality 

indicates that the best time to make long-term purchases are in con-

junction with the first or third quarter low, and to avoid being a 

buyer during the second and fourth quarter rallies.  Buyers should be 

considering a partial natural gas purchase for the rest of 2010 and 

even the first half of 2011 as natural gas prices gravitate lower.  

While historical percentage declines target a front-month price in the 

range of $3.23 per MMBtu, we believe that price level is too aggres-

sive, and instead are looking for a front-month low in the range of $4

-$4.25 per MMBtu.  There will likely be another long-term buying 

opportunity in the fall of 2010, but what that opportunity looks like 

will be very dependent on the summer ñifsò.  The upcoming storage 

withdrawal reports should continue to be smaller each week and for 

now, that Thursday report is going to be a primarily price driver. 

 

Pricing Analysis and Outlook 

Actions to Consider 

Click here for the complete definition of low-risk, medium-risk and high-risk categories 

Recommendations are primarily for low-risk and medium-risk buyers.  As we view $4-$4.25 as the potential first 
quarter low, there are also some recommendations for high-risk buyers.  The first quarter low is targeted to oc-

cur between mid-March and late-April. 
ü Apr 2010-Jun 2010:  Low-risk buyers should complete purchases for Apr-Jun at this time.  Medium-risk buy-

ers should at a minimum, have a layer of price protection in place and should complete purchases for this 
timeframe when April is at $4.25 per MMBtu.  High-risk buyers should also consider a purchase for these 

months at $4.25 per MMBtu or be ready to take action pending the development of the first quarter low. 
ü Jul-Oct 2010: The initial price target for medium-risk buyers is $4.50.  Low-risk buyers may want to establish 

a price target at around $4.65.  Beyond that, at a front-month price of $4.25, low-risk and medium-risk, buy-
ers are advised to cover at least 50 percent of their needs for Jul-Aug and to add a layer of gas supplies for 

Sep-Dec.  Depending on economic recovery and storage inventories, this timeframe could very well end up 
in sub-$4 territory so purchases should be completed for only a portion of a buyer’s needs.  A purchase for 
these months provides some price assurance during the anticipated second quarter rally. 

ü Nov 2010-Mar 2011 or Jan-Dec 2011: These recommendations provide a layer of price stability to budget 
conscious buyers.  The initial price target for these timeframes is an average price of $5.50.  The current 

average price for Nov 2010-Mar 2011 and Jan-Dec 2011 are each around $5.58 per MMBtu.  In the alterna-
tive, buyers should consider a partial purchase for these months when the front-month hits $4.25. 

 

NOTE:  Our actions are designed to help buyers be more proactive, thus allowing them to more comfortably wait out periodic 

price rallies.  Following the first quarter low, a rally is anticipated before a move toward the third quarter low, which is expected to 

bring “slightly” better buying opportunities for the winter of 2010-2011 and calendar year 2011. 

NOTES:  “Actions to Consider” is a reference to assist buyers in the proactive purchasing of natural gas.  The Advisor supports purchasing in layers to spread 

out risks associated with natural gas price volatility.  The timing of a purchase and the percentage of volumes to be tied to a buying target must be determined 
by the buyer.  Energy Solutions, Inc. does not promote overbuying and an indication to “complete” or “finish” purchasing infers the purchase of no more than 

75% of a business’ projected natural gas usage into the future to allow for usage fluctuations.  Companies can adjust this percentage based on their individual 
operations.  “Actions to Consider” provides references to low-risk, medium-risk and high-risk buyers.  Low-risk buyers are very budget conscious and risk-

adverse, high-risk buyers strive to attain the lowest possible prices, and medium-risk buyers find a compromise between low-risk and high-risk. 

http://www.energysolutionsinc.com/ace-files/risk_tolerance_definitions.pdf
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Pricing Analysis and Outlook 

 
 

Natural Gas Commitment of Traders Report  
 

(As of March 5, 2010) 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
The top section of data represents the basic COT weekly report and 
the bottom section of data represents the contents of the disaggre-
gated COT report. 
 

Long Position:  Indicates the purchase of a contract. 
Short Position:  Indicates the sale of a contract. 
 

Non-Commercial:  Large speculative traders  
    - Managed Money:  Commodity Trading Advisors, Commodity Pool   

 Operators and Hedge Funds. 
 - Other Reportables:  All other speculators. 
 

Commercial:  Large hedgers (producers, consumers, etc.)  
    - Producer/Merchant/Processor/User:  An entity that predominantly 

 engages in the production, processing, packing or handling of the 
 physical commodity. 

 - Swap Dealers:  A entity that uses the futures markets to manage 
 or hedge the risk associated with physical prices. 

 

Non-Reportable:  Small speculators and small hedgers. 

Producer Forecasts 

Echo Supply Growth 
 

 Some analyst are questioning the Energy Infor-

mation Administration (EIA) 914 data as it has 

continued to show production gains in the face of 

a significant natural gas drilling rig downturn.  

However, the EIA data seems to support the fourth 

quarter 2009 results that have been announced  by 

many producers. 

 Devon Energy says it completed its 2,000th 

horizontal well in the Barnett shale of Texas and it 

still has 7,000 locations remaining.  It plans to 

invest $1 billion in Barnett Shale development this 

year, and while the Barnett is a primary area for 

Devon, it is also active in other shale regions as 

well. 

 XTO Energy, Inc., which was recently acquired 

by ExxonMobil, says its fourth quarter 2009 natu-

ral gas output was up 9% from the year before and 

that proved reserves in 2009 surpassed prior re-

cords.  It also noted that its gas price in the fourth 

quarter 2009 was $7.29 per Mcf.  Given that 

fourth quarter NYMEX expiration average was 

$4.17 per MMBtu, it is evident that XTO did some 

prudent hedging on its sales price. 

 Cabot Oil & Gas Corp. says one year ago its 

output in the Marcellus Shale in the Appalachians 

was around 160,000 Mcf per day, but it has since 

increased to 1,000,000 Mcf per day.  It too re-

ported better-than-expected fourth quarter 2009 

results, and given its success, Cabot plans to con-

tinue to expand its Marcellus Shale drilling pro-

gram. 

 These are just three examples among many.  

When it comes to natural gas drilling, numerous 

producers are announcing capital budget increases 

in 2010.  Producers are eager to capture a share of 

the shale gas rush and they may miss out if they sit 

back and wait for higher natural gas prices.   

 Conclusion:  Producers were willing to con-

tinue to drill in last yearôs price environment 

which fell to below $4 per MMBtu for much of 

the year.  Realistically, a sub-$4 price isnôt sus-

tainable, but the fact that producers continued to 

drill is a sign that the EIA production numbers are 

accurate even though the drilling rig count was 

sliced in half.  Increased drilling efficiencies and 

lower operational costs have dramatically changed 

the natural gas industry.  Supplies are plentiful and 
that isnôt likely to change in the near future. 

As of 3/5/10, the natural gas drilling rig count has risen to 926, up 

145 drilling rigs from the start of the year.  The drilling rig count 

has returned to levels it was at one year ago, and all indications are 

that the bottom in the count was reached in July of 2009. 

Long Short Net

Non-Commercial        86,997      257,664    (170,667)

Commercial      329,774      189,427      140,347 

Non-Reportable        77,765 47,445      30,320      

Managed Money        68,101 215,431    (147,330)   

Other Reportables        18,896 42,233      (23,337)     

Swap Dealers      177,171 13,268      163,903    

Producer/Merc/User      152,603 176,159    (23,556)     

Non-Reportable        77,765        47,445 30,320      
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Storage Projections (in Bcf)  
 

Withdrawal season ends: 03/31/10 
Number of weeks remaining in the withdrawal season: 4 
 
ESIôs estimate of storage inventories on 03/31/10: 1,543 Bcf 
To reach this estimate, storage withdrawals must equal  21 Bcf per Week 
 
If withdrawals are equal to the 2009 weekly average of   7 Bcf per Week 
Then storage inventories on 03/31/10 will be: 1,599 Bcf 
 
If withdrawals are equal to the 5-year average of  140 Bcf per Week 
Then storage withdrawals on 03/31/10 will be: 1,065 Bcf 
 
ESI estimates that by 03/31/10, storage inventories will be:  1,543 Bcf 
ESI estimates that by 04/30/10, storage inventories will be:  1,616 Bcf 
ESI estimates that by 05/31/10, storage inventories will be:  1,964 Bcf 
 

Weekly Storage Comparison (in Bcf)  
 
Week Ending   This Year Last Year 
 
March 5   (111) Withdrawal    (111) Withdrawal 
February 26   (116) Withdrawal (101) Withdrawal 
February 19   (172) Withdrawal (  90) Withdrawal 
February 12    (190) Withdrawal (  44) Withdrawal 

Year-On-Year Comparison (in Bcf)  
   

2010 Inventories  1,626 
2009 Difference         -71 Deficit (Inventories were 1,697) 
5-Yr. Avg. Difference    +19 Surplus (Inventories were 1,607) 
 

Projected Price Impact: The current 

price contango (i.e. each month is suc-

cessively higher priced) creates an eco-

nomic incentive to refill storage in the 

spring.  By early June, it is likely that 

storage inventories will  be in excess of 

2,000 Bcf and by fall, inventories will 

likely be nearing record-levels.  As a 

result, additional price weakness is ex-

pected in the third quarter as this fact is 

realized.  Even if hurricane season is 

more active than normal, growth in on-

shore production will continue to allow 

storage to be refilled even if there are 

hurricane-related Gulf of Mexico supply 

disruptions.   

Storage Outlook 
 

 In November 2009, many thought ending 

storage inventories on March 31, 2010, 

would be close to 2,000 Bcf.  In January 

2010, many thought the bitter cold would 

take inventories to closer to 1,400 Bcf.  Now 

as winter ends, it appears that ending inven-

tories will be closer to 1,543 Bcf.  This is 

just a quick example of how quickly percep-

tion can change, and perception is often a 

big driver of natural gas prices.  Looking 

ahead, the fall 2010 natural gas NYMEX 

contract continues to trade at a $.30-$.40 per 

MMBtu premium over the spring months.  

Thus, there is a big economic incentive to 

inject natural gas into storage early in the 

injection cycle.  If injections for the summer 

of 2010 equal those of 2009, a summer in 

which there was a switch from coal-fired 

generation to natural-gas fired generation, 

storage inventories on November 1, 2010, 

would be around 3,650 Bcf.  If injections for 

the summer of 2010 are comparable to the 

five-year average, storage inventories on 

November 1, 2010, would be around 3,540 

Bcf.  Demand is down because of the econ-

omy and production continues to climb.  

There is no reason to conclude that refilling 

storage inventories to more than adequate 

levels by this fall will be problematic even if 

summer weather is hotter than last year. 

 

Storage Analysis and Outlook 
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Projected Price Impact:  Winter is coming to an end so weather impacts for the next month are ex-

pected to be irrelevant right now.  April is consider a shoulder month for natural gas usage as natural gas 

demand for heating or cooling is virtually non-existent.  However, the weather outlook for the upcoming 

summer does show above-average temperatures in many parts of the nation and that may help to support 

natural gas prices.  Plus, given the price of natural gas, it is very possible that older coal-fired generation will  

be idled in favor of natural gas-fired generation and that could also create a floor for natural gas prices. 

NOAA Weather Map  
Color Code  

 
Blue Colors: Below normal 

temperatures 
 

Orange/Red Colors: Above 
normal temperatures 

 

Gray:  Normal  
temperatures 

 

White:  Equal chances of 
above normal or below 
normal temperatures 

 
 

NOTE:  Temperature ex-
tremes go from lighter 

(slight variance) to darker 
(extreme variance) 

 

Weather Outlook 

Issued February 18, 2010                                             Issued February 18, 2010 

3-Month Outlook:  
Mar-Apr -May 2010 

3-Month Outlook:  

Jul -Aug -Sep 2010 

Soon the Focus will be Summer 
 

 In the fall, predictions of El Niño conditions led many to con-

clude that the winter of 2009-2010 would bring warmer than aver-

age temperatures to northern parts of the U.S.  While several fore-

casters did predict the cooler than average temperatures in the 

Southeast, overall, there werenôt many forecasts that were on the 

mark.  What meteorologists hadnôt counted on was a shift in the 

Arctic Oscillation (AO), which took an unexpected dip into deeply 

negative territory in early October.  This very much overshadowed 

the typical weather patterns of El Niño and the result has been lin-

gering cold in the south and severe snow storms, even in some 

areas that arenôt used to seeing snow.  Perhaps there was too much 

emphasis on El Niño conditions this past winter?  At this point, it 

really doesnôt matter, but it should be noted that the demise of El 

Niño conditions has been a major consideration in those releasing 

Atlantic-basin hurricane forecasts for the summer of 2010.  At this 

time, there seems to be consensus that the current El Nino condi-

tions are going to dissipate by spring or summer, at the latest, and 

for that reason, meteorologists are calling for a more active hurri-

cane season this year.  While there arenôt a lot of forecasts out yet, 

the renowned Colorado State University (CSU) forecasting team 

expects this hurricane season to be closer to that of 2003 or 2008.  

CSUôs next forecast will be released in April. 

Storm Comparisons 
 

 As there has now been a comparison 

made to prior year hurricane seasons, it 

only makes sense to look at the 2003 

and 2008 hurricane years.   

 Each of these years had 16 named 

storms.   In 2003, 7 became hurricanes 

and in 2008, 8 became hurricanes.   In 

each year, there was a tropical storm 

that developed before June 1, which 

marks the official start of the hurricane 

season, and then no major develop-

ments until July 1.  Each year about 

five storms made their way into the 

Gulf of Mexico, although there wasnôt 

any consistent pattern relative to tim-

ing.  However, tropical storm activity 

was concentrated in the month of Sep-

tember.  There were 7 tropical storms 

in September 2003 of which 4 became 

hurricanes, and there were 6 tropical 

storms in September 2008 of which 4 

became hurricanes.   
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All forward price curves have fallen from last monthôs edition.  Robust natural gas production combined with a 

slower than anticipated economic recovery is pulling forward-prices down.  It is unlikely that 2010 or beyond 

will reach 2009 levels.  However, the above graph illustrates that at this time the market views 2010 as a weaker 

price environment than 2011 or 2012 with overall expectations for prices to remain below $6 per MMBtu. 

Historical Natural Gas NYMEX Expiration 

 Past Month Comparison              02/10        02/09 
 February   $5.274 $4.476 

 
 March Comparison                       03/10           03/09 
    02/24/10 (Expiration) $4.816   $4.056 
 02/23/10 $4.778 $4.236 
 02/22/10 $4.895 $4.097 

 
 Next Month Comparison    04/09           04/08 
    April       $3.631         $9.578 

 
 

April 2010 NYMEX Expiration:   
Monday, March 29, 2010  

NYMEX Comparison Data 

Quick March 2010 Recap: 
The March 2010 natural gas NYMEX contract made its front-month debut at the end of January in the $5.20ôs.  

It traded in a very tight trading range for much of the month, reaching as high as $5.68 per MMBtu on February 

8, 2010, but then returning to the $5.25-$5.50 per MMBtu price range.  However, in its last three days of trad-

ing, it broke through the $5 per MMBtu level and remained in sub-$5 territory until it expired at $4.816 per 

MMBtu on Wednesday, February 24, 2010.  It was the first natural gas NYMEX expiration of 2010 in the $4ôs, 

but it isnôt likely to be the last.   

 

Pricing Analysis and Outlook 

2006 2007 2008 2009 2010

JAN $11.431 $5.838 $7.172 $6.136 $5.814

FEB $8.400 $6.917 $7.996 $4.476 $5.274

MAR $7.112 $7.547 $8.930 $4.056 $4.816

APR $7.233 $7.558 $9.578 $3.631

MAY $7.198 $7.508 $11.280 $3.321

JUN $5.925 $7.591 $11.916 $3.538

JUL $5.887 $6.929 $13.105 $3.949

AUG $7.042 $6.110 $9.217 $3.379

SEP $6.816 $5.430 $8.394 $2.843

OCT $4.201 $6.423 $7.472 $3.730

NOV $7.153 $7.269 $6.469 $4.289

DEC $8.318 $7.203 $6.888 $4.486
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NYMEX Historical and Future Prices

2008 Actual

2009 Actual

2010 Actual

2010 (as of 03/11/10)

2011 (as of 03/11/10)

2012 (as of 03/11/10)

NOTE:  This graph is updated each 
Monday on our website. 



 

   March 2010 Page 9_ 

 

Industry News 

Crude Oil Market  

Oversupplied 
 

Front-month crude oil NYMEX prices have 

managed to stay above $80 per barrel even 

though the global oil market is oversupplied.  

According to an article by Bloomberg, crude oil 

production from all 12 OPEC members, includ-

ing Iraq, which is not subject to quotas, rose to 

29.17 million barrels per day in February.  This 

is a 14-month high.  Supplies from the 11 

OPEC members with quotas reached 26.8 mil-

lion barrels per day, which is higher than the 

month before and still 1.96 million barrels per 

day above their current quota of 24.84  million 

barrels per day.  OPEC compliance with estab-

lished quotas now stands at just 53%.  OPEC 

members will meet on March 17 in Vienna to 

decide if further adjustment on production quo-

tas is warranted.  However, a change in quotas 

is unlikely given that OPEC members have yet 

to comply with the cuts made back in December 

2008.  In the meantime, despite an oversupplied 

market, many analysts are predicting that crude 

oil prices will remain very steady in the $70-

$80 per barrel range with a rise to $80-$90 per 

barrel in the second half of 2010. 

 

 

 

Shale Spurring Merger Activity 
 

 Growth in shale production has resurrected 

the merger and acquisition industry.  Most re-

cently, BP PLC announced a joint-venture deal 

in Texas with Lewis Energy Group.  BP, which 

isnôt a huge player in the shale market will in-

crease its presence in shale drilling activity 

through this venture by acquiring a stake in the 

Eagle Ford Shale in South Texas.  Other oil 

producers have done the same.  Total S.A. en-

tered into a joint venture in January where it 

agreed to acquire one-fourth of Chesapeakeôs 

Barnett Shale operations in Texas for $2.25 bil-

lion.  But, the biggest acquisition announced to 

date, is from Exxon Mobil Corp. (XOM), who 

clearly sent a signal that it wants to be part of 

shale gas development when it agreed to acquire 

XTO in an all-share deal valued at around $31 

billion. 

Something Stirring in Poland 
 

 In a recent Securities and Exchange disclosure, Chev-

ron confirmed that it won new rights to explore Poland 

for potential shale gas in the Grabowiec concession in 

southeast Poland.  The confirmation follows Chevronôs 

announcement in December that it was awarded  three 

exploration licenses for the Zwierzyniec, Krasnik and 

Frampol concessions, also located in Poland, to explore 

for unconventional gas resources or shale gas.  But, 

Chevron isnôt the only major player looking at Poland.  

Exxon, Conoco, and Marathon have also taken steps to 

acquire potential positions in Poland.  While there are 

still a lot of unknowns about shale potential in Poland, 

one thing is for sure ï there are a lot of major names 

active in Poland and so they probably know something 

we donôt. 

 But Poland isnôt the only country gaining attention.  

One analyst recently referred to what is happening in 

Europe as a ñland grabò as producers donôt want to miss 

out on shale opportunities.  ExxonMobil is said to be 

taking land positions in Germany and Hungary while 

western firms, including PetroChina and Sinopec, are 

exploring shale opportunities in China.  Even United 

Kingdom producer, IGas Energy, has announced plans 

to develop a shale resource in North West England.   

 Shale isnôt just changing the natural gas industry in 

the United States and Canada ð it is changing it around 

the world.  Just a few years ago, liquefied natural gas 

(LNG) was viewed as the supply source that would ulti-

mately gain market share.  However, the future for 

LNG isnôt quite as clear cut, as shale gas has become a 

worthy adversary. 

 

 

 

FERC LNG Authority Questioned 
 

 Six Senate democrats have introduced legislation that 

would strip the Federal Energy Regulatory Commission 

(FERC) of its power to approve and site liquefied natu-

ral gas (LNG) facilities.  S. 3056 would repeal FERCôs 

existing authority under the Energy Policy Act of 2005.  

The legislation would place this type of authority in the 

hands of individual states, a move that many say would 

be dysfunctional.  It is noteworthy to point out that all 

of the six senators are currently opposed to either al-

ready approved or pending LNG projects that are near 

or in their home state. 
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Industry News 

Slight Production Decline in December 
 

 The 914 data from the Energy Information Administration 

(EIA) shows that in December natural gas production in the 

Lower-48 states fell by .7% or .46 Bcf/day.  Normally, this may 

cause concern, but in reality, December was a month where the 

cold weather in the south created well freeze-offs, inhibiting the 

ability to produce natural gas.  As a result, it is actually surpris-

ing that production was down by just this small amount.  Decem-

berôs production levels in the Lower-48 of 62.82 Bcf/day rival 

levels of one year ago. 

 The supply situation is incredibly different from the one that 

existed a few years ago.  According to the EIA, U.S. domestic 

production hit a new record high in 2009, breaking the previous 

record set in 2008.  A 2.2% increase in production in 2009 fol-

lows increases of 4.4% in 2008, 4.8% in 2007 and 0.33% in 

2006.  What that means is that production levels at the end of 

2009 are 12.2% above production levels in 2006. 

 There is one issue that is still weighing on the minds of many 

and that is the typical 6-9 month lag between the actual drilling 

rig count and production data.  The drilling rig count hit a bot-

tom of 665 natural gas drilling rigs in July 2009 and no one is 

yet quite sure if the results of that low drilling rig count have 

already been reflected in EIA data or if there are going to be 

some declines in production showing up in the next several re-

ports.  However, the drilling rig count has already rebounded 

back to 926 natural gas drilling rigs, so any production declines, 

if they do show up, will likely be reversed quite quickly as the 

drilling rig count rebounded off its low last summer. 

 

 

 

Gazprom Move Could Impact 

U.S. LNG Imports 
 

 Russia-based Gazprom is making a move that could dramati-

cally change liquefied natural gas (LNG) deliveries to the U.S.  

For the most part, in Europe, the price of natural gas contracts 

are linked to the price of oil.  With a barrel of oil trading at 17 

times the price of an MMBtu of natural gas, sellers are profiting 

greatly from the natural gas/crude oil contractual price link.  

However, last year as demand fell, European buyers minimized 

their purchase of these long-term natural gas import contracts, 

linked to the price of oil, and instead relied on spare LNG, as it 

was priced lower.  Gazprom hopes that its move to allow 15% of 

its natural gas sales in Europe be priced in the natural gas spot 

market, rather than tied to the price of crude oil will incent buy-

ers to continue to utilize natural gas imports instead of spare 

LNG.  What that means is that it could free up more LNG that 

would potentially be available to the U.S. 

Could Henry Hub Lose Its 

Place to Perryville? 
 

 Since 1990, the Henry Hub in Louisi-

ana has been the physical trading loca-

tion of the New York Mercantile Ex-

change (NYMEX) natural gas futures 

contract.  While that isnôt likely to 

change in the near future, it is possible 

that more price references will actually 

start to be made at the Perryville Hub in 

North Louisiana, which has access to 

more pipelines and more shale produc-

tion.  In 2007, CenterPoint Energy did a 

presentation at the NESA Energy Forum 

in which it emphasized the expansions 

and impacts of the what it called the 

ñnewò Perryville Hub.  Recently, at Ar-

gus Mediaôs conference, Natural Gas 

Intelligence reported that the vice presi-

dent for natural gas of The Gavilon 

Group, LLC said that the NYMEX 

should consider making Perryville the 

ñHenry Hub.ò  This is a topic that is 

likely to resurface more frequently in the 

future.  Why?  Perryville has intercon-

nections to 17 pipelines while the Henry 

Hub has interconnections to just 9 pipe-

lines.  Plus, the 17 Perryville intercon-

necting pipelines offer deliverability of 

14 Bcf per day of natural gas.  By com-

parison, the 9 Henry Hub interconnect-

ing pipelines offer deliverability of just 

1.8 Bcf per day.  In addition, storage 

facilities at Perryville are four times the 

size of the storage capabilities at the 

Henry Hub, and Perryville taps into ma-

jor shale plays, a capability that isnôt 

available to the Henry Hub. 

 

Coming in June 2010  
 

** For End -Use Businesses **  
 

A webinar on how to  
establish your next fiscal  
year natural gas budget.  

 

Contact Kelly Gilboy  
(608) 848-9589 to learn more.  
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Daily Trading Data:  Highs and Lows  

 The Daily Open indicates the price of the contract when the trading day began.  The Daily High and 

Daily Low represents the daily trading range.  The Daily Settlement, also referred to as the closing 

price, represents the price at the end of the trading day.  The Daily Open price is usually close to the 
Daily Settlement price from the day before. 

Strip Price Defined  
 

A strip price is the simple average of several 

months.  For example, the 3-Month strip 

price is the simple average of the settlement 

prices for April, May, and June 2010.  By 

comparison, the 12-month strip is the simple 

average of the monthly settlement prices for 

April 2010 through March 2011.  The value 

of natural gas contracts into the future are 

representative of anticipated market condi-

tions.  For that reason, prices into the future 

will continually change as market conditions 

fluctuate.  However, in most cases the further 

you go into the future, the higher the strip 

price because there is more uncertainty that 

exists. 

 

NYMEX Pricing Data 

3-Month $4.51

6-Month $4.62

12-Month $5.04

24-Month $5.38

04/10-12/10 $4.82

04/10-10/10 $4.66

11/10-03/11 $5.58

2011 $5.58

2012 $5.94

2013 $6.15

2014 $6.35

NYMEX Strip Prices

(Settlement on 3/11/10)

NYMEX 

Contract 

Trading

Trading 

Date
Daily Open  

 Daily   

High 

 Daily    

Low 

 Daily  

Settlement 

Mar 10 02/08/10 $5.602 $5.680 $5.396 $5.401

Mar 10 02/09/10 $5.420 $5.466 $5.262 $5.290

Mar 10 02/10/10 $5.348 $5.380 $5.240 $5.292

Mar 10 02/11/10 $5.297 $5.416 $5.286 $5.396

Mar 10 02/12/10 $5.404 $5.556 $5.204 $5.468

Mar 10 02/16/10 $5.429 $5.560 $5.305 $5.310

Mar 10 02/17/10 $5.350 $5.414 $5.274 $5.386

Mar 10 02/18/10 $5.386 $5.419 $5.135 $5.172

Mar 10 02/19/10 $5.151 $5.167 $5.008 $5.044

Mar 10 02/22/10 $4.950 $4.977 $4.841 $4.895

Mar 10 02/23/10 $4.915 $4.934 $4.766 $4.778

Mar 10 02/24/10 $4.773 $4.884 $4.745 $4.816

Apr 10 02/25/10 $4.876 $4.894 $4.743 $4.767

Apr 10 02/26/10 $4.800 $4.853 $4.739 $4.813

Apr 10 03/01/10 $4.772 $4.869 $4.660 $4.679

Apr 10 03/02/10 $4.693 $4.755 $4.655 $4.708

Apr 10 03/03/10 $4.720 $4.790 $4.680 $4.757

Apr 10 03/04/10 $4.761 $4.787 $4.556 $4.575

Apr 10 03/05/10 $4.595 $4.626 $4.540 $4.593

Apr 10 03/08/10 $4.537 $4.575 $4.458 $4.527

Apr 10 03/09/10 $4.516 $4.630 $4.476 $4.516

Apr 10 03/10/10 $4.510 $4.595 $4.450 $4.559

Apr 10 03/11/10 $4.576 $4.593 $4.415 $4.440

Apr-10 $4.440

May-10 $4.506

Jun-10 $4.579

Jul-10 $4.672

Aug-10 $4.740

Sep-10 $4.778

Oct-10 $4.878

Nov-10 $5.195

Dec-10 $5.558

Jan-11 $5.773

Feb-11 $5.740

Mar-11 $5.612

Apr-11 $5.307

May-11 $5.301

Jun-11 $5.344

Jul-11 $5.400

Aug-11 $5.456

Sep-11 $5.490

Oct-11 $5.594

Nov-11 $5.846

Dec-11 $6.136

Jan-12 $6.344

Feb-12 $6.304

Mar-12 $6.114

Apr-12 $5.619

May-12 $5.599

Jun-12 $5.644

Jul-12 $5.699

Aug-12 $5.749

Sep-12 $5.784

Oct-12 $5.889

Nov-12 $6.134

Dec-12 $6.414

Jan-13 $6.619

Feb-13 $6.584

Mar-13 $6.364

Apr-13 $5.804

May-13 $5.759

Jun-13 $5.809

Jul-13 $5.879

Aug-13 $5.934

Sep-13 $5.969

Oct-13 $6.079

Nov-13 $6.332

Dec-13 $6.610

NYMEX  
Settlement Prices  

on 03/11/10  
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Recent NYMEX Gas Futures Pricing 

Date  Nov-10 Dec-10 Jan-11 Feb-11 Mar-11 Apr-11 May-11 Jun-11

02/16/10 $5.998 $6.318 $6.538 $6.496 $6.308 $5.835 $5.805 $5.850 

02/17/10 $6.019 $6.322 $6.539 $6.492 $6.304 $5.819 $5.787 $5.832 

02/18/10 $5.845 $6.150 $6.375 $6.332 $6.147 $5.677 $5.647 $5.692 

02/19/10 $5.716 $6.016 $6.241 $6.201 $6.031 $5.594 $5.566 $5.611 

02/22/10 $5.610 $5.928 $6.157 $6.122 $5.972 $5.567 $5.542 $5.587 

02/23/10 $5.524 $5.844 $6.072 $6.039 $5.894 $5.512 $5.487 $5.537 

02/24/10 $5.581 $5.906 $6.131 $6.096 $5.951 $5.571 $5.546 $5.596 

02/25/10 $5.515 $5.855 $6.083 $6.048 $5.908 $5.538 $5.515 $5.565 

02/26/10 $5.570 $5.910 $6.137 $6.102 $5.960 $5.575 $5.550 $5.600 

03/01/10 $5.450 $5.807 $6.037 $6.005 $5.865 $5.495 $5.473 $5.523 

03/02/10 $5.455 $5.795 $6.020 $5.988 $5.848 $5.480 $5.460 $5.510 

03/03/10 $5.491 $5.831 $6.054 $6.019 $5.879 $5.501 $5.481 $5.528 

03/04/10 $5.319 $5.667 $5.892 $5.856 $5.723 $5.383 $5.368 $5.411 

03/05/10 $5.339 $5.694 $5.919 $5.884 $5.752 $5.412 $5.402 $5.444 

03/08/10 $5.282 $5.647 $5.872 $5.837 $5.709 $5.394 $5.387 $5.429 

03/09/10 $5.248 $5.608 $5.826 $5.786 $5.656 $5.331 $5.323 $5.363 

03/10/10 $5.286 $5.641 $5.851 $5.811 $5.681 $5.353 $5.345 $5.388 

03/11/10 $5.195 $5.558 $5.773 $5.740 $5.612 $5.307 $5.301 $5.344 

Date  Mar-10 Apr-10 May-10 Jun-10 Jul-10 Aug-10 Sep-10 Oct-10

02/16/10 $5.310 $5.302 $5.360 $5.434 $5.512 $5.570 $5.602 $5.698 

02/17/10 $5.386 $5.363 $5.416 $5.482 $5.553 $5.609 $5.639 $5.732 

02/18/10 $5.172 $5.164 $5.226 $5.298 $5.374 $5.429 $5.459 $5.550 

02/19/10 $5.044 $5.057 $5.121 $5.190 $5.262 $5.316 $5.346 $5.431 

02/22/10 $4.895 $4.913 $4.977 $5.052 $5.127 $5.183 $5.215 $5.305 

02/23/10 $4.778 $4.809 $4.875 $4.952 $5.032 $5.091 $5.123 $5.217 

02/24/10 $4.816 $4.859 $4.927 $5.005 $5.086 $5.146 $5.181 $5.276 

02/25/10 $4.767 $4.831 $4.910 $4.992 $5.055 $5.093 $5.195 

02/26/10 $4.813 $4.879 $4.959 $5.043 $5.107 $5.145 $5.250 

03/01/10 $4.679 $4.746 $4.827 $4.912 $4.976 $5.016 $5.122 

03/02/10 $4.708 $4.775 $4.850 $4.934 $4.997 $5.035 $5.140 

03/03/10 $4.757 $4.821 $4.892 $4.977 $5.038 $5.075 $5.179 

03/04/10 $4.575 $4.643 $4.717 $4.806 $4.867 $4.903 $5.004 

03/05/10 $4.593 $4.659 $4.729 $4.820 $4.883 $4.923 $5.024 

03/08/10 $4.527 $4.590 $4.659 $4.750 $4.814 $4.856 $4.957 

03/09/10 $4.516 $4.575 $4.643 $4.735 $4.797 $4.836 $4.933 

03/10/10 $4.559 $4.624 $4.696 $4.789 $4.851 $4.886 $4.981 

03/11/10 $4.440 $4.506 $4.579 $4.672 $4.740 $4.778 $4.878 
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Bear Market:  Market in which prices are declining.  
 

Bull Market: Market in which prices are rising. 
 

Cash Market:  The market for a cash commodity where the ac-

tual physical product is traded.  
 

City Gate:  The physical location where the interstate pipeline 

interconnects with the utilitiesô distribution pipeline.  At this 

point, the pipeline pressure is lowered, and the natural gas is 

odorized. 
 

Commercial and Trade Accounts:  Companies involved in the 

production, processing, or merchandising of a commodity.  They 

typically have their own group of traders in the physical trading 

ring but sometimes use other traders as well to try to keep their 

trading patterns more secretive.   
 

Commitment of Traders Report:  This is a report released each 

Friday by the CFTC, which details the volume of long and short 

positions.   
 

Expiration Date:  The date and time after which trading in a 

futures or options contract terminates, and after which all option 

contract rights or obligations become null and void.    
 

Expiration Price:  The settlement price of the commodity on the 

expiration date. 
 

Fundamental Analysis:  The study of pertinent supply and de-

mand factors, which influence the specific price behavior of com-

modities.   Includes physical factors like storage inventories and 

weather.  See also Technical Analysis.  
 

Liquidation:  The closing out of a futures position.  This term 

typically relates to the closing out of a long position while the 

term used to denote the closing out of a short position is more 

often referred to as covering.  
 

Long Position:  As it relates to the futures market, one who has 

bought a futures contract to establish a market position or a mar-

ket position which obligates the holder to take delivery unless the 

contract is liquidated with an offsetting sale. 
 

New York Mercantile Exchange (NYMEX).  The commodity 

exchange based in New York City where natural gas futures 

contracts are traded.  Other energy futures are traded on this 

exchange as well. 
 

Non-Commercials:  As it relates to the futures market, non-

commercials are generally speculative traders. 
 

OPEC (Organization of the Petroleum Exporting Countries): 
The acronym for the Organization of the Petroleum Exporting 

Countries that have organized for the purpose of negotiating with 

oil companies on matters of oil production, prices, and future 

concession rights. Current members (as of the date of writing this 

definition) are Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, Ni-

geria, Qatar, Saudi Arabia, the United Arab Emirates, and Vene-

zuela. 
 

Open Interest:  Future's) contracts during a given period of time, 

which have not been satisfied by an offsetting sale or purchase or 

actual delivery.  Also referred to as open commitment. 
 

Range bound:  A term that is used when a commodity 

seems to be unable to move below or above a certain trading 

price range. 
 

Settlement Price: The price established by the NYMEX 

Exchange Settlement Committee at the close of each trading 

session to be used by the clearinghouse in determining net 

gains or losses, margin requirements, and the next dayôs 

price limits. Calculating the weighted average of prices as 

the market nears closing derives the settlement price.  
 

Short Position:  As it relates to the futures market, one who 

has sold a futures contract to establish a market position or a 

market position, which requires the seller to make delivery at 

the agreed upon price unless the contract is liquidated with 

an offsetting purchase. Opposite of Long Position. 
 

Spot Market:  The cash market.  Short-term contracts for 

energy supplies.  Natural gas spot market trades are done on 

a monthly or daily basis whereas power market spot market 

trades are done on an hourly basis. 
 

Storage:  Facility used for the storage of natural gas; usually 

a cavern carved out of natural salt domes or depleted natural 

gas reservoirs into which natural gas can be reinvested and 

produced with minimal loss.  Storage inventories are utilized 

particularly in the Northeast and Midwest to help meet natu-

ral gas heating demand needs during the winter months. 
 

Technical Analysis:  An approach to forecasting commodity 

prices, which examines patterns of price change, rates of 

change, and changes in volume of trading and open interest, 

without regard to underlying fundamental market factors. 
 

Trading Volume:  In the futures market, the number of 

transactions in a contract made during a specified period of 

time. 
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