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Hart Energy Exclusive: At DUG 2011 George W. Bush Shares

History, U.S. Energy Outlook

Arguably, being president of the United
States is one of the toughest jobs around.
But, it also has its bright spots, according
to former President George W. Bush. At
Hart Energy’s 6th annual DUG conference,
recently in Fort Worth, Texas, Bush en-
gaged nearly 2,400 attendees during a spe-
cial luncheon with a frank and sometimes
humorous speech on the reasons behind
his recent memaoir, his presidency, and his
outlook for energy.

Bush set the tone early by flatly declining
to criticize his successor.

“Doing so would be bad for the coun-
try and the presidency,” he said. “The cur-
rent president has plenty of critics, and he
doesn’t need a former president piling on.”

INSIDE LOOK AT PROCESSING

HARTENERGY

President George W. Bush delivered the keynote address at
Hart Energy’s 6th Annual DUG Conference in Ft. Worth, Texasl
Photo by Alexander Rogers

He then shared some thoughts on why he
wrote his memoir, Decision Points, which he
happily, openly promoted to the audience.

“This book is meant to be a data point
for future historians. It is also a way to put

(continued on page 4)

DCP Midstream To Build Eighth Processing Plant In D] Basin

Due to increased production out of the DJ
Basin and Niobrara shale, DCP Midstream
LLC announced it will build the $270 mil-
lion LaSalle cryogenic natural gas process-
ing plant along with an associated gathering
system in Weld County, Colorado.

The 110 million cubic feet per day
(MMcf/d) plant will be the company’s eighth
plant in the region when it is completed in
mid-2013.

“We’re adding larger diameter, high-pres-
sure gathering lines in the greater Watten-
berg field area to increase capacity on our
older gathering system from the “70s and
‘80s and lower the pressure in the field itself,
which producers believe will help the wells
perform better,” Bill Waldheim, president of

www.midstreambusiness.com

the company’s northern business unit, told
Midstream Monitor.

He added that the plant is expanding the
super-system with enough capacity to han-
dle all of the gas that can be produced from
the two plays. Once complete the system
will have a total processing capacity of 510
MMcf/d.

“These high-pressure lines are going to
be laid in an area where we can continue
to improve on the system as the processing
capacity is increased,” he said.

The newer gathering trunklines are being
added along the perimeter of the basin with
one being added to the north and west of the
proposed site for the LaSalle plant. This site
was selected due to the amount of new per-
mitting and activity in the area.

(continued on page 6)
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Odum: Shell’s Long-Term Energy Focus Is On Natural Gas

While some segments of Wall Street may
question the decision to produce natural
gas over crude oil given the current price
differentials between the two products,
Marvin Odum, president of Shell Oil Co.,
said that his company will do just that
based on industry forecasts.

“In 2012, Shell will produce more
natural gas than oil. That’s not an acci-
dent. It’s worth pursuing and it will be
a preferred fuel [in the future],” Odum
said recently at the Energy Information
Administration’s Annual Conference
in Washington.

While oil prices are expected to re-
main much greater than gas prices over
the near-term, he said that Shell’s ap-
proach is to plan for the long-term. “As
a company and an industry we have
to take a very long-term view on en-
ergy opportunities out there. This isn’t
about what the price is next week or
even next year, it’s a 10-, 20-, 30, 40-year
forecast because of the scale of some of
these projects.”

Most industry analysts estimated that
there is a supply of more than 200 years’
worth of natural gas globally, with a sup-
ply of 100 years’ worth of gas in North
America. It is for this reason that among
international oil companies, Shell is the
second largest gas producer and the
largest producer of liquefied natural gas
(LNG) after having invested more than
$17 billion in North American gas explo-
ration and development during the past
10 years.

Although the company is making
large investments in natural gas, Odum
said that Shell is focusing on other forms
of energy since it believes the future
will depend on properly utilizing all
energy sources.

“I try very hard to leave out the
word ‘solution’ because it implies that

the problem is gone. Too often people
use that word to imply that one energy
source, or a few energy sources, will fix
everything. We know that our energy
problems will never be ‘solved.’ Figuring
out how to use the most of what we have,
how best to use it, and how to develop
new sources will always be something
to aspire to. That’s why we need an ap-
proach to energy that is as dynamic as
the challenge. We need an approach
that’s only constant is constant evolution
and improvement....It will take a sus-
tained effort,” he said.

Besides natural gas and oil, Shell is
investing in hydrogen, gas-to-liquids and
biofuels, among other resources. While
each of these energy sources has its own
positives and negatives, gas will clearly
be a key fuel in the future, according
to Odum.

“What we know about natural gas
is: we know there’s a lot of it, especially
in North America, and we know that it
is cheaper than many other forms of
energy. We know it’s a cleaner burning
fuel. We know that capturing and using
it is easier than ever,” he said.

The wealth of knowledge surrounding
natural gas is another feather in its cap
as a preferred fuel for the future. In ad-
dition to its abundance and lower emis-
sion rate compared to other fossil fuels,
natural gas also offers strong financial
benefits to the United States, Odum said.

“We’re seeing other benefits, includ-
ing from the petrochemical industry.
Ethane associated with domestic natural
gas production is creating a competitive
advantage for petrochemical makers due
to its lower cost and steady supplies,”
he said.

This boon to the petrochemical indus-
try is estimated by the American Chem-
istry Council at adding both jobs and

www.midstreambusiness.com
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Marvin Odum, President, Shell Qil Co.

improving the economy. The Council said
that a 25% increase in ethane produc-
tion would add 17,000 high-paying jobs
directly related to the industry, 400,000
outside of the industry, and add billions
of dollars to the U.S. economy.

“The policymakers are looking at new
ways to spur job growth and lower the
deficit, so it’s hard to imagine why a re-
sponsible energy policy with more natu-
ral gas exploration and production isn’t
sailing through Congress,” Odum said.

Part of the hesitation from policy-
makers to fully embrace natural gas
is due to questions about the safety of
hydraulic fracturing, but he said these
reports are incomplete and irrespon-
sible. “Make no mistake, hydraulic frac-
turing can be done without harming
the environment.”

Shell supports regulations that re-
quire companies to disclose their frac-
cing chemicals as well as strict adherence
to the highest safety standards.

“It is our job to prove we can be
trusted to do the right thing...Respon-
sible operators should have no problem
complying. The best operators should
work to improve the process. New tech-
nologies and procedures will reduce the
amount of fresh water drawn from local
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sources and new water storage and re-
cycling innovations will minimize the
footprint of natural gas development.
Our goal is to get to the point where we
effectively recycle 100% of the water that
we use. We're effectively already there
in the Marcellus, [shale]” Odum said.
However, while Shell remains very
positive on the future of natural gas, he
cautioned the desire to pit one energy
source against another. This sets the
stage for conflict between energy indus-

tries and harms the ability for compro-
mises to be created.

Pushing back the development of se-
cure, domestic energy sources will con-
tinue to force the U.S. to import oil from
countries that are less secure, less stable
and less environmentally controlled
than the U.S.

“At a time when we can’t be sure
when or where the next volatile shift in
markets or geopolitics will arrive, why
would we want to add another layer of
uncertainty to the mix?

MIDSTREAM
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“We know that reducing demand and
increasing supply is the surest way to
build a stable energy future, but our po-
litical climate doesn’t always make that
easy. Too often decisions deal in hyper-
bole and rhetoric rather than in facts...
From my perspective, and the perspec-
tive of Shell, it shouldn’t be that difficult
to create a prudent energy policy that
ensures current and future demands are
met. We need to pursue all options and I
don’t think there’s a lot of debate regard-
ing that,” he said. — Frank Nieto

Wood Mackenzie: Cornell Study Overestimated Frac Emissions By Up To 90%

Cornell University’s recent study which
claimed that emissions released dur-
ing the hydraulic fracturing process to
complete horizontally drilled natural
gas wells were up to 20% greater than
emissions related to the use of coal has
gained much attention, but a review of
the study by Wood Mackenzie questions
these findings.

“Based on our analysis of production
rates and current industry practices from
100 unconventional plays, and using IPCC
standards for methane global warming
potential, we conclude that the Cornell
study overestimated the impact from
emissions during well completions by up
to 90%,” Wood Mackenzie said in a report.

The report stated that the Cornell study
overestimated the average volume of
natural gas vented during the completion
and flowback stages by 60-65% as well as
not considering the number of “green”
completions, or reduced emission com-
pletions (REC), being done, especially in
mature plays.

“Green completions not only signifi-
cantly reduce emissions but also allow
producers to capture the value of the flow-
back gas, which has served to increase the
adoption of practices and technologies
to capture these initial volumes,” Wood
Mackenzie said.

This completion technique is not em-
ployed throughout the industry because
of the need for an operational pipeline
and specialized equipment. However,
Wood Mackenzie noted that the value
of selling the additional volumes cap-
tured would more than offset the costs
associated. The company estimated that
producers can capture up to $9 billion of in-
cremental value by capturing wellhead gas
through 2020.

These completions are being utilized in
the Barnett, Jonah, Pinedale, Wamsutter,
and Fayetteville among other established
plays. Wood Mackenzie estimated that
100% of flowback gas is captured by using
REC at Jonah and Pinedale, while 90% of
this gas is captured at the Barnett through
REC and 70% from the Piceance, Fayette-
ville and Wamsutter.

The Cornell study’s findings were fo-
cused on methane gas vented during
the life of an unconventional gas well.
The study estimated that methane emis-
sions during well completions were
approximately 1.9% of the estimated
ultimate recovery.

Wood Mackenzie stated that Cornell’s
estimates did not account for the fact that
producers are reducing venting and fugi-
tive emissions related to unconventional
gas production.

www.midstreambusiness.com

The company pointed out that in
addition to not considering the use of
reduced emission completions, the Cor-
nell study also assumed that all gas pro-
duced during the completion process was
vented and not flared, which can reduce
emission levels; and overestimated the
amount of gas vented in the flowback and
drill-out phases.

“The study derived a simple average
of gas vented from four unconventional
plays based on obsolete and erroneous
data and applied the results to more than
100 unconventional gas plays, including
shale plays,” Wood Mackenzie said.

— Frank Nieto

KEY NORTH AMERICAN HUB PRICES
2:12 PM CST / May 12, 2011

Gas Hub Name |

Current Price

Carthage, TX 3.96
Katy Hub, TX 4.06
Waha Hub, TX 4.01
Henry Hub, TX 4.10
Perryville, LA 4.03
Houston Ship Channel 4.04
Agua Dulce, TX 4.14
Opal Hub, WY 3.85
Blance Hub, NM 3.90
Cheyenne Hub, WY 3.90
Chicago Hub, IL 415
Ellisburg NE Hub, NY 4.70
New York Hub 4.33

AECO, ALBERTA 3.86

Source: Bloomberg
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Hart Energy Exclusive: At DUG 2011 George W. Bush Shares

you in my shoes. As a nation we all lived
through some pretty tumultuous events
during my years in office, and I wanted
to convey a sense of what it was like to
be in the center of the storm. The book is
also based on certain decisions I made.
Writing it was the end of a presidency-
-with an exclamation point.”

The scope of the book covers, among
many things, why he ran for president in
the first place, his faith, his father--for-
mer President George H. W. Bush--his
wife, former First Lady Laura Bush, and
dealing with how, at one point, alcohol
had started to come ahead of his family.

“If you’re a father, give your child un-
conditional love,” he stressed. “I wouldn’t
be standing here if I didn’t quit drinking
and if I didn’t have the unconditional
love of somebody I admire.

“Running for president is risky. You
can run and lose. Then you get to hear
people say, ‘What a pathetic candidate.’
Or you can run and win. Then they’ll say,
‘What a pathetic president.’ Either way, it
doesn’t matter if you have the uncondi-
tional love of someone you admire, and I
admire George H. W. Bush--a lot.”

For the rapt audience, he also recalled
some of the more challenging events that
unfolded during his time as president-
-and the controversial decisions that fol-
lowed. These included the September 11
attacks, the capture and interrogation
of Khalid Sheikh Mohammed--the chief
operating officer of al-Qaeda--and navi-
gating the initial signs of the country’s
pending economic meltdown.

If he had to relive these moments,
Bush said he wouldn’t change the deci-
sions he made.

Following his formal remarks,
Bush sat down with Oil and Gas Inves-
tor’s Editor-in-Chief, Leslie Haines, to
share his thoughts on energy, being

Commander-in-Chief and his advice for
E&P professionals.

Haines: The U.S.’ natural gas supply
has increased tremendously thanks
to the shale plays. What are your
thoughts on energy right now, and do
you think the U.S. should ever export
natural gas?

President Bush: Yes. I think the issue
is whether or not we’re going to have
that much. First, it’s a blessing that we
have as much natural gas as we do. You
keep hearing the phrase ‘we’re addicted
to oil.” What that means is that there are
too many foreign policy issues that come
to the Oval Office as a result of being de-
pendent on other nations’ oil. Thankfully
most of it comes from Canada. But when
you’re looking at getting resources from
the Middle East-where they don’t like us-
-that becomes a national security issue.
Therefore, less dependency on oil from
overseas is in our nation’s best interest.

Natural gas is a blessing in that it’s
domestic. The question is whether or not
parts of our country are so anti oil and
gas that they’re going to use false science
to prohibit the use of hydraulic fracing.

As extensive as the Marcellus shale
play may be, a good energy policy would
involve moving natural gas up east
through pipelines and replacing subsi-
dized heating oil. Some folks are saying
that the water supplies would be forever
polluted, but if that were the case, every-
body in Texas would already be dead.

This industry needs to stand up
and say that the false sciences against
hydraulic fracing are not in the
nation’s interest.

I also believe we need to pursue nu-
clear power. I readily concede that it’s
going to be a little more difficult after the
incident in Japan, but we need electric-
ity and need to make the best use of that

www.midstreambusiness.com
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.. (continued from page 1)

which is available, including natural gas
and nuclear power.

In order to develop technology you
have to be wealthy. In order to be a
wealthy nation, you have to be willing to
grow your economy, and one way to do it
is to make sure you have enough energy,
and natural gas can help with that. I just
hope reasonable minds prevail when it
comes time for making policies.

Haines: Have you ever ridden in a
natural gas vehicle?

President Bush: No...I've ridden in
Air Force One, and I do miss that (laugh-
ing)... I also miss being Commander-in-
Chief. You can’t imagine what it was like
to look somebody in the eyes who vol-
unteered and salute them--people who
signed up after 9/11 who knew what they
were getting into.

Haines: What advice would you give
to professionals actively trying to pro-
duce oil and gas?

President Bush: Use other peoples’
money, particularly on an exploratory
well. Seriously, you don’t need advice
from me. If I was worth a damn find-
ing oil I wouldn’t be sitting here as
a former President.

Honestly, when it comes to poli-
tics, fight back. Remind people how
important it is that we produce
energy domestically.

Also, supply and demand works. It’s
going to be interesting to watch how the
high price of gasoline begins to affect
people’s minds. When I was president
and the price of gasoline went up, ev-
erybody screamed, ‘What are you going
to do about it?” and all you can say is,
Tl investigate.’

Truthfully, the only thing you can do
isincrease supply. Remember, right after
the price of gas went up there was an
outcry of ‘Drill baby, drill’--People began

Copyright © 2011. Hart Energy 4
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to realize that constricted supply would
affect the price of crude, which in turn
affects the price of gasoline.

...Looking back on my time as presi-
dent, I knew some things were going to
happen; I just didn’t know they’d be as
tumultuous as they were. I'm surprised
at how joyous the experience was. It was
that way for me because I had a fabulous

team of people around me; two, I had a
strong family; and three, I stayed con-
nected to old friends.

People used to ask if it bothered me
when I got criticized. Not really. What
did bother me was when my father got
criticized. Actually 1992 was probably
the most painful year of my life, because
I watched a good man get defeated for

MIDSTREAM

Monitor

the presidency. By the time I was run-
ning for president the criticism seemed
mild. I grew to understand that if you
believe in something and you’re not will-
ing to compromise on it, the criticism
becomes nothing but background noise,
[and] if you’re leading an organization,
it’s essential that you keep your eye on
the horizon.... — Bertie Taylor

OTC 2011: Economides—Natural Gas To Lead ‘New Energy Economy’

A new, realistic blueprint for energy
security must come to bear on U.S. en-
ergy policy--and soon--if the country is
to begin weaning itself off of its depen-
dency on foreign oil in the wake of so-
ciopolitical instability in the Arab world.

Dismissing corn-based ethanol and
carbon sequestration as “gimmicks” and
contending that solar and wind power
would be “thermodynamically impossi-
ble” to adopt, Dr. Michael J. Economides
said he believes the predominant fuel of
a “new energy economy” will be likely
be natural gas, given its abundance and
economic and environmental benefits.

But while gas supplies continue to
build, a switch to natural gas as the
primary energy resource in the U.S.
certainly “won’t happen overnight,” ac-
cording to Economides.

The professed “failed comedian,” geo-
political commentator and professor of
chemical engineering at the University
of Houston’s Cullen College of Engineer-
ing recently spoke at a topical luncheon
at the Offshore Technology Conference
in Houston about certain geopolitical
risks affecting the current energy land-
scape.

In fact, due to large-scale LNG de-
velopments in Qatar, Egypt and Russia,
Economides said he anticipates there
will be 10 billion cubic feet per day of
excess supply in the coming years, with
“a major Btu disparity” lasting decades.
This, he added, will be due to technol-

ogy challenges, and not just

Resin Prices

resource availability. Market Update - May 12, 2011

And while excess supply Bij/ BT ERERTEEFTIT SPOT CONTRACT
will surely have a considerable | gesin Totallbs | Low | High | Bid | Offer
impact on near-term gas prices | pp copolymer - Inj 443103 | 09 | 105 | 099 | 1.03
in both the U.S. and Europe, | LLDPE-Fim 2,049,104 | 088 | 103 | 097 | 1.01
particularly as more shale gas | HDPE - Blow Mold 1,935,588 | 067 | 08 | 0.72 | 076
resources flood the market, | LDPE-Fim 1,851,864 077 08 | 075 0.79
transportation robustness and | HDPE- Inj 1,569,932 078 | 093 | 0.89 0.93
homogeneous prices the world | HMWPE - im 705472 | 075 | 075 | 071 | 075
over will equahze in the lon- PP Homopolymer - Inj 380,000 0.9 09 0.86 0.91
ger term, he said. Specifically, | tPE- " 380,000 | 098 | 098 | 094 | 099
Economides said he expects to | ¢S 264552 | 077 | 077 | 074 | 078
see $5 gas during the next few HIPS 168,000 | 078 | 093 | 084 | 088
years, followed by a price hike LLDPE - Inj 84000 | 077 | 077 | 077 | 081

to $8.

On the opposite side of the
energy coin, Economides also acknowl-
edged a topic that continues to drive
current energy investment decisions,
particularly during the nascent eco-
nomic recovery--global oil prices. While
oil futures remain in a constant state of
flux, the U.S. and European benchmarks
have already topped $110 per barrel this
year, pricing in on heightened geopoliti-
cal risk.

According to Economides, who pre-
dicted last March that oil would take
on triple digits in early 2011, headlines
have ruled this bullish momentum. “The
price of oil should really be around $80
per barrel,” he calculated, but a series of
headlining crises in early 2011 have pro-
pelled prices to levels comparable with
2008’s, before the financial crisis here

www.midstreambusiness.com

Source: Plastics Exchange — www.theplasticsexchange.com

and abroad brought the global economy
to its knees.

Conversely, speculation can also
weigh on oil prices, as evidenced by re-
cent news of Osama bin Laden’s death,
which fueled speculation and tipped off
a substantial 12% decrease in oil prices
last week as investors seemingly grew
risk averse about potential retaliation
claims from certain terrorist camps in
an already simmering Middle East.

Uncertainty in the oil markets was
an element Economides referenced in
relation to the U.S. and Europe’s future
energy security as the turmoil in the
Middle East and North African region
continues to affect energy markets and
will likely do so for years to come. He
also attributed the recent surge in pump
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prices (particularly in Europe) to the
loss of high-quality Libyan crude, which
is light and therefore “hard to replace.”

Meanwhile, he said, OPEC has little
spare capacity “behind the valve,” pre-
senting yet another serious challenge for
global energy markets.

Farther East, however, lies an even
bigger geopolitical challenge that will
affect the U.S. during the next several
decades, according to Economides. In its
unabated quest to secure new energy re-
sources across the globe during the last
few years, it would appear that “China
has gone berserk,” he said.

During his frequent visits to advise
key energy players, “the questions I get
asked a lot (by the Chinese) are ‘what is
the U.S.’s energy policy’ and ‘why is the
U.S. letting us do this?’,” he said, noting
that his answers to both of these telling
questions remains one and the same: “I
don’t know.”

To the Chinese, which Economides
described as “great imitators” (rather

than innovators), in the bigger macro-
economic picture, energy equals power
and a clear-cut policy ensures that it will
have a secure place in the rapidly devel-
oping and industrialized world. “The
Chinese are capitalizing on this,” Econo-
mides said, adding that the country has
already surpassed the U.S. as the world’s
leading energy consumer.

Meanwhile, it is the hope of many
that the latter view will begin shaping
up domestic energy policies in the U.S, as
well, although Economides is not so opti-
mistic that this will take place under the
current administration’s supervision.

In late March, however, U.S. Presi-
dent Barack Obama acknowledged that
Americans “cannot keep going from
shock to trance on the issue of energy
security, rushing to propose action when
gas prices rise, then hitting the snooze
button when they fall again.” The Presi-
dent went on to outline an ambitious
plan to reduce America’s oil imports by
one-third by 2025.

DCP Midstream ... (continued from page 1)

“Traditionally there have been a lot
of vertical wells drilled in the field that
would generally be considered pretty
small, but the addition of horizontal
drilling and its increased production has
increased the need for larger diameter
gathering in the area,” Waldheim said.

The LaSalle plant will connect to the
other plants in the region’s super-system.
“In the future, should we want to opti-
mize the field, we can shut down some
of the less efficient plants and further de-
pend on the newer, more efficient plants
with ethane extraction capabilities. For
now we need all of them running due
to the amount of production out of the
basin,” he said.

DCP Midstream’s strategy in the basin
continues to be driven by producer activ-
ity with the company attempting to stay
ahead of producer demand. The addition
of this new deep-cut cryogenic capacity
follows this path since producers have
created better natural gas liquids (NGL)
takeaway capacity. Combined with the
recently completed Mewborne plant, the
LaSalle plant will represent 225 MMcf/d
of cryogenic capacity being added to the
region in a short period of time.

“I think we have enough gas and NGL
takeaway in the region. As you go more
deep-cut cryogenic, we’ve been installing
amine systems to get the CO2 out of the
gas. We’ve had cryogenic capacity on the
ground, but we’ve never been able to go

www.midstreambusiness.com
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But while Obama pitched a series of
initiatives aimed at, among other things,
increased domestic oil production and
the accelerated use of renewable fuels
and natural gas, the U.S. arguably re-
mains gridlocked in terms of its current
energy policies.

Ever the realist, Economides pointed
out that America, whose lifeblood is oil
and gas, has a long way to go before it
is able to transform its energy practices.
Based on his estimations, traditional hy-
drocarbons (coal, oil and natural gas)
supplied some 87% of U.S. energy de-
mand 40 years ago and it is still supply-
ing at that level today.

Given this statistic, solar and wind re-
sources (which account for roughly 1%
of energy supply) simply “cannot cut the
mustard” against combustible hydrocar-
bons and nuclear in the implementation
of a new energy economy, Economides
said. — Nancy Miller

deep-cut ethane because we haven’t had
the NGL takeaway,” he said. This NGL
takeaway is allowing the company to go
deep-cut at its Lucerne, Mewborne, Plat-
teville and Roggen plants in addition to
the new LaSalle plant.

The Lucerne plant has a capacity of
40 MMcf/d, Mewborne is 125 MMcf/d,
Platteville is 65 MMcf/d and Roggen has
a capacity of 70 MMcf/d. The other plants
in the system are the Eaton plant at 10
MDMcf/d; Greeley at 30 MMcf/d; and Spin-
dle at 40 MMcf/d. Gas processed at the
DCP Midstream plants in the area will be
directed to the Colorado Interstate Gas
pipeline system to serve Colorado and
the Mid-Continent. — Frank Nieto
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Will MLP Tax Treatments Be Nullified?

Are Master Limited Partnerships (MLPs)
and Royalty and Unit Trusts in the U.S. in
danger of losing the very tax treatments
that have attracted so much productive
capital from so many individual retail
investors in the energy patch?

The National Association of Publicly
Traded Partnerships (NAPTP) is moni-
toring moves by the Obama Administra-
tion that may force these businesses to
restructure themselves and begin paying
their taxes as corporations, according to
a May 2 report by The Hill news source.

The report said that one NAPTP ex-
ecutive “recently signaled” that it came
by “information indicating that the ad-
ministration wanted large so-called pass-
through entities--businesses that pay
taxes through the individual code--to be
subject to corporate taxation.

The Hill was paraphrasing the email it
obtained that was written by the NAPTP’s
executive director, Mary Lyman, which
reportedly read, “Treasury Department
staff are working on a tax reform pro-
posal that reportedly would include cor-
poration taxation of any pass-through
entity with gross receipts of $50 million
or more.”

The Hill noted that recent comments
by White House spokespersons and even
Treasury Secretary Timothy Geithner in-
dicated the administration was not only
hammering out a corporate tax reform
plan but also that Treasury officials “have
discussed the issue with stakeholders.”

NEWS & TRENDS

The report noted that Secretary
Geithner and the Finance Committee
chairman for the U.S. Senate, Max Bau-
cus from Montana, have each expressed
“skepticism about allowing some busi-
nesses to pay taxes as individuals.”

“I think, fundamentally, Congress
has to revisit this basic question about
whether it makes sense for us as a coun-
try to allow certain businesses to choose
whether they’re treated as corporations
for tax purposes or not,” Geithner report-
edly said to the Senate Finance Commit-
tee in February.

Under Section 7704 of the U.S. tax
code, entities that are structured as MLPs
do not pay corporate taxes themselves,
but rather pass tax liability through to
the partnership owners, provided that at
least 90% of gross income meets the defi-
nition of “qualified income.”

That section defines qualifying income
as “income and gains derived from the
exploration, development, mining or pro-
duction, processing, refining, transporta-
tion (including pipelines transporting
gas, oil, or products thereof), or the mar-
keting of any mineral or natural resource
(including fertilizer, geothermal energy,
and timber).”

As one might guess from that defini-
tion, a great number and likely majority
of MLPs make their earnings by operat-
ing energy and natural resource assets.

This includes the numerous down-
stream logistics operators including
bellwether names such as Enterprise

MIDSTREAM
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Products Partners, Plains All American
Pipeline Partners, Buckeye Pipeline Part-
ners, NuStar Energy Partners, Enbridge
Pipeline Partners, Tesoro Logistics LP, Su-
noco Logistics Partners and many more
which Hart Energy’s Refinery Tracker
routinely follows.

Investors provide their capital to such
publicly traded partnership MLPs know-
ing that the investment returns may be
greater because aggregate tax rates and
payments for a given partnership’s own-
ers may end up being less than the corpo-
rate tax rate or payment that would have
occurred if such an operation would have
been treated and taxed as a corporation.

That tax-efficient characteristic is a
good portion of the attraction to inves-
tors in publicly traded partnerships such
as energy MLPs.

But that characteristic is also the
attraction to legislators looking for
new tax revenues.

Certainly, the potential restructur-
ing of tax treatment for publicly traded
partnerships, amid the already rancor-
ous debate about oil and gas tax credits,
will become a hot topic of interest in the
weeks and days ahead.

A change in MLP tax treatment could
fundamentally shift the capital structure
and costs for much of the U.S. energy in-
dustry, from the upstream to the down-
stream and across the entire oil, gas,
liquids and petrochemicals value chains.

— Greg Haas

Enterprise To Increase Propylene Frac Capacity At Mont Belvieu

Enterprise Products Partners LP, Hous-
ton, has reported plans to expand its
polymer grade propylene (PGP) fraction-
ation facility at the partnership’s Mont
Belvieu, Texas complex, which will add
approximately 7,500 barrels per day

(b/d), or 500 million pounds per year, of
incremental PGP production. The expan-
sion is expected to be in service in the
first quarter of 2013. When completed,
the expansion would increase Enter-
prise’s net capacity to produce PGP at its

www.midstreambusiness.com

Mont Belvieu facility by more than 10%
from 73,000 b/d (approximately 4.9 bil-
lion pounds per year) to roughly 80,500
b/d (approximately 5.4 billion pounds
per year).
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To produce PGP, which is approxi-
mately 99.5% pure propylene, Enterprise
fractionates refinery grade propylene
(RGP), which is approximately 60% to
65% propylene, with the remainder being
propane and butane. PGP is used in the
production of plastic consumer products,
coatings, pharmaceuticals, detergents
and solvents. Since 2000, demand for PGP
has increased by 20%; however, the sup-
ply of PGP produced as a co-product from
the cracking of crude oil derivatives in
the production of ethylene has declined
approximately 40%. This decline is attrib-
utable to ethylene producers using more
NGLs, such as ethane and propane, as
feedstocks instead of more costly crude
oil derivatives.

“The shift to NGL feedstocks by the
ethylene industry, which is driven by
the disparity between natural gas and
crude oil prices, has led to a significant

reduction in co-production of propylene
at North American petrochemical facili-
ties,” said A.J. “Jim” Teague, executive
vice president and chief operating officer
of Enterprise’s general partner. “This is
placing a premium on fractionation ser-
vices like those Enterprise provides at its
Mont Belvieu complex. Planning for fu-
ture growth, we oversized portions of the
last propylene fractionator we built in
2007, which results in lower capital costs
associated with this current expansion.”

Refining economics that have led to in-
creased availability of RGP on the market
are also helping to drive the expansion
project. The partnership has secured a
portion of the feedstock required to sup-
ply the new fractionator and continues to
work with various refiners. Additionally,
the partnership has been in discussions
with a number of petrochemical compa-

Nuevo Midstream To Restart Natural Gas Processing Plant

Nuevo Midstream, LLC, Houston, has
reported that, with the addition of a re-
cent 6,500-acre dedication in the Avalon
shale trend, the company has sufficient
acreage, volume and well commitments
to support the recommissioning of its re-
frigerated JT processing plant and frac-
tionator near Orla, Texas.

Nuevo Midstream will also upgrade
its Ramsey gas gathering system with in-
creased treating and compression capac-
ity, 11 miles of new eight-inch pipeline
and a new interconnect with the Enter-
prise Products pipeline nine miles south of
the plant, bringing the total system to 141
miles of high and low-pressure pipeline.

The gathering system crosses through
Eddy County in southeast New Mexico
and Culberson, Loving and Reeves coun-

ties in west Texas and currently serves 38
natural gas producers. The plant recom-
missioning and expansions to the Ramsey
gathering system are expected to be com-
plete by August 2011.

The second phase of Nuevo’s expan-
sion plan anticipates the addition of 30
to 50 million cubic feet per day (MMcf/d)
of cryogenic processing capacity at the
Reeves County facility coming on line in
October 2011. Drilling projections from
numerous existing and potential custom-
ers are expected to support further system
extensions and capacity upgrades.

“We are pleased to announce the first
expansion of our Ramsey gas gathering
system,” said Jay Lendrum, Nuevo Mid-
stream’s president and chief executive.
“Recognizing the need for a rapid and ro-

www.midstreambusiness.com
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nies to acquire the incremental PGP pro-
duction associated with the expansion.

Enterprise has an extensive inte-
grated propylene infrastructure system
that complements the expansion project.
With an RGP pipeline gathering system
that connects to 13 refineries, as well as
marine, rail and truck transportation ca-
pabilities at the Mont Belvieu complex,
Enterprise can receive supplies from 57
facilities across North America and con-
tinues to look for other reliable sources
of RGP. On the delivery side, Enterprise
connects to 15 consumers of PGP propyl-
ene with two other connections under
construction and scheduled for comple-
tion in 2011. The partnership also has the
only operating PGP export terminal in
the U.S., located in Seabrook, Texas. This
facility enables Enterprise to provide PGP
to growing international markets.

bust response to the accelerating producer
activity in the area, we have taken the first
step in a planned, multiphase expansion
to serve producers pursuing the liquids-
rich Bone Springs, Wolfcamp and Avalon
Shale plays and looking for the infrastruc-
ture and flexible downstream options they
need to move gas to high-value markets.

We are in advanced discussions with a
number of producers regarding acreage
and production commitments to support
additional significant expansion of the
processing and treating capacity of the
Ramsey system as well as further exten-
sions to our gas gathering lines with an
ultimate goal of as much as 250 MMcf/d
in total processing capacity serving these
emerging plays.”
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DCP Midstream To Provide NGL Transportation, Fractionation Services

DCP Midstream LLC (DCP), Denver, Colo.,
and Targa Resources Partners LP have
reported that they have entered agree-
ments which provide a long-term anchor
commitment to the DCP Midstream Sand-
hills Pipeline LLC (Sandhills Pipeline)
and an interconnection of the Sandhills
Pipeline to a new delivery point with
Targa’s Cedar Bayou Fractionators LP fa-
cility (CBF) at Mont Belvieu, Texas. DCP
is in negotiations with several customers
to sign long-term commitments to the
Sandhills Pipeline.

Additionally, DCP and Targa an-
nounced jointly their entry into an agree-
ment for a long-term anchor commitment
by DCP for a new, 100,000 barrels per day
(b/d) fractionation expansion at the Targa-
operated and majority-owned CBF facility
located at Mont Belvieu.

“We are very excited to work with
Targa to provide a new, fee-based NGL

transportation and fractionation solu-
tion for the increased production of NGLs
from West and South Texas,” said Tom
O’Connor, chairman, president and chief
executive officer of DCP. “We continue to
see a very favorable response to this criti-
cal infrastructure solution.”

DCP initiated an open season in No-
vember 2010 and is in the process of se-
curing right-of-way and environmental
permits for the Sandhills Pipeline. The
new, 700-mile pipeline system will trans-
port Y-grade natural gas liquids (NGLs)
from gas plants in the Permian Basin and
South Texas to the various fractionator fa-
cilities along the Gulf Coast along with the
Mont Belvieu NGL hub.

The Sandhills Pipeline will serve the
NGL transportation needs of Targa’s
gas plants, existing DCP gas plants and
the new 200 million cubic feet per day
(MMcf/d) DCP Eagle gas plant designed

to serve Eagle Ford Shale gas devel-
opment. In addition, DCP is securing
long-term commitments from other
third-party shippers.

The Sandhills Pipeline and CBF are co-
ordinating these projects toward a first
half of 2013 completion of construction
and commencement of operations.

Significantly, the Sandhills Pipeline
along with CBF’s new fractionation expan-
sion will allow DCP to provide a full scope
of midstream energy services to handle
producers’ increased liquid-rich natu-
ral gas production from the new Avalon
Shale/Bone Springs areas, as well as the
Eagle Ford Shale area. Producers can be
assured of transparent, fee-based trans-
portation and fractionation services with
deliveries to CBF’s fractionator, Targa’s
associated storage and terminalling facili-
ties as well as other facilities at the Mont
Belvieu NGL hub.

FERC Authorizes Golden Pass For Phase 2 Commissioning Completion

Golden Pass LNG Terminal LLC, Houston,
has reported that it has been granted au-
thority by the Federal Energy Regulatory
Commission (FERC) to place into service
the Phase 2 terminal facilities.

Phase 2 commissioning activities and
performance tests of its liquefied natural
gas (LNG) receiving terminal were suc-
cessfully completed in late April. Golden
Pass LNG previously announced that
Phase 1 commissioning activities and per-
formance tests were completed in early
March. As also previously announced, the
FERC authorized Golden Pass Pipeline
LLC (Golden Pass Pipeline) to place in ser-

vice the 69-mile interstate pipeline that
transports gas from the terminal facilities
to downstream markets. Combined Phase
1 and Phase 2 operations will enable nom-
inal send out capacity of more than 2 bil-
lion cubic feet per day of natural gas from
the terminal.

Golden Pass LNG and Golden Pass Pipe-
line operate state-of-the-art terminal and
pipeline facilities near Sabine Pass, Texas.
These facilities are designed to safely and
reliably receive and transport natural gas
throughout Texas and Interstate Markets.
Now fully operational, the terminal is
among the largest LNG import facilities

worldwide, with the capacity to import
15.6 million metric tons of LNG annually.
The pipeline, with multiple intra and in-
terstate connections, is capable of trans-
porting an average of 2.5 billion cubic feet
per day of natural gas.

Golden Pass LNG Terminal LLC and
Golden Pass Pipeline LLC, are joint ven-
ture companies formed by affiliates of
three of the world’s largest and most ex-
perienced oil and gas companies: Qatar
Petroleum International, the international
arm of Qatar Petroleum (70%), and the re-
maining by ExxonMobil (17.6%) and Con-
ocoPhillips (12.4%).

Crestwood Midstream Partners Reports Improved 1Q 2011 Results, Revised 2011 Outlook

Crestwood LP, Houston, has reported
its adjusted earnings before interest, in-
come taxes, depreciation and accretion
(EBITDA) increased 44% to $20.6 mil-

lion for the three months ended March
31, 2011, compared to adjusted EBITDA
of $14.3 million during the first quarter
2010. Adjusted distributable cash flow

www.midstreambusiness.com

increased 50% to $18.1 million in the
recent quarter as compared to $12.1
million in the first quarter 2010. Ad-
justed net income for the first quarter
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2011, increased by 83% to $11.3 million,
($0.33 per unit) from the comparable
period in 2010. EBITDA, distributable
cash flow and net income have been ad-
justed to reflect approximately $2.0 mil-
lion of non-recurring transition services,
transaction due diligence and advisory
expenses incurred during the first quar-
ter 2011, which are related to the Quick-
silver Gas Services and Frontier Gas
Services acquisitions completed in Oc-
tober 2010 and April 2011, respectively.
Improved operating results in the first
quarter 2011 were primarily driven by
increased natural gas gathering volumes
through the Partnership’s Barnett Shale
assets and did not include any results
of operations from the assets acquired
from Frontier, which will be reflected
in the Partnership’s results beginning in
the second quarter 2011. Net income for
the first quarter 2011 was $9.4 million,
compared to $6.2 million during the first
quarter 2010.

PIPELINES & TECHNOLOGY

“We are pleased to announce another
strong quarter of year-over-year perfor-
mance for Crestwood LP during the first
quarter 2011, despite some weather re-
lated volume disruptions to our gathering
operations in North Texas,” stated Robert
G. Phillips, chairman, president and chief
executive of Crestwood LP’s general part-
ner. “Our Barnett Shale assets benefited
from increased production due to more
well completions and connections to our
systems, the completion of new gathering
laterals on the Alliance and Lake Arlington
systems and improved run times for our
facilities, resulting in a 53% increase in
gathering volumes from the first quarter
2010, and a solid 10% sequential growth in
gathering volumes from the fourth quar-
ter 2010. We accomplished this volume
growth despite a period of severe winter
weather in February 2011, which reduced
volumes due to freeze-offs and shutins
and temporarily delayed ongoing drilling,
well completion and connection work by
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our customers. Importantly, our operating
expense per unit continues to decline both
year-overyear and sequentially, which is
an indicator that our assets are running
more efficiently as volumes increase in
the Barnett Shale region.”

“Additionally, on April 1, 2011, we
completed a major element of our diver-
sification strategy with the acquisition of
Frontier’s gathering, processing and treat-
ing assets located in the Fayetteville Shale
in Arkansas and the Granite Wash in the
Texas Panhandle. These assets are in pre-
mier natural gas basins and are anchored
by long-term agreements with high-qual-
ity producers such as Chesapeake Energy,
BHP Billiton, BP Energy and Exxon Mobil’s
XTO subsidiary,” continued Phillips. “We
are excited about integrating the Frontier
assets into our operating platform and ex-
panding the systems through several or-
ganic growth projects which we identified
during due diligence.”

Williams Partners Acquires 24.5% Interest In Gulfstream System

Williams Partners LP, Tulsa, Okla.,
has reported it has completed the acqui-
sition of an additional 24.5% interest in
the Gulfstream interstate gas pipeline
system from Williams for $330 million.

Williams Partners now owns a 49%
interest in the Gulfstream system,
while Williams directly holds a 1%
interest. Spectra Energy Corporation

NGL PRICES

and its subsidiaries own the additional
50% interest.

Williams Partners’ total consider-
ation for the 24.5% interest in Gulf-
stream included $297 million in cash
and $33 million in WPZ limited-partner
and general-partner units.

Williams Partners funded the cash
portion of the acquisition with its re-

Volatile Crude Prices Cause NGL Prices To Weaken

Natural gas liquid (NGL) prices fell the
week of May 4 due to the volatility of
crude oil prices. Only Conway ethane ex-
perienced a price improvement during
the week for any NGLs at Mont Belvieu
and Conway.

While the Conway price for ethane was
up 1% to 57¢, the hub’s price has been the
slowest moving of any NGL and it is likely
that this gain is part of a market correction
rather than simply increased demand at
the hub. The price was the highest at the

www.midstreambusiness.com

volving credit facility. The transaction
is expected to be immediately accretive
to distributable cash flow for Williams
Partners, on a per-unit basis for the
partnership’s unitholders.

Gulfstream is a 745-mile inter-
state gas pipeline system that extends
from the Mobile Bay area to markets
in Florida.

hub since it was 60¢ the week of Febru-
ary 24, 2010. However, nearly every other
NGL has been hitting their highest prices
in three years time rather than one. In-
deed, while the Mont Belvieu price fell 1%
to 82¢ from last week, this remained the
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second highest price at the hub since it was 95¢ the
week of September 3, 2008.

The NGL with the biggest drop in price at both
hubs was butane, which fell 4% at both Mont Belvieu
and Conway. As the demand for butane fell off due
to refiners switching from winter-grade gasoline to
summer-grade gasoline, the price was expected to fall.
En*Vantage reported that strong co-product prices for
butadiene and propylene prices helped to shift ethyl-
ene production economics away from ethane. How-
ever, there has not been a dramatic shift from ethane
to either butane or gas oil because there isn’t enough
of either for crackers to consume. The Mont Belvieu
price of $1.91 was the lowest price at the hub since it
was $1.85 the week of April 13 while the Conway price
of $1.76 was the lowest at the hub since it was $1.70
the week of April 13.

Butane’s sister product, isobutene, managed to
largely hold firm on prices at both hubs as it fell 1% to
$2.08 at Mont Belvieu and remained at $1.99 at Con-
way. Isobutane prices continue to benefit from strong
demand for alkylate.

The price for Mont Belvieu propane fell 3% to $1.53
the week of May 4 while the Conway price dropped
2% to $1.43. Propane prices remained healthy due to
low inventory levels for the NGL, which is keeping
demand high for the product despite the end of the
heating season.

Pentanes-plus (C5+) prices also remained relatively
stable at both hubs from the prior week as the Mont
Belvieu price fell 3% to $2.61 and the Conway price fell
3% to $2.49. — Frank Nieto
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(Note: This is the section formerly called “Box Score” in Gas Processors Report)

Mont Belvieu
May 4 - 10, '11
April 27 - May 3, '11
April 20 - 26, 11
April 13 -19, '11
April 11

March '11

1st Qtr '11

4th Qtr '10

3rd Qtr '10

2nd Qtr '10

May 5 - 11,'10
Conway, Group 140
May 4 - 10, '11
April 27 - May 3, '11
April 20 - 26, '11
April 13 -19, '11
April 11

March '11

1st Qtr '11

4th Qtr '10

3rd Qtr '10

2nd Qtr '10
May 5 - 11, '10

Eth
82.08
83.46
81.55
7313
75.74
68.59
63.74
59.07
44.99
50.97
52.43

Eth
57.08
56.23
55.50
50.36
54.31
50.44
46.30
47.01
31.16
31.56
31.26

Pro
153.44
158.38
148.10
142.06
144.44
139.76
137.32
126.07
106.98
108.43
110.50

Pro
143.34
146.30
137.48
131.40
134.59
129.33
128.26
120.80
101.46
103.03
107.56

Norm
191.03
199.94
193.73
185.18
189.72
181.80
175.07
162.01
138.23
145.01
145.72
Norm
176.33
183.33
177.90
170.28
175.54
169.43
164.69
157.16
132.39
130.96
132.26

Iso
208.00
210.30
205.30
201.58
203.15
192.01
186.15
168.24
143.25
157.23
161.42

Iso
199.00
199.00
199.98
195.50
199.58
190.30
186.06
161.69
141.93
145.20
146.00

Pen+
260.80
268.58
259.75
251.30
256.33
243.97
228.46
198.89
171.45
178.04
180.00

Pen+
249.25
258.13
251.53
24118
246.21
24491
225.91
193.86
163.91
172.55
178.93

NGL Bbl
$64.18
$66.04
$63.46
$60.33
$61.63
$58.42
$55.82
$50.59
$42.37
$44.64
$45.40
NGL Bbl
$57.91

$59.09
$57.21

$54.43
$56.18
$54.26
$51.80
$47.80
$39.04
$39.90
$40.91

Data Provided by Intercontinental Exchange. Individual product prices in cents per gallon.

NGL barrel in $/42 gallons

www.midstreambusiness.com

Copyright © 2011. Hart Energy 11



HARTENERGY

VOLUME 9 / ISSUE 37 / May 13, 2011

FRAC SPREAD

Frac Spread Margins Up Due To Reduced Natural Gas Prices

Current Frac Spread (Cents/Gal)

Although natural gas liquids
(NGL) prices were down the week
of May 4, frac spread margins
improved in some cases due to
10% drops in natural gas feed-
stock prices at both Conway and
Mont Belvieu.

The price of natural gas fell to
$4.05 per million Btu (/MMBtu) at
Conway and $4.14/MMBtu at Mont
Belvieu due to steady decreases
in commodity prices during
the week.

Some NGL frac spread margins
gained ground during the week
of May 4 due to the fact that NGL
prices didn’t drop as much as gas
prices. The largest gains were
posted by ethane, which improved
by 15% at Conway and 3% at Mont
Belvieu. The next largest gains
were posted by isobutane with a
3% improvement at Conway and a
1% improvement at Mont Belvieu.

The two NGL margins that fell
at both hubs the week of May 4
were butane at 2% at Conway and
3% at Mont Belvieu and C5+ with a
2% drop at Conway and a 1% de-
crease at Mont Belvieu. Both NGLs
had the largest price decreases for
the week, which caused the drop
in margins.

The theoretical NGL barrel
price also fell at both hubs the
week of May 4, but at a much
slower rate compared to the drop
in natural gas prices. The theoreti-
cal barrel at Conway was down
2% to $57.91 per barrel (/bbl), but
experienced a 1% gain in overall
margin at $43.11/bbl. The Mont
Belvieu theoretical barrel price fell

3% to $64.18/bbl with a 1% drop in
overall margin to $49.06/bbl.

The most profitable NGL to
make at both hubs remained C5+
at $2.04 per gallon (/gal) at Conway
and $2.15/gal at Mont Belvieu. This
was followed, in order, by isobu-
tane at $1.59/gal at Conway and
$1.67/gal at Mont Belvieu; butane
at $1.34/gal at Conway and $1.48/
gal at Mont Belvieu; propane at
$1.06/gal at Conway and $1.16/
gal at Mont Belvieu; and ethane at
30¢/gal at Conway and 55¢/gal at
Mont Belvieu.

Natural gas in storage for the
week of May 6, the most recent
data available from the Energy
Information Administration, in-
creased 70 billion cubic feet to
1.827 trillion cubic feet (Tcf) from
1.757 Tcf the previous week. This
was 12% below the storage level of
2.076 Tcf recorded last year at the
same time and 2% below the five-
year average of 1.864 Tcf.

The U.S. National Weather
Service’s forecast for the coming
week may see cooling demand
down slightly due to its call for
cooler than normal weather for
this time of year in much of the
country. The West Coast, South-
west and most of the Midwest
are expected to experience cooler
than normal temperatures. New
England, the Gulf Coast and a por-
tion of the Great Lakes area are
expected to experience warmer
than normal temperatures with
the rest of the country experi-
encing normal spring weather.

— Frank Nieto
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MAY 122011 | comeay | TR | T | week
Ethane 57.08 82.08
Shrink 26.85 27.45
Margin 30.23 14.81% 54.63 2.90%
Propane 143.34 153.44
Shrink 37.10 37.92
Margin 106.24 1.19% 11552 | -0.78%
Normal Butane 176.33 191.03
Shrink 42.00 42.93
Margin 134.33 -1.63% 14810 | -2.85%
Iso-Butane 199.00 208.00
Shrink 40.34 41.23
Margin 158.66 2.97% 166.77 1.26%
Pentane+ 249.25 260.80
Shrink 44.91 45.91
Margin 204.34 -1.82% 21489 | -1.33%
NGL $/Bbl 57.91 -2.00% 6418 | -2.81%
Shrink 14.79 15,12
Margin 4311 117% 49.06 | -0.50%
Gas ($/mmBtu) 4,05 -10.20% 414 | -961%
%ff; rﬁg'/g'\gla)rg'” 98.92 135% | 11433 | -044%
NGL Value in $/mmBtu
Ethane 3.20 25.49% 452 |121.12%
Propane 5.05 7.07% 544 | 5.73%
Normal Butane 1.98 7.94% 2.15 | 8.67%
Iso-Butane 1.24 5.57% 129 | 5.22%
Pentane+ 3.30 1.03% 3.44 11.02%
;‘/’fs:ni?ge'va'“e'” 1477 9.07% 1684 |10.94%
Margin 10.42 7.63% 12.38 | 9.46%

Price, Shrink of 42-gal NGL barrel based on following: Ethane, 36.5%;
Propane, 31.8%; Normal Butane, 11.2%; Isobutane, 6.2%; Pentane+,
14.3%, Fuel, frac, transport costs not included. Conway gas based on
NGPL Midcontinent zone, Mont Belvieu based on Houston Ship Channel.

Shrink is defined as Btus that are removed from natural gas through the
gathering and processing operation. | Source: Frank Nieto
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April 2011 Frac Spread: Margins Improve Despite Large Feedstock Price Gains

MIDSTREAM

(Note: This is not this week’s Frac Spread)

Natural gas liquid (NGL) frac
spread margins were up across

. . . - 0 . Change from Mont Start of
the board in the month of April Belvieu margin improved by 10% April 2011 Conway | oo o Month | Belvieu | Month
2011, with the lone exception of during the month due to the large Ethane 58.20 82,12
Conway C5+. These margin im- run-up in crude prices, but the Shrink 28.84 29.57
provements were despite large Conway price didn’t match such Margin 29.36 41.23% 52.55 | 24.70%
gains posted in natural gas feed- gains and caused the margin to fall ProPa”e 15,80 153,50
stock prices at both hubs, whose 1% during the month. Sh”n,k 2985 408
ve eff . The th tical NGL b 1 Margin 105.52 500% | 115.95 | 2.74%
negative effects on margins were e theoretica arre Normal Butane 183,50 198,87
undone by significant NGL price price rose 8% at Conway in April to Shrink 4511 46.25
gains at both Conway and Mont $59.15 per barrel (/bbl) with a 6% Margin 138.39 6.48% | 152.62 | 6.83%
Belvieu. improvement in margin to $43.26/ Iso-Butane 199.00 207.63
The largest gains by far were bbl. The Mont Belvieu theoretical Strink 43.33 4442
: . . . Margin 155.67 375% | 16321 | 2.79%
posted by ethane, which experi- barrel enjoyed a larger improve-
. . . Pentane+ 255.85 266.40
enced a 41% improvement at Con- ment during the month as it rose Shrink 18,24 49,46
way and a 25% improvement at 10% to $6537/bb]. with a 9% gam Margin 207.61 -1.35% 216.94 10.10%
Mont Belvieu due to increased de- in margin to $49.07/bbl. NGL $/Bbl 59.15 7.73% 65.37 |10.33%
mand from the U.S. petrochemical The most profitable NGL to Shrink 15.89 16.29
makers based on significant price make at both hubs was C5+ at Margin 43.26 601% | 4907 | 879%
.. Gas ($/mmBtu) 446 |15.25%
advantages they are enjoying from  $2.08 per gallon (/gal) at Conway -
: ; ; Bl 011 T 43 12.69% | 11429 | 8.54%
large productions of cheap ethane. and $2.17/gal at Mont Belvieu. This (in cents/gal) 35 69% : 54%
The second largest margin gains  was followed, in order, by isobu- NGL Value in $/mmBtu
experienced at both was for bu- tane at $1.56/gal at Conway and Ethane 3.20 25.49% 4.52 |21.12%
tane, which had a 7% increase at  $1.63/gal at Mont Belvieu; butane Propane 5.05 7.07% 5.44 | 5.73%
both Conway and Mont Belvieu. at $1.38/gal at Conway and $1.53/ Wl 1% TERs 219 | Sty
L. . . Iso-Butane 1.24 5.57% 129 | 5.22%
This increase was due to its usage gal at Mont Belvieu; propane at
Pentane+ 3.30 1.03% 3.44 |11.02%
by crackers to produce ethylene, $1.06/gal at Conway and $1.16/gal ;
. ) ) . Total Barref Value in 1477 9.07% 16.84 |1094%
which experienced increased de- at Mont Belvieu; and ethane at 29¢/ $/mmbtu i ' ' ‘
mand in the month. gal at Conway and 53¢/gal at Mont Margin 10.42 7.63% 1238 | 9.46%

Margins for C5+ were truly a
mixed bag in April as the Mont

Belvieu. — Frank Nieto

Current Frac Spread (Cents/Gal)

Price, Shrink of 42-gal NGL barrel based on following: Ethane, 36.5%;
Propane, 31.8%; Normal Butane, 11.2%; Isobutane, 6.2%; Pentane+,
14.3%, Fuel, frac, transport costs not included. Conway gas based on
NGPL Midcontinent zone, Mont Belvieu based on Houston Ship Channel.

Shrink is defined as Btus that are removed from natural gas through the
gathering and processing operation. | Source: Frank Nieto
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CGT Supplies Natural Gas To Growing Southeast Region

Carolina Gas Transmission Corp. (CGT)
is an interstate natural gas transporta-
tion company that transports natural
gas throughout the southeast region of
the United States. It was formed through
the 2006 merger of two of SCANA Corp.’s
wholly owned subsidiaries: SCG Pipeline
and South Carolina Pipeline Corp, ac-
cording to the CGT website.

CGT has 1,500 miles of pipeline, a system
capacity of 500 million cubic feet per day
(MMcf/d) and three compressor stations,
according to Hart Energy Mapping and
Data Services.

According to the U.S. Energy Informa-
tion Administration, in 2002, the Elba
Island, Georgia, LNG import facility re-
opened after being closed since 1980. To
provide transportation services to a key
customer of the facility, the SCG Pipeline
Co. system built a 200 MMcf/d, 18-mile
natural gas pipeline in 2003 between
Elba Island and a new 875 MW natural
gas fired power plant located in south-
eastern South Carolina. This pipeline,
in addition to a restored twin-pipeline
system between the Elba Island facility
and Southern Natural Gas Co.’s system in
Georgia, can currently deliver up to 1.2
billion cubic feet per day into the CGT
system (which was reclassified as an in-

terstate system in 2004). (continued)

#) Carolina Gas Transmission Corporation
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The top transport customer is South
Carolina Electric & Gas Co. with 290,000
dekatherms per day (Dth/d), followed
by SCANA Energy Marketing Inc. with
198,000 Dth/d. Rounding up the top 10
are Patriots Energy Group with 67,000
Dth/d; Nucor Corp. with 15,000 Dth/d;
Eastman Chemical Co. with 9,000 Dth/d;
Alumax Of South Carolina Inc., Ameri-
can Gypsum South Carolina, LLC, and
Clinton-Newberry Natural Gas Authority,
all with 3 Dth/d; and Agy Aiken, LLC, and
Dak Americas, LLC, with 2 Dth/d.

The top receipt point for 2010 was
SNG Aiken Point, and the top delivery
point for the same year was South Caro-
lina Electric and Gas Co. in Jasper County,
South Carolina. — Rebecca Torrellas

MIDSTREAM

Monitor

Carolina Gas Transmission Corporation - Pipeline Statistics

General Information FERC Code: 199
Owner: SCANA Corporation System Capacity: 0.5 Bef/d

Operator: Carolina Gas Transmission Seasonal Storage: None

Miles of Pipeline: 1,500 Compressor Stations: 3

Top 10 Transport Customers Capacity (MDth/d)

Customer Name:

RATE  Scana Energy Marketing, Inc. 198
RATE  Patriots Energy Group 67
RATE  Nucor Corporation {15

RATE  South Carolina Electric & Gas Company 290 |
I
]
1
RATE Eastman Chemical Company 9|l

Customer Name
RATE  Alumax Of South Carolina, Inc. 3|
RATE  American Gypsum South Carolina, Llc 3l
RATE  Clinton-newberry Natural Gas Authority 3l
RATE  Agy Aiken Lic 2|
RATE  Dak Americas, Lic 2l
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Midstream Monitor PDF newsletter.
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