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EIA Reports Lighter 51 Bcf Fill 
SECTOR REVIEW 

Lower Activity Should Help Balance Gas 
Markets 
■ The EIA reported a 51 Bcf injection for the week ended September 19, 

compared to last year's 71 Bcf fill, the 77 Bcf 5-year average injection, and 
the 61 Bcf consensus injection (range: 40 to 85 Bcf). Weather for this week's 
report was mild relative to normal, as CDDs (33 days) were 3% below 
normal, but 14% above year-ago levels.  Adding back 51.2 Bcf of shut-ins in 
the offshore Gulf and onshore LA parishes for the week would yield an 
adjusted 102 Bcf fill. However, Gulf Coast demand (refinery, chemical plant 
outages) likely sapped half of the losses, so a clean number could be seen 
as 77 Bcf, which is fairly bearish.  Offshore gas shut-ins remain at 4.22 Bcf/d 
as of 9/24, with cumulative losses estimated to be 150 Bcf for offshore alone, 
while a reported 0.8 Bcf/d remains offline in onshore LA (cumulative 14 Bcf 
lost to date). At least another 40 Bcf has been lost in other parts of the 
onshore U.S. (perhaps more).  Storage levels now sit at 3,023 Bcf, which is 
35 Bcf (1.2%) above the five year average and 162 Bcf (-5.1%) below last 
year.  With 6 weeks remaining in the refill season, we now see storage 
hitting 3.36 Tcf at Oct. 31, which would be -4.9% (173 Bcf) vs. last year and 
+1% (35 Bcf) vs. normal. 

■ CHK Cuts Drilling Capex and Growth, We Think More to Come:  This 
week, Chesapeake Energy (CHK) announced that it is both shutting in some 
gas production (125-150 MMcf/d gross or 0.2% of U.S. supply) and cutting 
its drilling budget by $3.2B through 2010 (of which $1.9B is tied to reduced 
activity levels). CHK's new drilling capex guidance shows spending falling 
15% yr/yr in 2009 (vs. +4% prior), before rising 12% yr/yr in 2010 (vs. +4% 
prior). Likewise, CHK will be reducing its rig count from a current 157 to 140 
rigs and maintain that level through 2010. It lowered production growth 
guidance for 2008-2010, but we estimate that reduction was mostly related 
to the recent Fayetteville sale to BP and an expected VPP set for Q408. 
Expectations for ongoing weak gas prices amid rising industry supply (+5.0 
Bcf/d yr/yr) were cited as reasons for the budget cut. Also, CHK has a heavy 
debt load and was spending well beyond internally generated cash flow 
(which has been an industry trend). We think other companies are likely to 
cut as well owing to rising debt balances and the need to move budgets 
closer to generated cash flow amid difficult capital markets, likely tighter 
bank capital and a tougher asset sale market. We see budget cuts as a big 
positive for both natural gas prices and the equities, and we think the market 
could see much better supply/demand balance by the middle of next year. 
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■ Power Generation Continues to Fall Amid Weak Demand Picture:  Domestic 
power generation has continued to lag against last year, and was down 2.7% yr/yr for 
this week, having fallen for the 8th consecutive week relative to the same period in 
2007 (see Exhibit 1). On a year-to-date basis, power generation is now down almost 
1%, having fallen off considerably in the third quarter. While mild summer weather can 
help explain some of the curtailed demand of late, we think that the weak economic 
activity and conservation have played a bigger role.  The weak demand picture is an 
added reason for a need for producers to slow drilling activity to help balance the 
market.    
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Exhibit 1: Total United States Quarterly Power Output (Gwh) 
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Source: Edison Electric Institute 

 

Exhibit 2: Natural Gas Storage 
WORKING GAS IN STORAGE

Change Change Differential
9/19/2008 Week Ago % Bcf Year Ago % Bcf 5-Year Avg % Bcf

Producing Region 808 802 0.7% 6 945 (14.5%) (137) 854 (5.4%) (46)
Consuming East 1,804 1,771 1.9% 33 1,818 (0.8%) (14) 1,735 4.0% 69
Consuming West 411 399 3.0% 12 421 (2.4%) (10) 399 3.0% 12
Total U.S. 3,023 2,972 1.7% 51 3,185 (5.1%) (162) 2,988 1.2% 35

Source: Energy Information Administration (EIA)
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Exhibit 3: Weekly Storage Injections (Withdrawals) 
REFILL SEASON INJECTIONS / (DRAWS)

Week Ending 9/19/08 Change Change Differential
Bcf Bcf/day Week Ago % Bcf Year Ago % Bcf 5-Year Avg % Bcf

Producing Region 6 0.9 7 (14.3%) (1) 19 (68.4%) (13) 19 (68.4%) (13)
Consuming East 33 4.7 48 (31.3%) (15) 43 (23.3%) (10) 50 (34.0%) (17)
Consuming West 12 1.7 12 0.0% 0 9 33.3% 3 9 33.3% 3
Total U.S. 51 7.3 67 (23.9%) (16) 71 (28.2%) (20) 77 (33.8%) (26)

Source: Energy Information Administration (EIA)
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Exhibit 4: Total United States Weekly Power Output (GWh) 
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Exhibit 5: NYMEX Natural Gas Futures Curve 
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Exhibit 6: Crude Oil to Natural Gas Ratio 

WTI Crude Oil to Henry Hub Natural Gas (x)
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Exhibit 7: Natural Gas vs. Resid 

Natural Gas As a % of Residual Fuel Oil
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Exhibit 8: Speculative Futures Position 
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Exhibit 9: Week Ahead Weather Outlook 

Cooling Demand Percent Deviation from Normal for 7 days ending 10/02/08
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Companies Mentioned  (Price as of 24 Sep 08) 
BP (BP.L, 487.00 p, OUTPERFORM, TP 700.00 p) 
Chesapeake Energy Corp. (CHK, $39.63, NEUTRAL, TP $40.00) 
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