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Short-Term:
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The first
quarter
decline
has
started

It is a little early for the fourth quar-
ter peak to have been established, but signals are
pointing that direction. After hitting a high of
$5.318 per MMBtu on Oct. 2I, the front-month
natural gas NYMEX contract has continued to fall
and the extent of the decline leads us to believe
that we are now in the timeframe of the first quar-
ter decline. However
prices will move in a straight direction to the first
quarter low. There will be periodic price correc-
tions either due to an oversold market or due to
changing weather conditions. It should be noted
that prices tend to strengthen after the Thanksgiv-
ing Day Holiday, but then usually weaken again by
mid-December.

Long-Term: On average, there is an ||-week gap
between the peak of the fourth quarter rally and
the low of the first quarter decline. Eleven weeks
from Oct. 21 is Jan. 6, 2010. The average first quar-
ter decline from a fourth quarter peak is around
47%, so this targets a price level of $2.82 for the
first quarter low. This seems unattainable at this
point in time, but it

the current weather forecasts and the potential
strengthening of El Nifio into the middle of winter.
Buyers should be gearing up for some long-term
buying to take place anywhere between mid-
December to mid-January.

The Advisor Report Card Highlights

. October Monthly Edition (p. 6): Projected
that the November 2009 NYMEX would test
$5.25-$5.50 before the rally ended.

i RESULTS: November was trading at $4.94

at the time of this publication. It then ral-
lied, reaching $5.318 per MMBtu on Oct.
21 and has since turned south again.

. August Monthly Edition (p. 1): Indicated that
Jan-Mar 2010 NYMEX prices had the ability to
fall by $1 per MMBtu.

U RESULTS: This-gnonth average was trad-
ing at approx. $5.70 per MMBtu at the timg
of this publication and is now at $4.96
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Nut s hel

This section provides a one-page recap of the
highlights of this newsletter:

Education: Conflicting Production Outlooks
(p. 3): As natural gas prices have fallen, the
drilling rig count has been cut by more than half
of what it was in the fall of 2008. In past years,
a decline in drilling has had a direct correlation
to a decline in production. While production
data lags drilling data, there are no signs that the
supply/demand balance is severely tightening.
Several producers continue to put forth forecasts
anticipating major production declines by the
end of 2009 into 2010, yet at the same time other
producers are reporting major finds and an-
nouncing the ramping up of drilling activity in
2010. These are conflicting stories. Fears of
production declines will help to keep support
under natural gas prices. But, even if a produc-
tion pullback occurs, the situation is much differ-
ent than historical supply shortages because of
shale gas. Supplies exist and they are recover-
able at the right price and they are plentiful. If
or when production declines become evident,
natural gas prices will rally on fear. However,
the situation can be remedied probably in less
than six months as producers tap into wells pre-
viously drilled but not yet brought into service.

Natural Gas Fundamentals and Technicals (p.
4). Mother Nature is in control and any price
strength is expected to be corrective only. It is
very possible that the fourth quarter high is in at
$5.318 per MMBtu, and the current trend is the
first leg of the first quarter decline, targeted to
bottom somewhere between Dec. 9 and Jan. 6.
The timing will be somewhat dependent on
weather conditions, but we anticipate it will ulti-
mately be in the second part of that timeframe.
The extent of the first quarter decline could be
dramatic if El Nifio conditions continue to
strengthen.

Price. Recommendations (p. 5):Other than
wrapping up December and considering a layer
for Jan-Mar 2010, we believe now is the time to
wait out for the first quarter low as we expect it
to bring with it better prices for calendar year
2010 and beyond.

NGSA Releases Winter Outlook (p. 6): The Natural
Gas Supply Association has released its winter outlook.
Given demand and supply projections and the weather
outlook, the NGSA looks for downward pressure on
prices. They note that the biggest driver for natural gas
prices, either up or down, will be the pace of economic
recovery.

Drilling Rig Update (p. 6): The natural gas drilling rig
count has climbed from a low of 665 rigs to 734 rigs. It
now appears that the bottom could very well be in.

Storage Outlook (p. 7): Storage inventories are at 3,788
Bcef. In other El Nifio years, withdrawals have ranged
from 1,680 Bcf to 1,876 Bef. If similar withdrawals oc-
curred during the winter of 2009-2010, ending inventories
on March 31, 2010 would be at 1,912 to 2,108 Bcf o lev-
els that would help to keep natural gas prices lower into
the summer of 2010.

Weather and Hurricane Outlook (p. 8): Near-term
weather is very bearish with moderate temperatures into
November 24. Hurricane season ends on November 30 so
it is no longer having an impact on prices.

Historical NYMEX Price Comparison (p. 9)

Industry News (p. 10)

. Horn River Making Headlines: A major shale region
of Canada and possibly the largest find in N. America.

. Canadian LNG Facility Operational: Canaport, near
Saint John, can now send out 1.2 Bcef/day of gas.

. Florida LNG Terminal Making Progress: An LNG
terminal near Tampa Bay is on track to open in 2013.

. Cameron LNG Facility Opens: This significant pro-
ject near major pipeline hubs has opened.

Pipeline News (p. 11)

. Updates for Vector Pipeline (MI); Fayetteville Express
(AR); and Northern Bridget (OH to PA).

. Rockies Express Expected to be Fully Operational on
Nov. 12: This 1,678-mile pipeline, capable of moving
1.8 Bcef/day of gas out of the Rockies should be in full
operation very soon.

. Open Season Discussion for an Alaskan Pipeline:

Despite robust shale production, talks of a pipeline to
the Lower-48 continue with an open season planned in
July 2010.

Historical NYMEX Pricing Data (p. 12)
Daily Natural Gas NYMEX Futures Pricing (p. 13)
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Education: Conflicting Production Outlooks

Conflicting Production
Outlooks

In past years, when natural gas prices plummeted,
it meant a major decline in drilling, which in turn
resulted in a significant decline in natural gas pro-
duction. Natural gas prices dipped to as low as
$2.409 per MMBtu in the fall of 2009 and they con-
tinue to be very weak with natural gas prices on the
New York Mercantile Exchange (NYMEX) trading
at below $5 per MMBtu. In fact, natural gas prices
have dipped to six-year lows, and that has caused
the natural gas drilling rig count to plummet from
1,267 rigs at the start of the year to just 665 drilling
rigs by mid-July. The drilling rig count has since
risen to 734 as of November 6, 2009.

Meanwhile, production declines are occurring but
at a much slower pace than many expected. This
slower pace may be caused by two reasons.

. First, many producers seem to have hedged a
large portion of their 2009 sales volume, so they
may be somewhat insulated from the price de-
clines thus far and therefore less likely to curtail
production. However
ducers have as much of their 2010 sales volume
hedged as they did in 2009, so if natural gas
prices remain low, it is possible that the drilling
rig count could actually turn south again.

. Second, there is a lag between the bottom in the
drilling rig count and production data from the
Energy Information Administration (EIA). That
time lag ranges from 6-12 months. So, if the
drilling rig count bottomed in mid-July, it means
that production declines could accelerate in early
to mid-2010. Thus, it is possible that the market
may be a bit premature in assuming that produc-
tion declines are slower than anticipated and/or
going to be a lot less than expected.

Outlook #1: Declines Will be Significant

Current EIA production numbers indicate that
natural gas production in the Lower-48 increased
0.8% in August from July. This appears to be due
to the completion of maintenance on several Wyo-
ming wells. Other producers point out that the in-
crease was caused by restoration of production in
the Gulf of Mexico fr
son. The EIA says natural gas production rose to
63.17 Bef/day in August with ongoing gains primar-
ily in Louisiana, which can be attributed to the

’

o

Haynesville Shale. Quantifying future production
declines isnotascienced i t 6s a gues
sources, Inc. CEO Mark Papa, projects that produc-
tion will be down 3.2 Bcf/day by December of 2009
and by 5 Bcf/day by June 2010. Chesapeake En-
ergy, one of the first producers to shut-in production

in 2009, also expects production in 2010 to decline
substantially. Chesapeake expects production de-
clines to become more evident in the first half of
2010, with production declines continuing into the
second half of 2010 and eventual bottom in produc-
tion being hit in 2011.
that producers want to see a tightening of production
because that will cause natural gas prices to once
again rise.

vJ

Outlook #2: No Reason to Stop Drilling

On the other hand itods
supply shortfall when there are other companies talk-
ing about ramping up activity heading in 2010.
Devon Energy says it currently has seven drilling
rigs running in the Barnett Shale in Texas, but ex-
pects that number to rise to 16 in 2010. Similarly,
Devon Energy is also adding drilling rigs in the Horn
River shale region in Canada and the Woodford
Shale region in Oklahoma. Newfield Exploration
Company says its production levels from the Wood-
ford Shale in Oklahoma to the Texas Panhandle have
grown by almost one third from the third quarter of
2008. Plus, Chesapeake Energy Corp. and Anadarko
Petroleum Corp. two of the largest producers in the
U.S., recently reported big increases in gas produc-
tion despite a reduction in spending and lower prof-
its caused by falling prices.

Conclusion

Shale production has been a game-changer. Pro-
ducers don6t want to m
rather continue to drill than to risk losing out on a
major market opportunity. We do believe that at
some point in early 2010 there will be an EIA pro-
duction report showing lower production that will
create a scare in the
will cause natural gas prices to rally. However,
given that there is a backlog of completed wells that
have postponed coming i
l ong for new producti qgn
the price is right. Thus, we view any imbalance in
supply/demand that does surface will be corrected
within a shorter amount of time than what would
have occurred historically.
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Bullish Factors

. Speculators (non-
commercial players)
hold an extreme net
short position of
natural gas con-
tracts.

. Value of the U.S.
Dollar continues to
decline and this is
bullish for crude oil.

Bearish Factors

. 4th quarter rally could have very well ended at $5.318 on
Oct. 21.

. Storage is already at record levels but moderate weather
will provide for injections into the first couple of weeks
of November.

. Near-term weather forecasts are very bearish.

. Winter forecasts are changing as the outlook now seems
to favor strengthening El Nifio conditions.

. EIA production reports still have not shown any signifi-
cant declines.

Neutral Factors

. Signs are surfacing from
the Commerce Dept. that
industrial demand is re-
bounding. This may also
be due to inventory re-
building.

. Ifnatural gas prices con-
tinue to fall, it could dis-
place more coal electric
power generation.

. Hurricane Ida had no impact on natural gas prices.

Fundamentals

It is a rare occasion to see natural gas prices fall in the face of
winter, but right now that is the situation. Near-term weather
forecasts call for moderate temperatures for much of the na-
tion well into the third week of November. This is eliminat-
ing heating demand needs and will likely force some addi-
tional storage injections in November, a time which is typi-
cally the withdrawal season. Hurricane Ida came and went
having virtually no impact on natural gas prices because stor-
age inventories are already at near-maximum levels. For sev-
eral weeks, natural gas prices had been moving higher on opti-
mism that an economic recovery was near and with that
comes a rebound in demand. According to the government,
the U.S. economy grew at a 3.5% annual rate in the third quar-
ter, ending a string of declines over four quarters that resulted
in the most severe slide since the Great Depression. Since
consumer spending represents about 70% of the U.S. GDP,
this is viewed as a sign that consumers are again spending,
and that is a necessary requirement of economic recovery.
However, economic recovery has taken a back seat to ample
supplies caused primarily by moderate temperatures and re-
cord-level storage inventories. Even if temperatures turn
colder, most do not expect any issues with meeting natural gas
demand this winter. There is ongoing discussions of produc-
tion declines starting to show up in 2010, but there has yet to
be any sort of data to support those forecasts. Near-term fun-
damentals are bearish and will likely remain that way until
some sort of winter weather shows up.

Technicals

Numerous other commodities are rising as
the value of the U.S. Dollar declines, but
the natur al g asd imar
standing on its own right now. If the fourth
quarter rally ended on Oct. 21 at $5.318 per
MMBHtu, it means the seasonal rally lasted 7
weeks and the market is now in the process
of proceeding toward the first quarter low.
On average, this low should occur 7-11
weeks after the fourth quarter high, so this
targets a date range of Dec. 9 to Jan. 6 for
the potential first quarter low. What could
that low look like? On average, the front-
month natural gas NYMEX price declines
47% to a first quarter low. Using $5.318
per MMBtu as a high, this targets a poten-
tial first quarter decline price of $2.82.
That price is hard to imagine at this time,
but even if the decline is half of the norm, it
targets a first quarter decline price of $4.06
per MMBtu. Considering that December
2009 is at around $4.50 per MMBtu, this
price target is much more achievable espe-
cially if El Nifio conditions strengthen as
that would likely bring moderate tempera-
tures to the northern part of the U.S.

General Outlook: The National Weather Service expects above-normal temperatures to blanket the
eastern two thirds of the nation through Nov. 24. Mother Nature is fully in control of prices right now.
However, the timing of this warm-up coincides with the timing of correction toward the first quarter low.
The market could see a corrective bounce simply because it is overdue. After so many days of declines, it
woul dn’t be unusual to see some sort of rall
winter, you should be ready to wait out any sort of correction in anticipation of the first quarter low.
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Pricing Analysis and Outlook

December 2009

11/10/09 Settlement: $4.467
NYMEX Expiration: Tues., Nov. 24

On average over the past five years,
with the exception of 2005 when
hurricanes severely disrupted prices,
the December NYMEX expiration
has exceeded the November expira-
tion by approximately $.45 per
MMBtu. The November 2009 NY-
MEX expired at $4.289. If you add
$.45 onto that, it earmarks a Decem-
ber expiration of around $4.739. We
advise finishing up the purchase of

Beyond December 2009

The extent of price weakness will directly correlate to how long mild
temperatures linger. Right now, there are no fears in the marketplace.
However, any forecast calling for below normal temperatures is going
to result in a price rebound as uncertainty over winter will return, and
uncertainty pushes natural gas prices higher. When storage inventories
are sufficient (as is the case this year), natural gas prices historically are
stronger in the first half of winter than the second half. We anticipate
the storage inventories will still be at very high levels at the end of De-
cember even if winter weather ultimately turns to below normal. There
are still fears that production declines are going to become much larger
heading into 2010, but at thi

data to substantiate this outlook. If El Nifio conditions strengthen, natu-
ral gas prices could be poised to decline substantially into the first quar-
ter low. Look for this low to develop between Dec. 9 to January 6, with

December 2009 needs while tem-
peratures are mild and prices are
down. Once cold weather sets in a
price rebound is expected.

a higher likelihood of it occurring in the second half of this timeframe.
The first quarter low should present a significant buying opportunity for
not only 2010 but also potentially 2011 and beyond.

Actions to Consider

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

With winter prices below $5, being patient for even lower prices is more difficult, but that is exactly what we be-
lieve buyers should do on at least a portion of their needs. Recommendations are premised on price level more
so than other factors at this time, as we continue to believe the first quarter low will bring with it some lower
prices for at least the second half of 2010 and beyond.

U Dec 2009: Low-, medium- and high-risk buyers should finish out buying for December on current price weak-
ness. Overall, we anticipate that December will rally again as it is overdue for a correction.

U Jan-Mar 2010: Previous targets for low-risk and medium-risk were hit. This three-month strip is now trad-
ing at below $5. Could it fall to $4-$4.50? Sure, if weather remains mild but much of winter is still ahead
and there will likely be some cold spells. Low-risk buyers should complete purchase for all months at $4.95
per MMBtu. Medium-risk buyers should look to acquire at least 50% of projected needs for Jan-Mar at a
$4.75-$4.95 price level. If you want to take on a little more risk in anticipation of the first quarter low, taper
back purchases for February and March. High-risk buyers should sit on the side lines.

U Apr-Jun 2010: This three-month strip is now trading at just over $5. Low-risk buyers should complete pur-
chase for all months at $4.95 per MMBtu. Medium-risk buyers should look to acquire at least 35% of pro-
jected needs for Apr-Jun at a $4.75-$4.95 price level. High-risk buyers should sit on the side lines.

U Jan-Dec 2010: This calendar year purchase is intended to provide a layer of price stability. Previous targets
of $5.75 for low-risk and $5.50 for medium risk were hit. If you felt those prices were too high, reduce your
I2-month average target to $5.25 per MMBtu. High-risk buyers are on hold.

U Jan-Dec 2011 and Jan-Dec 2012: All risk categories are on hold for now as we await the start of the first

quarter decline. Preliminary targets for these calendar years are $5.80 for 201 | and $5.95 for 2012.

NOTES: “ Actions to Consider” is a reference t o Theddvisagporthpurghasingsn layemato tpiead |[p f oact |
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, I nc. does not pr o mastthe puahase of foungréthag | afpd an
75% of a business’ projected natur al gas usage i nt ocentage based an theirrindividdalo| &I | ow
operations. “Actions t o C-aish smédidnertsk’and pigh-eisk bugke. sLow-rigkfb@yerseare ey Hudgtt @onstiomsvand 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.
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Pricing Analysis and Outlook

NGSA Releases
Winter Outlook

The Natural Gas Supply Association (NGSA)
recently released its 9th annual Winter Outlook
assessment of the
the key factors of economy, weather, overall de-
mand, storage, and production, NGSA said it ex-
pects those factors will have a combined neutral
impact on natural gas prices this winter compared

to the | ast AThi s wif
economy to potentially be the dominant factor
affecting natur al gas

man Patrick J. Kuntz.

Given their economic outlook, the NGSA ex-
pects demand from industrial, commercial and
residential customers to be similar to last year, but
noted that high storage inventories will continue to
put downward pressure on prices. They expect
industrial demand to be somewhat higher than last

natur

U.S. Natural Gas Drilling Rig Count

Per Baker Hughes
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The natural gas drilling rig count continues to climb. In its most
recent weekly report, Baker Hughes reported that 734 natural gas
drilling rigs are now active. This is still down substantially from
past years, but the rig count now appears to be rebounding slowly.

winter as there are signs of improvement already
occurring in this sector. However, they expect a
decline in demand from the commercial and resi-
dential sectors due to the economy and milder
winter conditions. Overall, the NGSA expects
overall natural gas demand to be around 75.2 Bcf/
day for the winter of 2009-2010. By comparison,
natural gas demand was 75.6 Bcf/day in the winter
0f 2008-2009.

Relative to supply, the NGSA analysis expects
average winter production levels to be around 55.7
Bcef/day in comparison to 55.5 Bef/day last winter.
They also expect Canadian imports to be .5 Bef/
day lower than last winter; however, that decline
is expected to be partially offset by a .1 Bcf/day
increase in LNG imports. Longer-term, the
NGSA expects gas production levels in the Lower
-48 to bottom in the third quarter of 2010 at
around 54.07 Bef/day. By comparison, the Energy
Information Administration (EIA) expects produc-
tion levels in the Lower-48 to bottom in the first
quarter of 2010 at 52.69 Bcf/day.

In the end, the NGSA concludes that the pace of
the economic recovery and the severity of winter
weather will be the most significant factors im-
pacting the natural ga
put forth specific price forecasts, they do summa-
rize those of other analysts, which on average
range from around $5 to $6.75 per MMBtu for
calendar year 2010, with the majority hovering

3
D

around $5.50 per MMBtu.

Natural Gas Commitment of Traders Report
(As of November 3, 2009)

Long Short Net
Non-Commercial 73,392 231,042 (157,650)
Commercial 304,460 175,623 128,837
Non-Reportable 68,724 39,911 28,813
Managed Money 63,503 189,240  (125,737)
Other Reportables 9,889 41,802 (31,913)
Swap Dealers 147,390 9,980 137,410
Producer/Merc/User 157,070 165,643 (8,573)
Non-Reportable 68,724 39,911 28,813

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:
Short Position:

Indicates the purchase of a contract.
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.)
TR@aduce/Merthant/ProceddbtiUbert A entity thahp@dyminacthyo
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
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Storage Analysis and Outlook

Storage Outlook
Weekly Storage Comparison (in Bcf)

The storage injection season officially
ended on October 31, 2009, but even so, Week Ending This Year Last Year
injections are expected to continue into No-

b . th derat th October 30 + 29 Injection + 23 Injection
Vem.er 'g}ven ¢ ‘,’er}’ moderate weather October 23 + 25 Injection + 49 Injection
that is hitting the majority of the U.S. As of October 16 + 18 Injection + 71 Injection
October 30, storage inventories had reached October 8 + 58 Injection + 81 Injection
3,788 Bcef. According to the Energy Infor- ) )
mation Administration (EIA), the maximum Year-On-Year Comparison (in Bcf)
estimate that storage caverns arognd the 2008 Inventories 3788
U.S. can hold is 3,889 Bef of working gas. 2008 Difference 379 Surplus (Inventories were 3,409)
This means storage is on average 97% full. 5-Yr. Avg. Difference 414 Surplus (Inventories were 3,374)

Because this is an average, there are storage
fields that have already reached 100% ca-
pacity and are no longer allowing injections.
However, where there is space, we antici-
pate injections will continue as the mild
temperatures have virtually eliminated the
need for natural gas for heating demand. So

what will withdrawals look like? ESI 6s estimate of storage inwu@4vBdr|i g
Strong El Nifio conditions existed in the To reach this estimate, storage withdrawals must equal 88 Bcf per Week

Storage Projections (in Bcf)

Withdrawal season ends: 03/31/10
Number of weeks remaining in the withdrawal season: 21

winter of 1997-1998 and 1,680 Bef was If withdrawals are equal to the 08-09 weekly average of 83 Bcf per Week
withdrawn from storage. Similar with- Then storage inventories on 03/31/10 will be 2,037 Bef
dra.wals this winter result in ending inven- If withdrawals are equal to the 5-year average of 90 Bcf per Week
tories of 2,108 BCf on Ma.rc.h 31, 2910- ' Then storage withdrawals on 03/31/10 will be 1,889 Bcf
. Moderate El Nifio conditions existed in
the winter of 2006-2007 and 1.876 Bef ESI est!mates that by 11/30/09, storage !nventor!es W!|| be: 3,747 Bcf
. .. ESI estimates that by 12/31/09, storage inventories will be: 3,398 Bcf
was withdrawn from = storage. Similar ESI estimates that by 01/31/10, storage inventories will be: 2,809 Bcf
withdrawals this winter result in ending
inventories of 1,912 Bef on March 31.
The maximum amount ever withdrawn
from storage occurred during the winter of U.S. Natural Gas Storage Inventories
2007-2008 where 2,297 Bcf was with- 4500
drawn. Similar withdrawals this winter | | | ====- 2009-2010 Projections
result in ending inventories of 1,491 Bcf 4000 2008-2009 Actual T
on March 31. -\\\ == 2007-2008 Actual ’7
. . . 3500 \ — — 2006-2007 Actual s
Under all scenarios, storage inventories be- . pe
ing the injection season at relatively high . '/’/ /
levels. 3000 7
‘G 2500
Projected Price Impact: Everything o
b is bearish. The pri - = 2000
about storage is bearish. e price con
tango continues to exist with January
. . 1500
2010 trading at a $.50 premium to De-
cember 2009. This means operators 1000
will hang onto storage for use later in
the winter and this means inventories 500 TP T T T T T
will remain at very high levels into the 83898335 IIB5983508838385s
39930 a 38T sroeerr 875953
calendar year 2010. R =




Weather Outlook

Weather Outlook Hurricane
According to the Climate Prediction Center (CPC) of the NOAA Outlook

(U.S. National Oceanographic and Atmospheric Administration), By the time we |i
El Nifio conditions are expected to strengthen over the winter of edition. the 2009 Atlantic-basin tropi-
2009-2010. A stronger El Nifio tends to result in milder winter cal st01:m season will be officiall O\I/)er
temperatures in the northern part of the U.S. and the maps below as it will end on November 30y As-
reflect the NOAAOGs outl ook. . . ) ' CH

N L suming Hurricane Ida is the last storm
the El Nifio is expected to occur at some point in November of the vear. the 2009 season will tie
through February, which means above-average precipitation for 2006 asybei’n one of verv low storm
Florida, central and eastern Texas, and California, with below- activit Thge car 19913] ultimatel
average precipitation for parts of the Pacific Northeast. It also ranks Zs a vear zvith the lowest actiV}j
means above-average temperatures and below-average snowfall in it Ironig]all the low activity of
most likely the Northern Rockies, Northern Plains, and Upper 13'97 was cau}s]’e d by ver strony El
Midwest, while below-average temperatures would be confined to o o y very &

Nifio conditions as El Nifio patterns
the southeastern states. The forecast from the CPC runs counter to have strone wind shear. which breaks
several forecasts from private meteorologists. One firm has pre- apart tropifal disturbanc’es before they
dicted the nCOIdeS.t weather can develop further. The winter of
another says the Midwest shoyl €1997-1998 was also verv mild. 20063 "
private weather forecasts have been premised primarily on the was also a vear of anryEl N{ﬁo al-
weakening of El Nifio conditions. However, with the warming year. A |

. X though it wasnbét 4
trend thus far in November, the potential for the CPC to upgrade 1997 We 61 | Know
E.I Nt 1o Con(.jl tions t.O fimode t ethestrengthoftheElNiﬁothisyearin'
will be much more challenging for some of the private forecasts to .

. . . just a few weeks.
continue to support their bullish outlooks.

Projected Price Impact: Winter is not starting out cold. In fact, El Nino conditions appear to be getting
stronger and that could mean some very mild temperatures for the northern part of the US. Given that
storage is at record-level highs and industrial demand is still sluggish, if El Nifio does indeed strengthen,
nat ur al gas prices in the second half of win
MMBtu to something closer to $4 or even below but that entirely depends on the strength of El Nino.

NOAA Weather Map
Color Code

Nov-Dec-Jan 2009 Jan-Feb-Mar 2010

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)

Issued October 15, 2009

Issued October 15, 2009
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Pricing Analysis and Outlook

NYMEX Historical and Future Prices NOTE: This graph is updated cach
Monday on our website.
2007 Actual
14. i
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The above graph illustrates how the market views the value of forward-looking prices. Since lastmo nt h 6
tion, the value of the calendar-year NYMEX strip for 2010 has fallen about $.75 per MMBtu. As 2010 nears, the
reality of record-level storage and a warm start to winter have taken a hold of pricing and pulled it much lower.
Similarly, 2011 and 2012 prices have also fall

Quick November 2009 Recap:

The November 2009 natural gas NYMEX price limped into expiration 0 falling close to $.30 in its last day of
trading to expire at $4.289 per MMBtu. This was the lowest settlement price for November since mid-
September. Colder temperatures in October provided support to November pricing, but by the end of the month
that support let go as the colder weather was replaced with above-normal temperatures that have lingered into
November. The November 2009 expiration is the lowest November expiration since 2002.

NYMEX Comparison Data Historical Natural Gas NYMEX Expiration

Past Month Comparison 10/09 10/08 2005 2006 2007 2008 2009
October $3.730 $7.472

JAN $6.213 $11.431 $5.838 $7.172  $6.136

November Comparison 11/09 11/08 FEB $6.288  $8400 $6.917 $7.996  $4.476

10//28/09 (Expiration) $4.289 $6.469 MAR $6.304  $7.112  $7.547 $8.930 $4.056

10/27/09 $4.557 $6.186 APR $7.323 $7.233 $7.558 $9.578 $3.631

10/26/09 $4.513 $6.121 MAY $6.748  $7.198  $7.508 $11.280  $3.321

JUN $6.123  $5925 $7.501 $11.916  $3.538

Next Month Comparison 12/08 12/07 JuL $6.976  $5.887  $6.929 $13.105  $3.949

December $6.888 $7.203 AUG $7.647  $7.042  $6.110 $9.217  $3.379

SEP $10.847 $6.816  $5.430 $8.394  $2.843

o ocCT $13.007 $4.201 $6.423 $7.472  $3.730

December 2009 NYMEX Expiration: NOV  $13.832 $7.153 $7.269 $6.469  $4.289

Tuesday, November 24, 2009 DEC  $11.180 $8318 $7.203  $6.838
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Industry News

Horn River Making Headlines

Shale discoveries arenot
ing in Canada as well. In fact, the Horn River Basin in Canada is
being calling the biggest discovery in North America. Horn River is
estimated to contain 250 trillion cubic feet (Tcf) of natural gas of
which about 20 percent is estimated to be recoverable. What makes
Horn River so interesting is that the first year decline rates seem to be
less than they are in many other shale regions. In September, Exxon
Mobil Corp. announced that they found a world class discovery in the
Horn River Basin. Exxon Mobil has 250,000 acres and initial results
on each of the four wells completed indicates each well will produce
between 16,000 and 18,000 Mcf/day, which is about 5 times the size
of average well s i
ville shale. Of course, estimating the amount of reserves in a basin
isndt an exact
$187 million to the development of infrastructure; Encana has com-
mitted the first $400 million for a new gas processing plant; Tran-
sCanada Pipelines is investing $380 million to build a pipeline south
to increase distribution capacity; and Kitimiat LNG is building a new
liquefied natural gas (LNG) plant to open Horn River gas to Asian
markets.

Canadian LNG Facility Operational

The Canaport liquefied natural gas (LNG) import facility, located
near Saint John, New Brunswick, has officially opened. It is the first
LNG import terminal to be built on the east coast of North America
in 30 years. It is also the first LNG import facility ever constructed in
Canada. It currently has a capacity to send out 1.2 Bef/day, which is
enough to heat 5 million homes. LNG deliveries are primarily arriv-
ing from Trinidad, Tobago, and Egypt. LNG from the facility is then
delivered to markets via a pipeline that connects to the existing Mari-
times & Northeast Pipeline, which deliverers to the Canadian markets
of Nova Scotia and New Brunswick and U.S. markets of Maine and
the Northeast.

As LNG becomes a bigger player in meeting global natural gas
demand, some believe the pricing of LNG will become more consis-
tent around the globe, but that is unlikely. Most contracts for LNG in
Asia and Europe are long-term contracts that have a price link to a
formula which is directly tied to the price of crude oil. Conversely, in
the U.S., the price of LNG is linked to the price of natural gas at the
Henry Hub in Louisiana. On an MMBtu basis, crude oil is continuing
to trade at a significant premium to natural gas, and as a result, some
of the Far East countries are reducing commitments under long-term
contracts and buying needed supplies in the spot market at a substan-
tial discount. However, the large price discrepancy between crude oil
and natural gas has led to a growing spot market for LNG deliveries
and that has some inherent benefits for the U.S., which tends to rely
solely on the spot market for LNG deliveries.
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Florida LNG Terminal
Making Progress

U. s
Port Dol phinds djleepuv
natural gas (LNG) import terminal
off the west coast of Florida is one
step closer to reality as it recently
received a firecofrd

the federal permitting process. It
also recently received a license that
was issued by the U.S. Maritime
Administration. The floating LNG
terminal is proposed to be built in
the Gulf of Mexico 28 miles south-
west of Tampa Bay. Construction
is currently slated for 2012 with a
completion date of 2013. LNG
tankers would deliver gas to the
terminal and the gas would flow
toward Florida via a pipeline. It is
estimated that Port Dolphin will
ultimately deliver on average
400,000 Mcf/day of natural gas to
Floridians.

Cameron LNG
Facility Opens

Sempra Energy recently celebrated
the opening of its $900 million
Cameron LNG import facility. The
facility, is located near Lake
Charles, Louisiana, near the Gulf of
Mexico and is capable of delivering
1.5 Bcef/day of natural gas into the
U.S. What is of significant impor-
tance about this hub is its proximity
to major pipeline hubs as that loca-
tion in Louisiana has close access
to virtually two-thirds of U.S. natu-
ral gas markets. Sempra Energy
also has another LNG terminal
along the North Baja California
Pacific Coast in Mexico, which
makes it somewhat of a unique
player in the natural gas market as
it is able to now receive LNG car-
goes from both the Atlantic and the
Pacific.
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Pipeline News

Pipeline Corner

Vector Pipeline (MI)

Vector Pipeline is holding an
open season through November
30, 2009, 4:00 p.m. EST to gauge
shipper interest in a third expan-
sion of their system in 2011.
This expansion would increase
pipeline capacity by potentially
115,000 Mcf/day. This expansion
follows previous expansions
completed in 2007 and 2009.
Vector extends 348 miles be-
tween the Chicago Hub and the
storage complex at Dawn, On-
tario.

Fayetteville Express (AR)
The Federal Energy Regulatory
Commission (FERC) has given
Fayetteville Express Pipeline
LLP a favorable environmental
review. The 185-mile, 2.4 Bcf/
day pipeline project would extend
from the prolific Fayette Shale
region in Arkansas to an inter-
connect with Trunkline Gas in
Mississippi  and interconnects
with several other pipelines as
well. If all approvals are re-
ceived, the project could be in
full service in January 2011.

Northern Bridge (OH to PA)
FERC recently approved an
expansion request of Northern
Bridge, which would give Texas
Eastern Transmission the ability
to move another 150,000 Mcf/
day from Clarington, Ohio, the
point where Rockies Express
ends, to the Oakford/Delmont,
PA region. This is one of many
pipelines looking to move Rock-
ies supplies away from the
Clarington point to markets in the
Mid-Atlantic and Northeast.

Rockies Express Expected To
Be Fully Operational on Nov. 12

Owners of the Rockies Express Pipeline LLC (REX) recently told the
Federal Energy Regulatory Commission (FERC) that they were ready
to begin service on the final portion of the 1,678-mile pipeline. REX is
a massive pipeline project that extends from the Rockies east to
Clarington, Ohio. Parts of the pipeline have been operational for some-
time, but the last remaining piece, located within the state of Ohio, is
expected to begin service on November 12. REX is capable of moving
1.8 Bcf/day of natural gas supplies from the Rockies to markets in the
Midwest and the East. It has 20 interconnection points linking it to
other intrastate and interstate pipelines.

The impact of REX is being felt throughout the nation. Because REX
allows more gas from the west to make its way east, the cost of delivery
to eastern states has declined
because Rockies gas has more deliverability choices, the cost of deliv-
ery to western states has incre

Open Season Discussions for
an Alaskan Pipeline

TransCanada Alaska Co. LLC, known as TC Alaska, is expected to
hold an open season at the end of July 2010 on its proposal to build a
$26 billion pipeline that will extend from the North Slope to the Lower-
48. An open season allows shippers to express interest in a potential
pipeline project and it allows TransCanada to gauge shipper interest in
order to determine whether or not they should proceed. However, this
is probably the first of several open seasons given the size of this pro-
ject. Initial plans for the project indicate a 1,700 mile pipeline that
would be capable of moving 5 Bcef/day of natural gas supplies out of
Al askads North Slope region.
build an Alaskan pipeline under the Alaska Gasline Inducement Act
(AGIA), which means the pipeline would be eligible to receive $500
million of reimbursement dollars. TC Alaska received a big boost
when ExxonMobi l signed onto it
other competing project, by BP and ConocoPhillips, called Denali, con-
tinues to be pursued, despite the fact that it will not qualify for the reim-
bursement dollars under the AGIA.

An Alaskan pipeline has been talked about for years. The concept
was resurrected in 2001 after natural gas prices soared to new heights.
However, since then, prolific shale discoveries in the Lower-48 have
led some to question whether the need for an Alaskan Pipeline still ex-
i sts. Whil e an Al askan pipeld.@
2018 at the earliest, in the end, it will boil down to natural gas price
projections. At this time, most believe natural gas prices will eventu-
ally rise again given the rapid first year decline of shale wells and the
attractiveness of natural gas in climate change legislation.

ne
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NYMEX Pricing Data

NYMEX Daily Trading Data: Highs and Lows
Settlement Prices
on 11/10/09 gzrl:fri)ét Trading Daily Open Daily Daily Daily
i Date High Low Settlement
Trading
Dec09  34.467 Nov 09 10/09/09 $4977  $4.990  $4.754  $4.770
Nov 09 10/12/09 $4.781 $4.972 $4.781 $4.880
Nov 09 10/13/09 $4.873 $4.959 $4.513 $4.588
Jan-10  $4.861 Nov 09 10/14/09 $4.609  $4.664  $4.399  $4.436
Feb-10  $4.935 Nov 09 10/15/09 $4.445  $4.608  $4.355  $4.482
Mar-10  $4.953 Nov 09 10/16/09  $4.500 $4.880 $4.437 $4.781
Apr-10  $4.967 Nov 09 10/19/09 $4.770  $4.916  $4.672  $4.835
May-10  $5.030 Nov 09 10/20/09 $4.870  $5.195  $4.856  $5.161
Jun-10  $5.133 Nov 09 10/21/09 $5.172 $5.318 $5.070 $5.100
Jul-10 $5.249 Nov 09 10/22/09 $5.095 $5.214 $4.908 $4.947
Aug-10 $5.343 Nov 09 10/23/09 $4.980 $5.056 $4.771 $4.787
Sep-10 $5.411 Nov 09 10/26/09 $4.735 $4.749 $4.459 $4.513
Oct-10 $5.539 Nov 09 10/27/09 $4.520 $4.637 $4.479 $4.557
Nov-10 $5.961 Nov 09 10/28/09 $4.599 $4.629 $4.230 $4.289
Dec-10 $6.348 Dec 09 10/29/09 $5.066 $5.129 $4.941 $5.062
Dec 09 10/30/09 $5.094 $5.271 $4.952 $5.045
Dec 09 11/02/09 $5.034 $5.115 $4.817 $4.824
Jan-11 $6.582 Dec 09 11/03/09 $4.830 $4.940 $4.761 $4.922
Feb-11 $6.577 Dec 09 11/04/09 $4.925 $4.984 $4.710 $4.725
Mar1l  $6.412 Dec 09 11/05/09 $4.732  $7.882  $4.676  $4.782
Apr-1l  $6.002 Dec 09 11/06/09 $4.815  $4.827  $4.555  $4.595
May-11  $5.972 Dec 09 11/09/09 $4605  $4.690  $4.473  $4.670
Jun-1l  $6.032 Dec 09 1110/09 $4635  $4.665  $4.436  $4.467
Jul-11 $6.099 The Daily Open indicates the price of the contract when the trading day began. The Daily High and
Aug-11 $6.164 Daily Low represents the daily trading range. The Daily Settlement, also referred to as the closing
Sep-11 $6.194 price, represents the price at the end of the trading day. The Daily Open price is usually close to the
Oct-11 $6.312 Daily Settlement price from the day before.

Nov-11 $6.600
Dec-11 $6.892

NYMEX Strip Prices Strip Price Defined
(Settlement on 11/10/09)

A strip price is the simple average of several

Jan-12  $7.097 3-Month  $4.75 months. For example, the 3-Month strip
Feb-12  $7.087 6-Month $4.87 price is currently the simple average of the
Mar-12  $6.872 12-Month $5'15 settlement price for December 2009, January
Apr-12  $6.287 ' 2010, and February 2010. By comparison,

May-12  $6.237 24-Month  $5.71 the 12-month strip for the next 12 months

Jun-12 6.297 - i .

$ 12/09-03/10  $4.80 (December 2009-November 2010) is $5.15
Jul-12  $6.372 04/10-10/10 5 per MMBtu. The value of natural gas con-
Aug-12  $6.432 4/10-10/1 $5.24 tracts into the future are representative of
Sep-12  $6.462 11/10-03/11  $6.38 anticipated market conditions. For compari-

Oct-12 $6.562 son purposes, in early July 2008 the average

Nov-12 $6.832 2010  $5.31 price for the calendar year 2010 was $11.10,

Dec-12  $7.107 2011 $6.32 whereas it was $6.41 per MMBtu in early
2012  $6.64 June 2009, and today is $5.31 per MMBtu.
2013 $6.87
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Recent NYMEX Gas Futures Pricing

Date Nov-09 Dec-09 Jan-10 Feb-10 Mar-10 Apr-10 May-10 Jun-10

10/09/09 $4.770 $5.590 $5.907 $5.957 $5.888 $5.839 $5.871 $5.939
10/12/09 $4.880 $5.740 $6.070 $6.116 $6.046 $5.989 $6.019 $6.089
10/13/09 $4.588 $5.475 $5.818 $5.877 $5.834 $5.803 $5.846 $5.923
10/14/09 $4.436 $5.357 $5.684 $5.744 $5.706 $5.682 $5.736 $5.816
10/15/09 $4.482 $5.413 $5.731 $5.791 $5.743 $5.717 $5.770 $5.850
10/16/09 $4.781 $5.713 $6.019 $6.066 $5.996 $5.955 $6.000 $6.070
10/19/09 $4.835 $5.758 $6.073 $6.127 $6.054 $6.009 $6.049 $6.117
10/20/09 $5.161 $5.935 $6.223 $6.270 $6.192 $6.144 $6.177 $6.235
10/21/09 $5.100 $5.793 $6.078 $6.140 $6.067 $6.037 $6.073 $6.133
10/22/09 $4.947 $5.617 $5.921 $5.976 $5.913 $5.872 $5.909 $5.969
10/23/09 $4.787 $5.484 $5.808 $5.869 $5.812 $5.776 $5.814 $5.881
10/26/09 $4.513 $5.212 $5.554 $5.613 $5.570 $5.551 $5.606 $5.683
10/27/09 $4.557 $5.282 $5.627 $5.682 $5.636 $5.613 $5.666 $5.743
10/28/09 $4.289 $5.066 $5.419 $5.478 $5.440 $5.432 $5.494 $5.579

10/29/09 $5.062 $5.428 $5.481 $5.456 $5.454 $5.520 $5.610
10/30/09 $5.045 $5.390 $5.444 $5.425 $5.417 $5.482 $5.572
11/02/09 $4.824 $5.162 $5.217 $5.205 $5.203 $5.263 $5.358
11/03/09 $4.922 $5.248 $5.296 $5.283 $5.276 $5.333 $5.424
11/04/09 $4.725 $5.068 $5.126 $5.127 $5.129 $5.189 $5.284
11/05/09 $4.782 $5.121 $5.176 $5.181 $5.186 $5.246 $5.339
11/06/09 $4.595 $4.959 $5.022 $5.036 $5.046 $5.106 $5.203
11/09/09 $4.670 $5.030 $5.096 $5.115 $5.131 $5.193 $5.295
11/10/09 $4.467 $4.861 $4.935 $4.953 $4.967 $5.030 $5.133

Date Jul-10 Aug-10 Sep-10 Oct-10 Nov-10 Dec-10 Jan-11 Feb-11

10/09/09 $6.021 $6.096 $6.151 $6.304 $6.654 $6.994 $7.224 $7.209
10/12/09 $6.168 $6.240 $6.296 $6.441 $6.788 $7.126 $7.354 $7.334
10/13/09 $6.010 $6.085 $6.143 $6.293 $6.653 $6.998 $7.228 $7.213
10/14/09 $5.908 $5.985 $6.042 $6.192 $6.572 $6.937 $7.162 $7.152
10/15/09 $5.940 $6.015 $6.070 $6.222 $6.607 $6.977 $7.202 $7.192
10/16/09 $6.152 $6.222 $6.277 $6.430 $6.800 $7.170 $7.395 $7.380
10/19/09 $6.200 $6.270 $6.327 $6.482 $6.847 $7.207 $7.432 $7.417
10/20/09 $6.314 $6.384 $6.438 $6.591 $6.941 $7.286 $7.506 $7.486
10/21/09 $6.213 $6.286 $6.337 $6.492 $6.847 $7.192 $7.412 $7.392
10/22/09 $6.054 $6.127 $6.182 $6.339 $6.694 $7.039 $7.264 $7.244
10/23/09 $5.965 $6.043 $6.100 $6.258 $6.628 $6.975 $7.200 $7.190
10/26/09 $5.773 $5.853 $5.908 $6.061 $6.451 $6.809 $7.036 $7.026
10/27/09 $5.833 $5.911 $5.966 $6.121 $6.506 $6.861 $7.086 $7.076
10/28/09 $5.679 $5.757 $5.814 $5.967 $6.367 $6.732 $6.957 $6.950
10/29/09 $5.712 $5.789 $5.849 $5.999 $6.399 $6.769 $6.994 $6.987
10/30/09 $5.680 $5.760 $5.825 $5.973 $6.378 $6.753 $6.978 $6.973
11/02/09 $5.463 $5.548 $5.611 $5.758 $6.168 $6.553 $6.788 $6.783
11/03/09 $5.527 $5.614 $5.673 $5.813 $6.218 $6.598 $6.833 $6.828
11/04/09 $5.391 $5.481 $5.539 $5.677 $6.102 $6.482 $6.717 $6.712
11/05/09 $5.443 $5.531 $5.589 $5.724 $6.149 $6.527 $6.757 $6.752
11/06/09 $5.314 $5.403 $5.461 $5.596 $6.026 $6.416 $6.649 $6.644
11/09/09 $5.407 $5.501 $5.567 $5.691 $6.111 $6.491 $6.724 $6.719
11/10/09 $5.249 $5.343 $5.411 $5.539 $5.961 $6.348 $6.582 $6.577
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Definitions

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 uti
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 |l osses, mar gi n
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.

This publication is published monthly by Energy Solutions, Inc.
2386 Dahl Circle, Verona, WI 53593
Tel: (608) 848-6255 / Fax: (608) 848-6256
Website: www.energysolutionsinc.com

Annual Subscriptions: $690 via U.S. Mail / $595 via E-mail.

The Monthly Advisor is published each month. Subscribers also
receive 48 editions of The Weekly Advisor, 24 editions of Fast Facts,
various educational analyses, and periodic Pricing Alerts. ©
Copyright 2009. All rights reserved. This publication can be redistrib-
uted to other employees of the subscribing company. Redistribution
to non-company employees, independent/outside contractors, affili-
ates, customers or consultants is expressly prohibited.

The information contained herein ultimately relates to the cost and
pricing of physical natural gas supplies. Past results are not necessar-
ily indicative of future results. There is no guarantee that the informa-
tion contained herein will result in profitable trades. No such guarantee
can be given nor should be implied. The information provided herein
should not be construed as an offer to buy or sell futures, options or
commodities. While such information is taken from select sources which
Energy Solutions, Inc. believes to be reliable, Energy Solutions, Inc.
has not verified such information and makes no representation or war-
ranty as to, and will not be responsible for, its accuracy or complete-
ness. The information, views and opinions contained herein are pre-
sented for the convenience of the reader and are provided on the condi-
tion that errors or omissions therein, or reliance thereon, shall not be
made the basis of a claim, demand or cause of action. The views and
opinions expressed herein are for informational purposes only, are in no
way guaranteed, are expressed as of a specific time and are subject to
change at any time without notice.
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About The Advisor
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For those individuals responsible for managingn at ur al gas expenditures,| to
continues to require more of t hesupply.tinomertoéobtancast f y p i
effective, competitive pricing, it is important to balance upside risk with downside potential, while at the
same time managing your budget. What this means is that there are times when it makes sense to
wait to buy your natural gas supplies when the downside potential is greater than the upside risk. But,
there are also times when the opposite is true. The challenge is finding the right balance of upside risk
versus downside potential to identify the best time to make your purchases. This is exactly what The
Advisor is all about.
Our staff continually analyzes fundamental and technical data and translates the results into easy-to-
understand natural gas buying plans with specific short-term and long-term buying recommenda-
tions. By laying out a comprehensive, informed natural gas buying strategy that is easy to explain and
understand, The Advisor is a valuable tool that will help you acquire natural gas at cost effective prices
so that you can do your job even better.
You may already be receiving other market information, but it is important to ask yourself ...
Is this information saving you time?
Will this information notify you of a buying opportunity?
Is this information providing you with the results you desire?
We want to emphasize that The Advisor is not just "another" newsletter. The easy-to-read format is
unmatched. Plus, the information is consistent and timely so readers can depend on The Advisor to
help them confidently take their buying decisions from start to finish and effectively implement a natural
gas buying strategy that meets their company's goals.
For a limited time you can take advantage of afree 30-d a y -rilinsok 6 tri al, which Jwi |
tunity to evaluate all the benefits of a subscription to The Advisor.
With The Advisor, we're by your side at all times. With 12 month editions, 48 weekly editions, and peri-
odic Alerts, you gain the peace of mind that y@eu w
for a cost of just $595 per year, which is roughly the cost of 70 dekatherms of natural gas, you are able
to hire a qualified natur al gas consulting firjm, z
have to!
I f you have questions, p | e a-8589 withoanydquestibns.s i t at e t ¢ a
Sincerely,
Valerie K. Wood
President
Energy Solutions, Inc.
www.energysolutionsinc.com
(608) 848-9589
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A Closer Look at the Rig Count

Weekly reports from Baker Hughes indicate that
the natural gas drilling rig count continues to decline.
For the week ending May 8, 2009, the natural gas
drilling rig cont has fallen to 730, the lowest since
January 2003. While this is a shocking decline from
the peak of 1,606 hit in September 2008, the make-up
of this decline is very interesting.

At the peak of 1,606, horizontal drilling, the newest
technology, that has led to lower-cost drilling and
massive finds in on-shore shale regions made up
about _ percent of the natural gas drilling rig count.
At the same time, vertical and directional drilling rigs
made up % and __ % respectively at the peak. One
year earlier the proporations were very different. Ac-
cording to Baker Hughes, in September 2007, hori-
zontal drilling rigs accounted fro _ %, vertical drill-
ing rigs _ % and directional for _ % of the total
natural gas drilling rig count and vertical and direc-
tional drilling rigs accounted for the remainder.
Thus, between September 2008 and September the
number of total horizontal drilling rigs rose from _ %
to _ %.

As natural gas prices have fallen and drilling rigs
removed from service, it appears that horizontal drill-
ing rigs are being removed from service at a much
slower pace than vertical and directional drilling rigs.
That 6s because shale r
rigs are locatedsis projected to make up about 40 per-
cent of the overall natural gas drilling rig count. This
percentage is up from 27 percent one year ago. As
natural gas prices have fallen, high-cost, less efficient
drilling rigs have been removed from service, and
these have primarily been vertical and directional
drilling natural gas rigs. This is evident in the num-
bers because from the peak hit in September 2008,
the vertical and directional drilling rig count is down
60% and 47%, respectively from one year ago By
comparison, the horizontal drilling rig count is down
36% in comparison to one year ago.

The fact is, drilling in shale supplies is what caused
domestic natural gas production to surge. So, it will
be necessary to take more of these shale-area rigs,
which are horizontal drilling rigs, out of serviced in
order to reduce the oversupply. While production cost
estimates vary, many producers have said that pro-
duction of shale supplies is still cost effective at $4-
$5 per Mcf, but some have said shale production is
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still cost effective even at $3-$4 per Mcf. Because
horizontal drilling rigs placed in shale regions are
typically viewed as more productive than some of the
older vertical drilling rigs placed in conventional
drilling areas, some estimate that the removeal of 1
non-shale region rig one analysts recently indicated
that a decline of 550 non-shale drilling rigs would be
equal to a decline of 400 shale drilling rigs.

But, there is one area about shale producton that
should be not overlooked. Shale finds while ex-
tremely productive experience a signficiant decline in
the fisrt year T as much as 50 percent. Prodcution
declines in following years slow and eventually flat-
ten out. Many times the productivity of a shale well
by a producer touts an IP rate or Initial Production
rate. This means that as producers were rushing to
drilling in shale regions because of the large finds
and cost
correlate to long-term supplies. As publicly traded
company, a producer may have an incentive to em-
phasize IP rates as it may attract more investors It is
also to try to keep in perspective the estimates costs
of shale production. Some eitmates have come in as

effectiveness,

Percentage of Annual Natural Gas
Consumption by Sector

Residential
23%

Electric
Power
31%

Commercial
15%

Industrial
31%

Source: 2008 data from the EIA

low as $2.50 per Mcf, but it is unknown if that esti-
mate is based on the IP rate (which means fixed costs
could be spread over a much larger volume) or
longer-term production estimates. Either way, some
of the producers wh o have touted very low produc-
tion cost s, arenot
balance sheets, and that has also led some analysts to
be concerned that perhaps, production costs have
been understated. What does this mean? It means
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