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By Peter Marrin
Citing above-average storage levels, a stubbornly high gas rig count and the subsequent near-record gas production in the U.S., analysts with Tudor Pickering Holt & Co. Securities Inc. said Aug. 10 that they are slashing their price outlook for natural gas.

"Haven't loved gas, won't love it for good long while," the analysts said in a research note. "If E&Ps won't stop drilling, gas price won't go up. Period. Shaleapalooza (availability), $5-$5.50/mcf 2011 hedging, ongoing high rigcounts, [and] available E&P debt capacity all contribute" to the reduced price outlook.

The firm said front-month natural gas prices on the New York Mercantile Exchange averaged $4.70/Mcf in the first half of this year and will average near $4.50/Mcf for the second half of the year, down sharply from the firm's previous forecast of $6.50/Mcf.

The analysts also lowered their price projections for the next two years to $5/Mcf, down from $6.50/Mcf previously, and trimmed their forecast for 2013 and beyond to $6/Mcf, down from $6.50/Mcf previously.

The firm noted: "As Q2 earnings season draws to a close, we see a combination of willingness for E&P companies to outspend their cash flow (overflowing with shale opportunities) and the realities of above average storage levels, the stubbornly resilient gas-directed rig count and the corresponding production growth that is resulting from record horizontal drilling."

The firm said that with U.S. gas rigs now near 980, its supply model predicts annual supply growth of 2 Bcf/d, or 3.5%, compared to estimated normalized annual demand growth of 1 Bcf/d, or 1.7%.

"Absent a decline in rig count, gas price will have to remain at ~$5/mcf to take some demand away from coal-fired power generation," the firm said. "In the near term, gas price will be determined, in part, by US coal prices. If [the] rig count falls in 2011 or coal prices continue to rise, there is upside bias to our 2011/12 forecast."

The analysts noted gas-directed drilling in the U.S. is up about 44% on the year and that the horizontal rig count is at all-time highs. "Although the gas directed rig count has been ~flat since an April plateau, there is no clear incremental catalyst for the rig count to fall materially in the near term (or at least materially enough to impact production growth)," the firm said.

The analysts also tempered their long-term price outlook for 2013 and beyond amid higher-than-forecast drilling productivity from the North American shale plays. The firm now projects a long-term gas price near $6/Mcf, down 50 cents from the previous outlook, noting that "US gas economics simply do not justify" long term prices of $5/Mcf or lower, "not even with Shaleapalooza."

The firm said increased coal prices, higher well costs or more robust demand growth could even push this $6/Mcf forecast higher.
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