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‘ Summary

= Contract

DoNiNaKa has entered into a short contract of 1 million barrels of crude
oll to be delivered on June 1, 2006 at spot price

Long Contract for June 15t at a price of $73.70 / barrel

Total exposure is $73,700,000, with a loss limit of 5% and with a 90%
probability

= Hedging Method

We propose a Long Straddle to hedge the market view of neutral and
volatile




‘ Significance of Industry

= The world’s largest oil producer is Saudi Arabia
o Other leading oil producers are Russia, Norway, Kuwait, Iran

= OPEC (The Organization of Oil Producing Countries) is the dominant player
in the industry. For all practical purposes, OPEC control the world’s oil
production level — and is thereby also a powerful source of influence to the
oil price level

o Non-OPEC countries still represent about 60% of the total oil production, but these
countries are not as tightly organized and thereby not as influential. Moreover, it is
more difficult to control production in non-OPEC countries, as more companies are
privately held (not state owned)

o 10 of the 14 largest oil exporting countries were OPEC members in 2004*

= The world’s largest oil consumer is USA

= More than 2/3 of the world’s oil consumption is at some point transported at
sea

*http://www.eia.doe.gov/emeu/cabs/nonopec.html
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‘ What Influences Crude Oll Prices
- and what drives volatility?

= World production of oil
o And where it is produced

=  World demand for oil

o And where it is demanded
= China = current engine

= Inventory Management of Oil Reserves
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Demand vs. Supply

= Oill Demand a Function of GDP Growth
o ...but quite unpredictable

Table 2: GDP Growth vs. Oil Demand Growth, 2002-2006E

2002
.5, GDP Growth 1.6%
.S, Oil Demand Growth 0.6%
.S, GDP Growth/U.S. Oil Demand Growth 0.3x

China GDP Growth 8.0%
China Oil Demand Growth 6.4%
China GDP Growth/China Oil Demand Growth 0.8x

Global GDP Growth 3.0%
Global Oil Demand Growth 0.8%
Global GDP Growth/Global Oil Demand Growth 0.3x

Source: U.S. Department of Commerce, National Bureau of Statistics of China, IMF, IEA
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‘ Risk Assessment

NYMEX Sweet Crude - Daily Price in 12 previous months
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= The oll market is one of the most volatile markets in the world
o The last year, oil prices have fluctuated between $46 and $76

per barrel

= Futures prices are at historical peak level

= Political pressure as a result of high gasoline prices:

o oil companies are being investigated in the USA to assess whether there is
sufficient evidence of unfair competition practices

= Force Majeure: Irag war and possible Iranian tension escalation

= Weather extremes
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‘ Historical Olil Prices

Gives Evidence of Extraordinary 2006 Level

May 1st 2006

Average price 1945 - CL futures level

2004: $17.18/barrel*

Crude Oil Prices
2004 Dollars

$70
Iran / Iraq OPEC 10 % Quota Increase
War AN Asian Econ Crisis f

$60 -

\rani Series of OPEC Cuts f

ranian 4.2 Million Barrels

Revolution f
$50 PDVSA Strike []
[ Avg World $22.86 | \Q } l Iraq War ba
Asian Growth
J[Avg U.S. $20.94 |/ | yedian U.s. &

" | Werld $17.18
Gulf
War
Yom Kippur War

2004 $/BARREL
©®
F4
=3

$30
\ Arab Qil Embargo / \ ﬂ
$20 ' AN P | | 'A_'!\s\ RN A
=) s, Price WA T
Controls v 9/11
$10IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII
47T 4951 535557 596163 65 67 6971 7375 77 79 81 83 85 87 89 91 93 95 97 99 01 03
4850 525456 5860 6264 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 1
e %08 How long will the
WTRG Economics ©1998-2005
= U.S. 1st Purchase Price { Wellhead ) = "World Price" * www.wtrg.com peak peak777
(479) 293-4081

*2004 adjusted prices




‘ Analysts’ Opinions:

Trends In Oil Demand

Germany, Export Mew Orders, Motor vehicles, frailers and semi-fra
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‘ Analysts’ Opinions:

Trends In Oil Production

* A key factor in tightening the oil market
has been in the U.S.,
U.K., Norway, Venezuela and Indonesia*

» The surge in oil production in Russia,
as well as the rest of OPEC from 2002-
2005 offset the above decline

* JP Morgan, Analyst Report from May 3, 2006
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Analysts’ Opinions:

Demand Will Surpass Gains in Supply

= The observed trend in the market leads Morgan Stanley Research (and
a majority of other analysts) to conclude that global demand for refined oil
products will significantly surpass gains in supply during the 2006-2007

period*
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