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54.  Page 16 - You say that as an indicator of market piice, Ms&ngﬁ@eﬂ_@ .
“considered most robust in the near term, for example, thenext 2-3 years, wighirpding
after that being very thin and hence generally not considered indicative of market

prices in future years”

a. Please provide the basis for your opinions that NYMEX prices are only valid with
a 2-3 year period, and that trading in the NYMEX market is very thin after 3
years.

Answer:

The first part of the question attempts to rephrase my testimony and is therefore
inappropriate. See Excessive Speculation in the Natural Gas Market, Permanent
Subcommittee on Investigations, United States Senate, June 25 and July 9 Hearings,
(bttps://www.levin.senate.gov/imo/media/doc/supporting/2007/PS1. Amaranth.062507.p
df as an example of what in my experience is well understood among industry
participants. See especially page 33: “Many natural gas producers and users buy or sell
futures contracts for up to 12 months in the future to hedge their purchases or sales.
The volume of trading in natural gas contracts more than 18 months in the future is not
large, and most of the trading this far into the future is done by speculators.”
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Many natural gas producers and users buy or sell futures contracts for up to 12 months in
the future to hedge their purchases or sales. The volume of trading in natural gas contracts more
than 18 months in the future is not large, and most of the trading this far into the future is done
by speculators.

The ICE natural gas swap has many features similar to the NYMEX futures contract, but
there are also some differences. Table 2 presents the standard specifications applicable to both
types of natural gas contracts:

Table 2
NYMEX and ICE Basic Natural Gas Contract Specifications

NYMEX Natural Gas Futures ICE Natural Gas Henry Hub

Contract Swap
Trading Unit 10,000 MMBtu 2,500 MMBtu
Price Unit $ per MMBtu Same as NYMEX

Trading terminates three
business days prior to the first Same as NYMEX

Last Trading Day calendar day of the delivery

month.
Settlement Type | Physical Financial
Volume-weighted average of :
Final Settlement | prices of trades during the last gzg;:r:: nf\tl;l:/[l(:EeX oilT_aa]st Frdin
Price half-hour of Last Trading Day D3 g
(2:00 to 2:30 PM). y
Delivery < iy
Loeatidn Henry Hub, Louisiana N/A

First calendar day of delivery
Delivery Period month through last calendar day | N/A
of delivery month

Open outcry: 9:00 AM - 2:30 PM
: Electronic trading: Electronic trading:

Trading Hours | g0 b of the prior trading day | 2:30 PM of the prior trading day
to 5:15 PM of the trading day. to 2:30 PM of the trading day.

As Table 2 indicates, the NYMEX natural gas futures contract is physically settled,
meaning that a trader that is a net buyer of futures contracts for a particular month (a “long”
position) must either sell an equivalent number of contracts for that month prior to the expiration
of the contract or take delivery of the amount of gas in the contracts at the contract delivery
location, which for natural gas futures contracts is the Henry Hub in Louisiana. Similarly, a
trader that is a net seller of futures contracts for a particular month (a “short” position) must
either buy an equivalent number of contracts prior to expiration or make delivery of the net
volume of natural gas in the trader’s short position at the contract delivery location.

Like other commodity traders, natural gas traders rarely make or take delivery pursuant to
a futures contract. Buyers and sellers of physical quantities of natural gas use futures contracts
to hedge their exposure to price changes in the physical market rather than as a means to acquire
physical quantities of natural gas. Many large traders nonetheless have acquired the capability to





