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General Disclaimer
]

Please Note: The document contains trading commentary; it is not independent research and has
not been created by Merrill Lynch’s research department. The information contained herein has
been compiled by Merrill Lynch Commodities, Inc. (“MLCI”) from sources believed to be reliable,
however, MLCI makes no representation or warranty and takes no responsibility for the accuracy
thereof. To the extent that this document contains forecasts, please be advised that forecasts are
based upon a number of estimates and assumptions that are subject to significant business,
economic, regulatory and competitive uncertainties. Forecasts are inherently subjective, and
actual results and subsequent forecasts may vary significantly from these forecasts. MLCI shall
have no obligation to continue to provide or update any information provided to you, even if it
becomes aware that circumstances have changed and/or that the information mentioned herein is
no longer current or accurate. You should also be aware that MLCI is an active participant in the
commodities markets and may trade and/or have positions that are on the same side or the
opposite side of the market from the trades or positions taken by you and/or represented

herein. You should not construe any of the material contained in the this document as business,
financial, investment, hedging, trading, legal, regulatory, tax or accounting advice and you should
not make this document the primary basis for any trading decisions. MLCI does not hold a
fiduciary relationship with you. Nothing in these materials should be construed to constitute an
offer to do business with you on the terms set forth herein or on any other terms. The examples
and prices provided in this document are for illustrative purposes only and do not reflect the actual
prices at which MLCI will enter into any transaction. All transactions with MLCI are subject, among
other things, to prior credit approval. This document and the contents thereof may not be re-
circulated, redistributed or published by you to a third party by any means.

Outside the United States, this document is intended solely for distribution to professional
investors. Further information may be obtained upon request. For this purpose, persons outside
the United States should contact the Merrill Lynch office located in or nearest to the country in
which they reside.

Copyright © 2008 Merrill Lynch Commodities, Inc., unless otherwise noted. All rights 2gzserved.
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European and North American Energy Capabillities
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European Capabilities:

: : North American Capabilities:
» Active at all major gas hubs

» Capacity on 90 P/L; 68 Storage Facilities

e Traded 3 BCM/Yr « 17 Gas/Power Asset Management Clients
« Active in 10 major power pools * 9,000 MW
. 0 150+ Bcf storage
Traded 220 TWh/Yr (10% of market) . 10+ Bef/d peak day capagailci,ty
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Natural Gas Major Themes
e

e Growth in North American gas production Is real,
sustainable, and ill defined on price elasticity

 North America could be self sufficient in natural
gas for several years (including ~ 1 Bcfd of
embedded LNG imports in Boston and Altamira),
but it likely will not be

e The demand story for gas has shifted from strong
to weak to mixed

e Infrastructure buildup will shift basis weakness to
new, and in some cases, unexpected areas

R

Bankof America ==



Gassy Consequences
e

 North American gas prices are likely to oscillate
between cash cost and marginal play’s life cycle
investment cost [<$2.50 up to $7.50]

e No room for LNG sloshing from other markets, so
Incremental LNG pushes price hard

— Likely outcome for 2009 and 2010
e Storage less attractive; understand rule of thumb

e Some pipe assets may experience periods of low
utilization for segments of their system
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Policy Considerations
e

e U.S. production
— Access to resources; onshore and offshore
— Workforce issues

— Shale gas water requirements and completion
techniques

e LNG
— Regasification capacity: quantity and location
— Contract terms; pricing, quantities, flexibility

— Willingness to engage in global trade including
exporting U.S. natural gas as LNG

— Gas quality and interchangeability
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Storage Inventories Tell the Tale
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Tightest Import/Export Balance in Recent History
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U.S. Production Growth
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Production Economics

_ Wellhead prices needed for _ 12 month strip wellhead prices —
IRR>10% *** Jan '09 to Dec ‘09 (as of

JL\.7 02/06/09)

*»**Economic wellhead prices (>10% IRR) will go lower
as prices go down and demand for services goes down
— prices assumed as of Jan 2009

Price Points Used: California = Calif Southern Border, Mid Cont / Arkansas = ANR Pipe, Rockies = Northwest Rocky Mtn Mthly Index, Gulf Coast / Barnett /
Haynesville = Houston Ship Channel, Permian = West Texas Waha, San Juan = El Paso San Juan Mthly Index, Marcellus = Dominion
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Weekly Rig Counts

_ Latest Rig Count (as of 02/06/09) _ Rig Changes vs. Previous Week —
& green is positive, red is negative
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Shale Drilling Inventories
e

Shale Location Acrest Spacing % Potential Wells
Utilization Wells

Barnett (TX) 2.9 mm 80 acres 50% 18,300 8,000

Fayetteville (AR) 2.0 mm 80 acres 50% 12,500 1,000

Woodford (OK) 0.7 mm 60 acres 50% 5,500 600

Haynesville 3.1 mm 80 acres 50% 19,500 50

(N. LA & E. TX)

Marcellus (Eastern) 5 mm 160 acres 50% 15,600 500

Canada - BC 1.4 mm 80 acres 50% 8,600 10

Total of 6 Shales 13.7 mm 80,000 10,160
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1 — Sum of public companies net land position; Sources are public filings with the SEC
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Shale Gas and LNG Competing for Limited Capacity

Rockies Express Pipeline
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Terminal (BCFD)
Cameron LNG 1.8
Freeport LNG 1.5
Golden Pass 2

Gulf Gateway 0.4

Lake Charles 1.2
Sabihe Pass LNG 2.6
Sabine Expansion 1.4
Pascagoula 1.3
Total 12.2

A | NG Regas Facility

Bankof America ==

Sources: Boardwalk, Federal Energy Regulatory Commission
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LNG Imports to USA

Regasification Send Outs (bcf/d)
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Near-Term Drivers to Higher Natural Gas Prices

—

e Projected economic growth by the second I
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Drilling Restrictions on Federal Lands

Pacific OCS
138 BBOE

Pie Chart J
Accessibility Categories Ia"
B veccesaiie m
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Gulf of Mexico OCS
86,0 BBOE

Atiantic OCS
10,3 BBOE

Onshore restrictions are due to states,
executive orders, agency decisions,
or deferrals pending planning or
MNEPA compliance.

Offshore restrictions are due 1o
congressional moratoria and
prasidential withdrawsal.
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Summary
]

e Shale play potential will ensure sufficient US

gas supply for several years but stable price
signals are needed

e Rigs are not likely to be laid down quick enough
to prevent an over-supply of gas in 2009

e Gas price likely to be banded in the $5-$8/mcf
range for the foreseeable future

— Short term excursions to shut-in price levels
possible in 2009 and 2010

— Short term excursions to $10+ possible if
LNG sloshes away from N.A. after production
drops by year end 2009
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