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US Propane Volume Forecast

United States Propane Volume Forecast
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LPG Markets

US LPG Market Segmentation

Agricu!tural Motor Fuel

Petrochemicals
M.7%

Domestic
33.7%

*The automotive sector shows the greatest potential for growth, this is
largely dependent on government environmental issues
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Primary LPG Markets
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Market Leader in Fragmented Industry

* Over 3,500 Retail Propane Distributors
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Source: American Petroleum Institute 2002 ME
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LPG - Product




LPG — Source to Consumer
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Propane - World’s Most Versatile Fuel

4+ Central Heating 4 Crop Drying

4+ Space Heating 4+ Pool Heating

+ Water Heating 4+ Forklift Fuel

4+ Cooking & Baking 4+ Commercial Drying
4+ Barbecue Cooking 4 Process Heating

4+ Vehicle Fuel 4+ Micro Turbines
4+ Fuel Cells 4+ Air Conditioners

4+ Clean Burning 4+ Environmentally Friendly
4+ Portable 4+ Economically Attractive
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Propane Attributes - MF

Range Comparable to Gasoline
» 50% lower CO emissions

» 40% less hydrocarbon emissions
» 35% reduction in NOx

Low Maintenance
No Loss in Horsepower & Torque Capacity
High Octane Fuel

» Reduces knocking
Quick Re-Fueling
Easy & Economical Infrastructure
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Global Propane Vehicle Growth

Number of Vehicles Worldwide
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Propane is the #1 Alternative Fuel

300,000

Propane sales exceed all other alt fuel sales combined
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Infrastructure




U.S. Refueling Sites
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Source: Alternative Fuels Data Center

The propane refueling
infrastructure consists of
more than 10,000 sites
available across the
country, and the cost of a
propane refueling facility
is less than that for
gasoline refueling
facilities.
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Propane Infrastructure

» Economical and Cost Efficient

» Avalilable

» Industry Partnerships

» Modern Fleet Management System
» Portable

» Dispensers at Customer Sites




Propane Dispensing Equipment

System skids can be
relocated

Skid package reduces
on-site construction
costs and installation
timing

Small footprint:

12° X 6’

or a parking space




Pricing
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Propane Valuation

Propane retains a price relationship to both
crude oil and natural gas under most
scenarios

» Alternative Values

» Alternative Uses

» Supply \ Demand Differences
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Transporting Propane
= TWEFrrCoOo

Albany
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" Denver Seymour— & Todhunter
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Creal Springs.-+ Evansvilla

Capa Girardeau . -C rt Gity

Watkins Glen

= "Jonah

Farmingtomn

« Memphis TEPPCO Products Pipeline
TEPPCO HNGL Pipelines
TEPPCO Crude Pipelines
Seaway Crude Fipeline
Centennial Pipeline
Jonah Gas Gathering System
Val Verde Gathering System
Fractionators

* Beaumont Marine Terminals

e
San Antonio w— — Mont Belvieu

“™ Houston

st?ﬁus Christi

The typical load sizes for the various methods of transportation are:
Bobtails - 1200 — 2000 gallons
Transport truck - 8500 — 11,000 gallons
Railcars - 30,000 gallons
Barges - 420,000 - 1,000,000 gallons
Vessels 4,000,000 — 18,000,000 gallons
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How We Buy Supply

Posting = Supplier sets price based on
market conditions

Formula - Supplier agrees to sell on a fixed
margin over Belvieu or Conway

P\L Tariff- We buy in Belvieu or Conway and
ship it ourselves
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Propane Propane Propane

at at Local at District \

Belvieu\ Conway  Supply Point Customer
S5 $0.5% 8115

Associated Costs Associated Costs Associated Costs

-Storage Freight alternative Freight \ Bobtail cost

-Cost of Capital — >  °Local Production > <Payment terms

-Shrinkage Allocation *Timing by month
*Seasonal Premium Labor \ storage
*Pipeline tariff expense




Customer Options

Floating price - Price moves with the market -
Flexibility in margin
Index Price

» Fixed margin over local posting
» Fixed margin over Belvieu or Conway

Fixed Price
» Customer pays up front
» Customer pays a portion down
» Customer pays a service fee




Methods to Fix Prices

Physical Inventory \ Pipeline Terminals — Buy gas and hold
In inventory until needed

» Cost of capital = Ties up funds that could be used in other areas
» Cost of storage - Real out-of-pocket expense during summer

> LIC]UIdIty lIMits - once you buy the gas, you have to move it

> Best flexibility on lifting

» Problems on building allocation - poes not buila aliocation

during summer season
Pre-buy — Put down small amount to hold price. Gas is
usually stored in proprietary storage such as Koch-
Schaefferstown or Conoco-Mt. Vernon

Forward Purchases \ Pipeline Terminals — Fix price in
forward month




Methods to Fix Prices (con’t)

Financial Swaps — Financial arrangement that uses existing
contracts to limit price variation

+ Uses existing supply contracts to limit basis risk

+ No money down

Specific volume and fixed price by month

No flexibility on volumes moved from month to month

Subject to logistics problems that increase freight or disruptions in
deliveries that increase basis above plan

* o o

Financial Options — Calls
+ Uses existing supply contracts to limit basis risk
¢ Premium Paid up front — usually 3-5 cpg
Limits downside market risk
No flexibility on volumes moved from month to month

Subject to logistics problems that increase freight or disruptions in
deliveries that increase basis above plan

* o o




Tools for Risk Management |
Fixed Price Swaps

1. Objective

¢

2. Swap Mechanics
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Risk Management li:

Call Options: Fix a Maximum Price While
Benefiting From Price Decreases

1. Objective:

2. Cap Mechanics:

Time
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What Suppliers Require

To properly align the fundamentals of the
purchase and the sale

1. Volumes per month

2. Delivery Rates

3. Supply Allocation

4. Price Basis

5. Transportation Method and Availability




How do suppliers conclude:

Customer Segmentation
» Predictable Volume within limits
» Price Sensitivity
» Margin Requirements
Desired End Result
» Ensure reliable supply at a reasonable cost
» Margin Protection
» Grow Volumes through new products
» Reduce cost volatility
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