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There really isn’t much to talk about regarding the price of natural gas since our last report. This would probably come 
as a surprise to the casual observer considering the fact that the eastern two-thirds of the nation is experiencing one of 
the coldest winters in recent memory and THE snowiest winter in recorded history in many areas. On Friday, February 
12th there was snow on the ground in 49 of 50 States. Hawaii was the only hold-out. This is such a strange             
phenomenon that nobody even keeps records of it so we don’t know if it’s ever happened before. The near term 
weather forecast shows no sign of this cold air regime letting up over the eastern half of the nation and especially the 
mid-continent and southeast through the first week of March. Even so, the natural gas market has taken a ho-hum  
attitude about the whole thing by staying down in the mid-$5’s and trading in a very narrow range.  
 
Longer term forecasts have much the same theme as 
February for the entire month of March as far as tempera-
ture anomalies go. So, we will likely have several more 
weeks of greater than normal withdrawals from working 
storage. Based on this weather forecast our working   
storage projections would have us ending the drawdown 
season with around 1,540 Bcf. This would put it below 
year ago levels but still above the 5 year average of 1,478 
Bcf. 
 
January ended up being slightly warmer than the long-
term average for the contiguous U.S. according to NOAA 
(this following the 14th coolest December over the past 
115 years). January temperatures were below normal in 
the Central, South, and Southeast but the Northwest    
climate region experienced its fifth warmest January on 
record. The West and Northeast regions were also above 
normal in terms of average temperature. Florida had its 
tenth coolest January on record. Based on NOAA's Residential Energy Demand Temperature Index, the contiguous 
U.S. temperature-related energy demand was 1.3% above average for January.  
 
Working Storage 
The EIA reported that 190 Bcf was withdrawn from working storage the week ending February 12th. We would normally 
expect to see a withdrawal of 129 Bcf for this reporting period. Working storage is now 2,025 Bcf which is 53 Bcf 
greater than the 5 year average and 29 Bcf greater than last year. 
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Rig Count 
The Baker Hughes Rotary Rig Count reported an increase of another 13 rigs in the U.S. drilling for natural gas for the 
week ending February 12th. The total natural gas rig count is now 891, up 34% from the low of 665 gas rigs for the 
week ending July 17th, 2009 but still well below the record high of 1,606 set in September, 2008. One rig was         
activated in the Gulf of Mexico, and 12 were deployed onshore. 
 
The rig count expansion continues to show the trend that the increase in activity is limited to specific areas of         
focus. Within the gas rig count, there is a strong concentration in major basins with 27% of the rigs operating in the 
East Texas and Louisiana-Mississippi Salt Basin (Haynesville), 13% of the rigs running in the Appalachian Basin, 
12% in the Western Gulf Basin and 9% in the Arkoma Basin. As a result, horizontal drilling has increased from 10% of 
the total domestic rig count in 2005 to more than 50% of the total domestic rig count today. This trend will likely      
continue as E&P companies are devoting most, if not all, of their resources to shale production. This is good for     
consumers because it is cheaper to produce, less susceptible to hurricane damage and it is apparently abundant.  
 
It is also interesting to note that the oil rig count for the week ending February 5th, 2010 of 445 was the highest oil rig 
count we have seen since the week ending December 17, 1993. Again, the vast majority of these 445 rigs are       
onshore. 45% are located in the Permian Basin, 18% in the Williston Basin and 8% in the Western Gulf Basin. U.S. 
crude oil production is ticking up a bit but still at a very low 5.47 MMBl/day versus the all-time high of 10.04 MMBl/day 
set way back in 1970. 
 
Supply and Demand 
As I have mentioned several times in past newsletters, it has seemed to me that something fishy was going on with 
either the supply, demand, or both sides of the natural gas ledger over the past year. First, on the supply side, it was 
difficult to explain how U.S. gas production did not decline appreciably when rigs drilling for gas dropped from 1,606 
to 665 from September ’08 to July ’09. At most it declined from its record high of 58.5 Bcf/d to 56.6 Bcf/day but that 
was only a very brief dip and, according to the most recent data from the EIA, is already back up to 57.8 Bcf/day.  
Historically we could have expected a much larger decline in production but it may be different now. These shale gas 
production fields may just have a different dynamic. And now we have rigs coming back up, as mentioned above, so 
production may continue to increase. Some are still raising suspicions that the EIA is overstating production. The 
CEO of EOG believes production is down 3 Bcf/d according to his information sources. The EIA did make one rather 
large revision to the supply side and that was to reduce Canadian imports by around 1.5 Bcf/day, which makes 
sense.  
 
Then, on the demand side, it seemed odd that implied demand was so high during the summer and fall of last year 
considering the economic recession and relatively mild summer. Sure enough, the EIA recently revised downward 
some of the consuming sectors over that time period and now things are starting to make a little more sense.  
 
Going forward, the supply picture looks very good. Domestic production is robust, and although Canadian imports are 
off, there is reportedly a lot of LNG out there that will find its way to our shore if we need it. I believe this is why the 
natural gas market has not been able to rally this winter even considering the high heating demand.  
 
Bottom-line, working storage is in good shape, winter is almost over, and we should be on schedule to fill back to  
capacity by the end of the injection season.  
 
 
Technical Analysis 
NYMEX April contract 
Upside resistance is $5.50, $6.25, 6.75 
Downside support is $5.00, $4.60, $4.00 
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By Tom Moore 

As there continues to be national attention on energy conservation efforts and reducing carbon emissions there are 
also more and more opportunities for businesses to use rebates and incentives that will help reduce the cost of     
energy conservation projects.   
 
There are a number of benefits from these programs.  First, the utility benefits by reducing the need for additional 
generation capacity.  Second, the customer benefits by reducing energy consumption and the related costs.  And  
finally, the environment benefits by reducing emissions.  
 
Recently, an American Energy client benefited greatly from a lighting and control retrofit project in Oregon.  Here is a 
summary of how two programs in Oregon work together for great incentives: 
 

Business Energy Tax Credit 
• 35% of the total project cost 
• The tax credit is spread over 5 years.  
• The approved energy projects include: Passive Solar Space Heat, Solar Water Heat, Solar Space Heat, 

Solar Thermal Electric, Photovoltaics, Landfill Gas, Wind, Biomass, Hydroelectric, Geothermal Electric, 
Geothermal Heat Pumps, CHP/Cogeneration, Hydrogen, Industrial Waste, Ethanol, Methanol, Biodiesel, 
Fuel Cells using Renewable Fuels 

• The available credits are capped at $20 million for renewable projects and $10 million for efficiency     
projects 

 
Energy Trust of Oregon 

• Prescriptive rebate program  
• Menu style $s for certain type of fixture installed/replaced 

• Custom rebate program also available based on cost/savings 
• 35% of the total approved cost not to exceed 17¢/annual kilowatt-hours (kWh) saved 

• Service must be from Portland General Electric, Pacific Power, NW Natural or Cascade Natural Gas 
• Must improve existing equipment by 25% or more 
• Capped at $500,000 per site per year 
• Projects include: Lighting, Lighting Controls/Sensors, Furnaces , Boilers, Heat pumps, Air conditioners, 

Building Insulation, Motors, Custom/Others 
 

The customer reduced their project costs by over 60% through the various programs.  Here is a quick project       
summary:  
 

Project Cost Gross:       $ 78,113  
EPACT 2005 Tax Benefit      $  (6,000) 
Business Energy Tax Credit - Oregon Dept. of Energy    $(27,339) 
Rebate (Energy Trust of Oregon)     $(16,773) 
Net Retrofit Cost        $  28,000  
       
Annual kWh Savings       $23,159  
HVAC Related kWh Savings (Offices and Other Section)   $  2,275  
Maintenance Cost Reduction      $  2,181  
Total Annual Savings       $27,615  
       
Simple Payback in Years      1.01 
Internal Rate of Return (10 years)     70.8% 
Annual Lbs CO2 Emissions Reduced      269,863 

 
American Energy will work with customer on all aspects of these opportunities including helping the client set         
priorities for capital improvements, make sure the project qualifies, and managing all forms and applications required 
for the incentive and rebate programs.  
 

For more information, or questions please contact Tom Moore at 913-433-7800. 
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A growing number of companies in all sectors; technology, financial services, energy, retail, and manufacturing are 
embracing environmentally safe practices and saving hundreds of millions of dollars.  Nike, Hewlett-Packard, UPS, 
Coke, Yahoo and Wal-Mart to name a few are using green practices in their work sites, product development,      
packaging, and in energy saving data centers.     
 
Wal-Mart Stores, Inc. are judging its vast chain of suppliers not just in conventional criteria such as price, but also on 
a new standard; the environmental sustainability of it’s packaging.  Wal-Mart says it is pushing it’s environmental 
goals onto it’s vast supply chain in the exact same way it pushes it’s commitment to low prices, efficient delivery    
systems or any other corporate initiative.   
 
Another major corporation, Coca Cola Enterprises is converting its fleet of delivery trucks to hybrid trucks.  This is part 
of Coca-Cola Enterprises commitment to global issues such as climate change and energy consumption.  This      
investment in hybrid technology sets the corporation ahead of its competitors in terms of ecological awareness.  All of 
us; from our homes to our companies can and should do our part in moving the green movement forward.   
 
Our children will appreciate it! 
 
For more information, or questions please contact Jim Matteoni at 913-433-7800. 

By Jim Matteoni, COO 
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