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The Big Question
• What issues will have the greatest impact 

on North American natural gas prices in 
the next 5 years?
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The Big Five Issues to Watch

1. Global Oil Price Recovery
2. Marcellus and Utica Shale Production
3. Industrial Demand
4. Exports to Mexico
5. U.S. LNG Exports
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North American Natural Gas
Demand Ranges by Selected Sector

Significant demand growth is possible in the LNG, transportation/HHP and power 
sectors through 2020 in Bcf per day.
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4Source: Encana Corporate Presentation, August 2013; Industrial Energy Consumers of America; Bentek 
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1. Global Oil Price Recovery
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The Big Five Issues to Watch



What Happened?
A Global Perspective

• US oil supply rose
• Unexpected large supply growth out of 

Iraq
• Surging oil supply from Saudi Arabia
• Possible removal of EU sanctions on Iran
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• Thanks to hydraulic fracturing, horizontal 
drilling and private property ownership of 
minerals, the world should no longer live 
under the threat of energy insecurity.  

• Energy once scarce, is now super-
abundant and that reality will continue to 
change the world as transportation issues 
are remedied.  
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What Happened?
A U.S. Perspective
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The Active Rig Count Is Down 75%

8Source: Ponderosa Energy
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U.S. Active Rig Count Off 75%
vs. Recent Peak in October 2014…but Offshore Activity is Up
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Despite a price drop 
Historical NYMEX Henry Hub Index Prices (1996-Current)

10
Source: NYMEX – Average last 3 days of close as reported in Platts Gas Daily Report, A McGraw Hill Publication



11Source: Drilling Productivity Report, EIA U.S. Energy Information Administration, February 2016

The seven regions shown below account for 92% of 
domestic oil production growth and all domestic natural gas 

production growth during 2011-14. 
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Source: Drilling Productivity Report, EIA U.S. Energy Information Administration, February 2016
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Source: Drilling Productivity Report, EIA U.S. Energy Information Administration, February 2016
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Source: Drilling Productivity Report, EIA U.S. Energy Information Administration, February 2016
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Source: Drilling Productivity Report, EIA U.S. Energy Information Administration, February 2016
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Source: Drilling Productivity Report, EIA U.S. Energy Information Administration, February 2016
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Source: Drilling Productivity Report, EIA U.S. Energy Information Administration, February 2016
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Source: Drilling Productivity Report, EIA U.S. Energy Information Administration, February 2016



Is There Hope?

• Despite headwinds production volumes 
were tenacious for 18 months

• Volumes are starting to rollover.

• They have held in there but now they are 
down nearly half a BCF per day in the top 
7 producing basins. 
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2. Marcellus and Utica Shale 
Production
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The Big Five Issues to Watch



21Source: Kinder Morgan, 2015 Business Meeting: West Region Gas Pipelines, November 2, 2015

1990-2013: Wellhead total data from DI Desktop
2014-2025: Kinder Morgan forecast



U.S. and Canada: 
Natural Gas Production vs. Consumption

22



3. Industrial Demand
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The Big Five Issues to Watch



Additional 20,950+ MMlbs/yr. Ethylene Capacity 
Planned or Under Construction

Company Location Date MMlbs/yr.
Westlake Lake Charles March 2016 250
LyondellBasell Corpus Christi June 2016 800
Aither Charleston January 2017 600
ChevronPhillips Cedar Bayou January 2017 3,300
Dow Freeport January 2017 3,300
ExxonMobil Baytown January 2017 3,300
OxyChem/Mexichem Ingleside January 2017 1,200
Sasol Lake Charles January 2017 3,300
LyondellBasell Channelview January 2017 550
Indorama Lake Charles December 2017 850
Formosa Point Comfort January 2018 3,500
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Source: Ponderosa Energy



4. Exports to Mexico
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The Big Five Issues to Watch
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Mexico to add near 7 bcf/d of import capacity

Data Sources: Platts26
Source: The Black Swan Lands in the Permian Basin, Dr. James Duncan, ConocoPhillips, October 2015



5. U.S. LNG Exports
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The Big Five Issues to Watch



The LNG Delivery Chain
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Source: King & Spalding Energy Newsletter, August 2014



First LNG Cargo out of Louisiana
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US LNG Export Projects Under Construction

US LNG Projects Under Construction

Projects
Uncontracted 

Capacity (bcf/d)
Contracted 

Capacity (bcf/d)
Nameplate 

Capacity (bcf/d)
Percent 

Contracted Online Date

Sabine Pass T1-4 0.3 2.1 2.4 89% Feb-16 – Sept 17

Cameron LNG T1-3 0.0 1.7 1.7 100% Early/Mid/Late -18

Freeport LNG T1-3 0.1 1.7 1.8 97% Sept-18 – Aug-19

Cove Point T1 0.1 0.7 0.8 92% Dec-17

Corpus Christi T1-2 0.2 1.0 1.2 86% Jun-19, Apr-20

Sabine Pass T5 0.1 0.5 0.6 83% 19-Jan

Total 0.7 7.8 8.4 92% NA

30Source: “Thought of the Day: US LNG Exports – Making the world a bit gassier,” George O’Leary, Tudor Pickering Holt & CO,



US LNG Export Projects Under Construction
• Nameplate US export capacity to total 8.4 bcf/d by YE 2020 with just over 

8bcf/d exportable 2020.

• >90% or 7.8bcf/d of the capacity is contracted.

• What does this mean?  The off-takers pay ~$3/MMBtu for any 
contracted LNG volumes they defer/cancel.  Buyers could then buy 
LNG on the spot market for ~$7.00/MMBtu or all in cost of 
~$10.00/MMBtu (including the cancellation fee).

• All in US LNG landed in Asia likely runs $7.50-$9.50 depending on US 
gas price and transports costs.

• There are 5 major US LNG export projects under construction (assumes 
Sabine Pass is one project.

• There are another >4bcf/d of LNG export projects that are ~fully contracted, 
which we would consider close to FID (e.g. Lake Charles, Golden Pass).

31Source: “Thought of the Day: US LNG Exports – Making the world a bit gassier,” George O’Leary, Tudor Pickering Holt & CO,



LNG Export Economics…and its effects

• US LNG to Asia: $2.00 Henry Hub + $3 liquefaction charge + $2.25 shipping =  $7.25/MMBtu

• US LNG to Europe:  $2.00 + $3 liquefaction charge + $1 shipping = $6.00/MMBtu

• The liquefaction charge is how Cheniere earns a return on capital for the 
contracted portions of its facilities, but the actual liquefaction cost is much 
cheaper than $3/MMBtu.  We estimate the actual cost to liquefy the gas is 
~$0.50.

• Thus, at today’s pricing and transport costs, a facility owner could ship US 
gas to Europe for a variable cost of ~$4/MMBtu, sell it for ~$6/MMBtu and 
net $2/MMBtu in gross profit.

32
Source: “Thought of the Day: US LNG Exports – Making the world a bit gassier,” George O’Leary, 
Tudor Pickering Holt & CO,



World LNG Estimated October 2014 Landed Prices
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Source: Waterborne Energy, Inc.  Data in $US/MMBtu



World LNG Estimated April 2016 Landed Prices 
($U.S./MMBtu) - update
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Source: Waterborne Energy, Inc.  Data in $US/MMBtu, updated May 2016
Note: Includes information and Data supplied by IHS Global Inc. and its affiliates (“IHS”)
Prices are the monthly average of the weekly landed prices for the listed month.



It’s a buyers market
“The 7-8 BCF of U.S. LNG exports that is 
expected by 2020 is equal to 20% of the 
total world LNG import market of 32.1 BCF.”
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North American Natural Gas
Demand Ranges by Selected Sector

Significant demand growth is possible in the LNG, transportation/HHP and power 
sectors through 2020 in Bcf per day.
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Gross Gas by GPM Historical

Defined By:
Gas From Dry Wells: < 1.15 GPM (Gallons Per Mcf Of NGLs)
Gas From Wet‐Gas Wells: >= 1.15 & <= 3.0 GPM
Gas From Oil Wells: >= 3.0 GPM 39



Gross Gas by GPM Historical

Defined By:
Gas From Dry Wells: < 1.15 GPM (Gallons Per Mcf Of NGLs)
Gas From Wet‐Gas Wells: >= 1.15 & <= 3.0 GPM
Gas From Oil Wells: >= 3.0 GPM 40



Rockies Pipeline Infrastructure

Source: Bentek Rockies Observer 41



Piceance Basin Map
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REX (Entrega) Anchor Shippers
Shipper Capacity Contract Expiration
Berry Petroleum Company 10,000 11/11/2019
Bill Barrett Corporation 25,000 11/11/2019
BP Energy Company 200,000 11/11/2019
ConocoPhillips Company 250,000 11/11/2019
Encana Marketing (USA) Inc. 500,000 2/13/2022
Marathon Oil Company 12,000 11/11/2019
Occidental Energy Marketing, Inc. 120,000 12/8/2019
Sempra Rockies Marketing LLC 100,000 11/11/2019
WPX Energy Marketing, LLC 165,000 12/31/2015
Wyoming Interstate Company, L.L.C. 80,000 12/8/2019

1,462,000
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REX Capacity
REX White River to Wamsutter 
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REX Wamsutter to Chey Hub
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Ruby Pipeline Map
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Ruby Capacity

Source: Bentek Energy
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Ruby
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Terra Energy Partners LLC Agrees to Acquire Piceance 
Basin Assets from WPX Energy

February 9, 2016

• For $910 million cash, Terra acquires a 
200,000 net acre position in the Piceance 
with net production of 500,000 MMBtu/day

• These assets also include deep rights in 
150,000 net acres for the emerging 
Mancos-Niobrara play
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Source: PR Newswire.com



WPX Energy Eliminates Piceance Transport Obligations
May 25, 2016

• Buyout releases WPX from nearly $400 
million in future demand payments

• WPX paid Citadel $239 million to assume 
interstate pipeline firm demand payments

• “It strengthens our liquidity, increases cash 
flow in subsequent years, frees up future 
revolver capacity and completes our full 
exit from the Piceance Basin.”
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Source: businesswire.com



Conclusions/Predictions
• Oil prices will stay in their current range of $45-$55 WTI
• The NYMEX natural gas price in calendar year 2017 will 

be above $4.00 per MMBtu for several months and 
through calendar year 2018.

• The price differential between the NYMEX and Western 
Colorado will be $0.25-$0.30 less than the NYMEX.

• That Western Colorado price should “resurrect” at least 
5-10 Piceance Basin drilling rigs in the latter part of 
2017.

• Available Western U.S. pipeline capacity and liquidity will 
be a key element to future drilling in Western Colorado.
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6 Month Drilling 
Curtailment

5 months after drilling restarts, 
previous production level 
exceeded

One Rig In the Haynesville

Source: Ponderosa Advisors, LLCSource: Ponderosa Advisors LLC 54

The “Ferrari” Affect Substantially Reduces The 
Likelihood Of Price Spikes



Jordan Cove?
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Mercator Energy
26 W. Dry Creek Circle, Suite 410
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Contact Information

56



57

Piceance Basin Rig Count
Date BBG BRY COP CVX DPTR ECA MRO NBL OXY PETD PXP WLL WPX XOM Other

s
Total 
Uinta 
Basin

Q4’12 0 0 0 1 0 5 0 0 0 0 0 0 5 0 1 12

Q1’13 0 0 0 0 0 5 0 0 0 0 0 0 6 0 0 11

Q2’13 0 0 0 0 0 5 0 0 0 0 0 0 7 0 1 14

Q3’13 0 0 0 0 0 5 0 0 0 0 0 0 7 0 3 15

Q4’13 0 0 0 0 0 4 0 0 0 0 0 0 7 0 2 13

Q1’14 0 0 0 0 0 0 0 0 0 0 0 0 7 0 1 8

Q2’14 0 0 0 0 0 0 0 0 0 0 0 0 9 0 2 11

Q3’14 0 0 0 0 0 0 0 0 1 0 0 0 9 0 4 14

Q4’14 0 0 0 0 0 1 0 0 0 0 0 0 9 0 4 14

Q1’15 0 0 0 0 0 0 0 0 0 0 0 0 5 0 5 10

Q2’15 0 0 0 0 0 0 0 0 0 0 0 0 3 0 7 10

Q3’15 0 0 0 0 0 0 0 0 0 0 0 0 2 0 5 7

Q4’15 0 0 0 0 0 0 0 0 0 0 0 0 1 0 3 4

Q1’16 0 0 0 0 0 0 0 0 0 0 0 0 1 0 2 3

Q2’16 0 0 0 0 0 0 0 0 0 0 0 0 1 0 2 3

4 Wks
Ago

0 0 0 0 0 0 0 0 0 0 0 0 1 0 2 3

Prior Wk 0 0 0 0 0 0 0 0 0 0 0 0 1 0 1 2

5/20/16 0 0 0 0 0 0 0 0 0 0 0 0 1 0 1 2

Source: Tudor Pickering Holt & Co.


