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Disclaimer

This presentation and its contents have been provided to you for informational purposes only. This information is
not advice on or a recommendation of any of the matters described herein or any related commercial transactions,
whether they consist of physical sale or purchase agreements, financing structures (including, but not limited to
senior debt, subordinated debt and equity, production payments and producer loans), investments, financial
instruments, hedging strategies or any combination of such matters and no information contained herein
constitutes an offer or solicitation by or on behalf of BP p.l.c. or any of its subsidiaries (collectively "BP") to enter
into any contractual arrangement relating to such matters. BP makes no representations or warranties, express or
implied, regarding the accuracy, adequacy, reasonableness or completeness of the information, assumptions or
analysis contained herein or in any supplemental materials, and BP accepts no liability in connection therewith. BP
deals and trades in energy related products and may have positions consistent with or different from those
implied or suggested by this presentation.

This presentation also contains forward-looking statements. Any statements that are not historical facts, including
statements about the BP's beliefs or expectations, are forward-looking statements. These statements are based on
plans, estimates and projections and you should not place undue reliance on them. These statements are not
guarantees of future performance and involve certain risks and uncertainties, which are difficult to predict.
Therefore, actual future results and trends may differ materially from what is forecast, suggested or implied in any
forward-looking statements in this presentation due to a variety of factors. Factors which could cause actual
results to differ from these forward-looking statements may include, without limitation, general economic
conditions; conditions in the markets in which BP is engaged; behaviour of customers, suppliers, and competitors;
technological developments; the implementation and execution of new processes; and changes to legal, tax, and
regulatory rules. In addition, financial risks such as currency movements, interest rate fluctuations, liquidity, and
credit risks could influence future results. The foregoing list of factors should not be construed as exhaustive. BP
disclaims any intention or obligation to publicly or privately update or revise any forward-looking statements,
whether as a result of new information, future events, or otherwise.



The Value Chain (Bill Griffith- BP)

— Where are the dollars and resources focused in your organization?

The Risk Management Path (Paul Burgener- BP)
- Whatis it
- Creating a risk management framework
— Defining objectives and drivers
- Building flexible yet disciplined strategies
— Various hedging product alternatives
FAS 133 What is a Derivative (Clint Carlin from Deloitte to cover)
- Focusing risk management economic benefits and accounting
— Physical versus Financial

- Swaps, Options and Option Combinations
Q&A



Types of Risk

* Price Risk

* Physical Supply/Delivery Risk
* Volumetric Risk

* Market Liquidity Risk

e Cash Liquidity Risk

* Credit (Non-performance) Risk
* Weather Risk

* Operational Risk

* Reputational Risk



Understanding the Value Chain and Risks

Wellhead

Index

Basis

Interconnects

Force Majeure
NYMEX

Index = $.00 - $0.10
Basis = ($1.50) - $.45
Connect = $0.05 -$0.25
NYMEX = $1.50 -$14.00

Total = $1.50 - $14.00

ransportatio

Basis
PipelineRates
Fuel
Curtailments
FERC

Basis = $0.25 - $1.50
Rates =$0.15 - $2.00

Fuel = $0.06 - $0.42

Total = $0.25 -$3.50

Citygate

Index
Basis
Interconnects
NYMEX

Index = $0.00 - $0.10
Basis = ($0.40) - $4.00

NYMEX = $1.50 - $14.00

Burnertip

LDC Rates

Balancing
Penalties

Unaccounted
for gas

LDC = $0.10 - $0.50
Balancing = $0.10 - $1.10

Unaccounted = $.03 - $.24

Total = $0.25 -$18.00

Total = $0.10 -$1.50



Summary - allocating your time properly

Where are the most dollars at Stake - is my time matched accordingly ?

* NYMEX is the single largest and most volatile component of cost - ranging from $1.50
- $14.00. This component also carries the greatest amount of volatility

* The Physical aspect of scheduling and balancing gas can be very time consuming —
total dollars at stake are $0.10 - $4.00 — there is substantial operational risk in this part
of the chain - Who is best suited to handle this ?- does the time spent justify the
dollars at stake ?

* What is the size of your staff 7 Can you effectively manage all the pieces ? Is your
time spent managing the risk with the largest exposure ?



bp
What is Risk Management ﬁ

Unknown  Risk Management is Trading Uncertainty for Certainty

SPECULATORS

4 )
Risk
Management
_ )

Prices in a
Defined Range

Known

HEDGERS




Nymex History Lesson?
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Why Consider Risk Management?

A commodity risk management strategy is warranted when Price
Volatility, Price Exposure and Risk Tolerance are present.

— Price Volatility: Fluctuations in underlying prices (volatility) generate
uncertainty and inconsistency in the value received for the commodity.

— Price Exposure: If price volatility affects budgets and/or ultimately
earnings then price exposure exists.

- Risk Tolerance: When prices become more volatile, the exposure may
breach the risk tolerance limits of a company. In this case, risk
management becomes essential.




Benefits of Risk Management?

Proactive Risk Management is like preventative
medicine—the immediate benefits are not always
obvious and there are often costs involved

o Costs
- May limit a company’s upside
- Option Premiums

o Benefits

- Reduce and/or eliminate business performance volatility to
encourage stable performance

- Protection against adverse outcomes

- Stability of Business Planning allowing for expansion or new
exploration which depend upon budgeted cash surpluses.

- Ability to attract capital which increases when the company
exhibits steady earnings and cash flow. Bank lenders and
public bond holders are more willing to lend if they are more
certain that debt will be repaid.

10



Risk Management with a Strategic Vision

\/

“» Price risk management is best applied:

- Consistently

- Under guidelines of a corporate mandate
- With knowledge of the underlying market
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A Framework for Energy Risk Management

Create
: Develo
Assess Corporate Quantify P Benchmarks
) : : Market Develop
Risk Profile, Risk Outlook Strate And
Develop Policy gy Review
Company . Assess Things To s
Objectives: Risks Include: Market Consgider: Define:
i Factors: * Acceptable
* Budgets ) Prlce. neers * Product Benchmarks
e Cash Flow * Credit * Supply Types e Assessment
e  Returns e Operational e Demand e Volume e Criteri
e Interest R e Liquidit Limits riteria
e Prudence terest Hate quidity
e« Volatility e FX e Other Market * Term
e Competitive * Regulatory Factors *  Liquidity
Advantage ¢ Flexibility
¢ Internal
Control

e Contracts
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Potential Objectives & Considerations

* Different Risk Management Drivers:
— Budget Certainty

- Reduce or Dampen Price Volatility

— Beat the Index

-~ Protect Product Margins

-~ Avoid Catastrophe (Insurance)

- Prudent Regulatory Framework

* Three Simple Considerations:
- Amount of desired directional market participation.
- Amount of desired risk mitigation-
- Risk Retention
-~ Which part of the risk distribution to cover- At-the-money, tail risk

- Amount of Cost/Premium for hedging- if any
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Hedge Product Decision Matrix

Price and Volatility can guide decisions as to which hedge product to apply.

Strategy assumes an ongoing price risk management program and a market
that has a mean-reverting nature:

BUY SWAPS or
BUY CAPS ENHANCED COLLARS
BALANCE PORTFOLIO:
Execute underweighted Floor, Swap or Collar

Increasing
Price

BUY COLLARS BUY SWAPS

Increasing Volatility
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Fixed Price — Nymex Calendar 2010

Description

> Customer locks in a fixed

price.
Details 2 6.00 - Current Swap: $5.90
o
> Jan 10 — Dec ‘10 25.807
> 1,000 MMBtu/d 2560 -
>
>  Nymex O 540 7
: 5.20 -
> Price: $5.90/MMBtu, USD
5.00
< O < S < S < S S
&P > > P P 0 0 &\ EA

Examples
» Customer Price is $5.90/MMBtu

Trade ldeas



Standard Cap — Nymex Calendar 2010

Description
> Customer receives a cap
on monthly price by paying =
a premium. 5
: =
Details S
> Jan’'10-Dec 10 ® ;
> 1,000 MMBtu/d - :
1
> Nymex E :
(%)) 5
>  Price: Nymex with a $8.50 3 6.00 - SNl SR S8E0
maximum price. 5 50 / :$8.5O
> $0.42+/MMBtu premium 5.00 ‘ ‘ :
payable upfront S & & & & & & & &
TP P P LT QT R T P DT o
Nymex
Examples
> If Nymex settles $8.50 or above, customer price is $8.50
> If Nymex settles less than $8.50, customer price is Nymex

Trade Ideas
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Description

> Customer limits their upside
price exposure

> Commonly structured as value

opportunity given on the
downside is used to fund the

neutral =
Details :: 7.00 - Nymex :
» Jan 10 -Dec 10 x 6507 :
@ 6.00 - I
> 1,000 MMBtu/d £ 550 | / Current Swap: $5.90 :
» '
> Nymex 8 5.00 $5.00 | :
> Buy Cap / Sell Floor 450 - ! $5.00 :$8.00
>  Current Market $5.90 / MMBtu 4.00 " :
© & ® & & & & & & & ®
>  Customer chooses a range: R A A S S O S A S

cost of the upside price
protection

Scenarios
»If Nymex settles at or above $8.00, customer price is $8.00
>If Nymex settles between $5.00 and $8.00, customer price is Nymex
> If Nymex settles below $5.00, customer price is $5.00

Trade Ideas
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Description

Customer limits their upside
price exposure below a
Costless Collar

Customer participates in a
range of downward price
movements.

Customer gives up protection

in well above-market prices to
gain a lower initial upside price
protection

Structured as value neutral
Details

Sell Cap 1/Buy Cap 2/Sell
Floor

Current Swap: $5.90/MMBtu.

Customer receives additional
premium for selling a call
which creates better initial
range economics vs the
Costless Collar

7.00

=)
k. 6.50
S
=
i
5, 600 1 Current Swap $5.90 ) |
O 1
& :
g 2-207 Nymex :
2 I
g 4.95 I
3 5.00 - ¢ 1$7.25

: $4.95 |

! :

450 = T T T T - T T
< 00 < S &S S S S
& P &P 5’ 5o £ & s
Nymex
Scenarios

»>1f Nymex is above $7.25, customer price is Nymex price minus $1.25
»If Nymex is between $6.00 and $7.25, customer price is $6.00

> 1f Nymex is between $4.95 and $6.00, customer price is Nymex

> If Nymex is below $4.95, customer price is $4.95

Trade Ideas

18



Fixed Price Discount or Nymex Discount

Nymex Calendar 2010

V V V VY V

Description

Customer receives a
significantly discounted fixed
price below today’s current
levels as long as Nymex settles
below a certain price. If Nymex
settles above that price, the
customer will get the Nymex
less a large discount.

Details
Jan 10 — Dec 10
1,000 MMBtu/day
Nymex
Current Swap $5.90

Monthly Price: $5.70 as long as
Nymex settles below $9.00.
Nymex less $3.30 if Nymex
settles $9.00 or higher.

Trade Ideas

=)
l_
m
=
=
%
(]
©
o
@ 6.00 - $5.90 Current Swap
S 7
(7)) |
3 550 R |

! $9.00

|

5.00 \ \ ! ! ‘ ‘
S oX ® o ® S $
& & P P P P EN
Nymex
Example

> If Nymex settles below $9.00 price is $5.70.

>

If Nymex settles above $9.00 price is (Nymex-$3.30).
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Contact Information

Paul Burgener

BP Energy

Director Financial Products
Paul.Burgener@bp.com
Work: 630-836-7319

Bill Griffith

BP Canada Energy Marketing
VP and Regional Office Lead
Bill.Griffith@bp.com
630-836-5642

20


mailto:Paul.Burgener@bp.com
mailto:Bill.Griffith@bp.com

	North American Natural Gas:�Chicago GasMart 2009�Risk Management Discussion�
	Disclaimer
	Agenda
	Types of Risk
	Understanding the Value Chain and Risks
	Summary -  allocating your time properly
	What is Risk Management
	Nymex History Lesson?
	Slide Number 9
	Slide Number 10
	Risk Management with a Strategic Vision
	A Framework for Energy Risk Management
	Potential Objectives & Considerations
	Slide Number 14
	Slide Number 15
	Slide Number 16
	Slide Number 17
	Slide Number 18
	Slide Number 19
	Contact Information

