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Where along the value chain should we look for
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evidence of gas price alignment?

City gas and end user prices influenced

FOB price Border price (pipeline gas) by taxes and local circumstances

(LNG)

Tax shares of gas end user prices
to households, 1Q09
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IEA: Energy Prices and
Taxes, 2Q 2009

Focus on import prices and —where
appropriate — hub prices
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Regional gas prices have always been indirectly
linked...
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Oil linked gas prices: Significantly correlated

across regions... . reflecting well integrated

crude oil and product markets
European and Japanese

average contract border/beach

prices Crude oil spot prices
— Europe
— Japan
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Different indices, slopes, time lags
and constants in the price formulas
SEP P e explain the remaining differences
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G-t-g based prices: Correlation increasing?
Henry Hub and NBP Correlation coefficient HH -
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jury still out?
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Is th t HH-NBP lation due to LNG?
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Is LNG doing its job?

LNG is connecting hitherto unconnected market areas...

... but that does not automatically deliver price globalisation
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It is the flexible portion of LNG that may drive
price alignment

Spot LNG trade by importing
region, 1995-2008

* Thatis, the portion not tied 50
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* Flexible LNG consists of: 5 |
— Uncommitted LNG 10 -
— Contracted LNG where the 5 -
buyer is not an end user but o
an aggregator/trader 1995 1997 1999 2001 2003 2005 2007

Spot includes deals up to 4 years
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Spot/short term LNG still supplies a small share

of total gas demand

Domestic
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Pipeline gas
72%

Spot LNG trade relative to world gas

consumption
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The supply of flexible LNG set to increase in the

short term...

Expected incremental
liquefaction capacity, 2009-12

Split of LNG sales contracts
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... but sustaining growth long term could be a challenge
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Summary — and issues for
discussion

Gas price paths have for decades been broadly similar across regions
Interregional gas trade has to date played a minor part in driving
correlation

The US gas price level appears to have provided a floor to global gas
spot gas prices in 2009

Weak growth in gas demand and strong growth in flexible LNG supply
the next few years could prolong this situation

Longer term
possibilities:

Different costs Competition for
drive prices in  iflex LNG provides
different regions price link

US price floors US price
Asian, European provides floor —
spot prices but not effective

US markets
Loose Tight

Loose Tight
Asian, European markets

Or what do yod thlnk’>




