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2005 North American natural gas supply was 71.8 Bcfd and US
Consumption was 59.7 Bcfd. Projected US natural gas
consumption growth rates range from 1.5% to 2.5% per year from

2005-10 (1.0 to 1.6 Bcfd).
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Working gas storage is likely to end October close to 3500 Bcf
vs. arecord 3467 Bcf in 1991 and 3194 Bcf last year. However,
storage injections suggest a tight supply-demand balance and

hurricanes are still a concern.
b

s Weather adjusted working gas storage injectionsare
averaging 2 Bcfd lessthan last year.
s Lower weather adjusted injectionsare aresult of:
 Fuel switching to residual fuel oil (1 Bcfd)
* More liquids taken out of the gas stream (.5-1 Bcfd)

» Extremely hot weather has caused more use of gas
turbines

 Storage capacity Is being strained
e Economic growth with flat supply
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Henry Hub prices tend to be closer to residual fuel oil when
storage is higher than normal, and to distillate when storage is
below normal. (1% Residual $8, Distillate $14). Heating season
forward price for gas is about $10.00 per MMBtu.

Henry Hub Prices vs Working Gas Storage
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With normal weather, we expect Henry Hub prices to average about
$1.00 per MMBtu greater than 1% residual fuel oil during the heating
season. There is substantial downside risk from this level and even
more from current forward market prices which are over $2.00 per

MMBtu higher than 1% residual fuel oil.
<.
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Heating Season Supply — Disposition
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US supply has declined over the past 5 years.
Offshore gulf coast production has declined sharply.
The growth has been from Rockies and LNG imports.

Supply Change (2000-2005)
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Barring hurricanes and extreme weather, increased supply
(2.5% growth) is likely to cause non-heating season prices
to be $1.00 - $2.00 per MMBtu below NYMEX (currently
$9.25 per MMBtu) in 2007.

Supply Change (2006-2007)

1.67 @ Gulf of Mexico-Offshore
1.4+ B Gulf Coast-Onshore
1.2- B Mid-Continent

1- O Rocky Mountain

@ Permian Basin
O San Juan Basin
H Other
Production

B CD-MX

OLNG

O Supply

Bcfd

Strategic Energy & Economic Research Inc. www. Ener gySEER.com 7



US supply decline is projected to reverse its historic trend and grow
sharply. The major sources of growth will be the Rockies and LNG
imports. This supply would support an annual growth rate of 2.2%.
Unless demand growth is very strong, prices should fall significantly in

real terms.
b

Supply Change (2005-2010)
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Substantial volumes of production could be lost at
prices below $7.00 - $8.00 per MMBtu. A major
uncertainty is the marginal production cost and how

It will change over time.

Production Cost
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Between 2008 and 2010 LNG imports and oil price
declines are likely to cause Henry Hub prices to
decline but there is substantial disagreement about

how far.

m By 2008 substantial increasesin oil production and refinery
capacity, arelikely to cause il pricesto declineto between
$40 and $55 per barrel. Longer term thereissubstantial
controversy about oil supply but oil shale and coal
liguefaction are economic at $30 to $35 per barrdl.

m Political instability, increasing reliance on OPEC, project
delays, and faster than expected declines of existing
production providethe upsidefor oil and natural gas prices.

m Gaspriceswill belinked to oil through fuel switching,
conversion of ail fired plantsto gas, gas and oil use for
chemical processes, and gasto ligquids production. North
Americawill have to compete for world supplies. The value of
the US dollar will be asimportant as production and shipping
cost for LNG.
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There are a wide range of projected prices for 2010
but most are between $6.00 and $8.00 per MMBtu.

2010 Henry Hub Prices (Current Dollars)
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Prices are currently well above long run production cost and are
likely to decline significantly in real terms but the outlook is
subject to tremendous uncertainty. Consequently, risk

management is crucial.
<

= During theremainder of the non-heating season a major
hurricane could cause alargeincreasein theprices.

» Working gas storage at the end of the heating season
could vary by 800 Bcf depending on weather.

= A slow down in economic growth could cause a sharp
drop in oil and natural gas prices.

s Geo-political events providethe potential for oil price
shocks.

= Longer term technology, the size of the resour ce base,
demand growth, and the cost of rigswill be major forces
driving prices.

Strategic Energy & Economic Research Inc. www. Ener gySEER:com 12



