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WHAT WE DO

ed Natural Gas and Crude Oil Production Forecasts
Up to 2 year projection by month
30+ regional forecasts in Lower 48
Regional forecasts in Canada

D

Drilling Rig Activity Forecasts
3 Multiple basins, up to 2 years
Account for lags associated
with deferred completions &
infrastructure bottlenecks

- - % Provide fregq
“matesﬁ on gas pro

Apply weekly forward gas price changes and reported rig
counts to give 6qguick updateso
Utilize E&P news releases, monthly investor
presentations, quarterly regulatory filings, and extensive
¢ " ) personal networks to update model parameters
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Natural Gas Price Drivers

A Lower48 Production Growth (onshore versus offshore)
A Declining Net Imports (Cause or Effect?)
A Demand Components:
A Weather
A Gas for Power Generation (Coal to Gas Switching)
A Petrochemical strength and chemical rebirth
A Regulatory: supply, demand, and infrastructure
A EXCESS GAS STORAGE CAPACITY AND INVENTO
A Financial markets (money flows: commodities; capital
access for E&P activity)
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Production Growth: Abundant but Hard to Predict

BCFD EIASTEO GAS PRODUCTION FORECAST
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0 Initial May 2011 148 forecast wag 6.3 Bcfd off; an 11% error or 2.3 Tcf/yr
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High Rig count: restore key plays

to previous rig counts

Historical data from EIA & L 1] 10 Year Forecast

Baker Rig Count

Expected Rig count: maintain
current rig count
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=1 Drilling from Low Rig Count
e Expected Rig Count

Source: Chesapeake Energy

Drilling from Expected Rig Count
— High Rig Count

=1 Drilling from High Rig Count
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Shrinking Net Imports (Bcfd)
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Weather has been Extraordinary

Winters 20092011 Summer 2010 & 2011
A First back to back colder A& Two of the hottest peak
than normal winter since summer periods since the

SENI & mMhdnQaT R&i RSEHs @ ANOS:
SHNI e magynQa A Summer 2010

A Winter 20092010 o
i Coldin middle: mild NE USA | 22% warmer than normal

i 2.2 TCF withdrawal A Summer 2011
A Winter 20102011 i 24% warmer than normal and
I Cold everywhere except MTN 3% warmer than 2010
with multiple snow storms i o 2F n y2NIKSNJ
I 2.3 TCF withdrawal set new peak records
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Weather has been Extraordinary

Statewide Ranks Dec 2009 - Feb 2010

National Climatic Data Center/NESDIS/NOAA

Temperature
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Dec 2010-Feb 2011 Statewide Ranks

National Climatic Data Center/NESDIS/NOAA

/) 2011
4 Temperature

Degrees
Fahrenheit 8
NOAA's National Climatic Data Center

Temperature
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orma

Source: NOAA - NCDC Normal
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2011-2012 Winter Has Been Very Mild
Dec 2011-Feb 2012 Statewide Ranks

National Climatic Data Center/NESDIS/NOAA
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Temperature
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Coldest Below Mormal Normal Normal Above Warmest
Mormal Normal
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20112012 Winter Behind on HDD and Storage

Weekly Storage Inventory (Bcf)
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Excess Storage Capability Supply (Price) Driver

A Storage is essential to
the reliable operation of
the gas grid (and power

Peak Gas Storage

4,400

4,200

A Price volatility and
regulatory policy causec .,
an overbuild

A Risk of season ending s«
containment depresses =
prices and incentivizes = <
late season injections a RatedCapaciy = Demonstatd Capaciy = Pesk
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Power Demand is the Growth Story for Gas

A Coal to Gas Switching
I Range of estimates: 1(35.5 Bcfd
I Less switching during high demand periods
A Coal plant retirement
I Estimates of retirement magnitude and timing
I By201520 GW fairly certain35 GW probable
1.8 to 3.5 Bcfd impact
By 201838 GW fairly certain5-70 GW probable
3.5 to 7.5 Bcfd demand impact
New EPA regs could accelerate retirements




Coal Units Wil Retire;: But How Much and Whet

Coal-Fired Capacity at Risk for Retirement (GW)

A Older, smaller coal units
are first o
A Units that are uneconomic,, |
to add controls are put on ,, |
a3f ARS LI} GKE,|LD
A Impact on natural gas s
consumption depends .
upon capacity factor and . |
coal saturation in region o |

W Moderate Policy Strict Policy o

Source: BarnHill Energy Resources




Regulatory (Extraneous) Drivers
A Supply:
I Hydraulic fracturing issues and EPA actions

I Water usage (Susqguehanna River Basin Commissi
I Will New York open to Marcellus drilling

A Demand:

I EPA rules (alphabet soup of new regulations)

I EPA extension of smog and sulfur rules to Texas
ADeely power plant announced it will retire nstrub

I LNG export from Lower 48 (yes, no, maybe?)
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Financial Market Drivers

A Capital for E&P Companies
I Bond offerings in 2010 were ~$21 Billion up 35%
iLthQa AY HammM N}YA&SR bH

I Forecasted prices are cited
spending decisions followed
I 77% said hedging required

as #1 factor in capital
by access to capital
oy lenders and 59% are

Increasing the usage of suc

N INnstruments

I Hedgeportfolios are being actively managed for
AYLIN2OSR NBadzt G§a& NI KSN.

historic approach
AProfessionals like Asset Risk

Management, LLC are helpi

oll and gagroducers optimizeheir hedge portfolios
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Natural Gas Price History NYMEX $/MMBTU

anl

Source : CME /INYMEX via Energy Information Agency




