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Emerging Investment Themes in the
New Zealand Gas Market

John Kidd — Head of Research
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Disclosure

McDouall Stuart Disclosure

This report is based on information in the public domain. McDouall Stuart Securities Ltd has acted for a number of
oil, gas, coal and minerals companies, from whom it has earned fee revenues. McDouall Stuart Securities Ltd, the
presenter and other employees of McDouall Stuart may own shares in these and other companies.

Disclosure Statements under the Securities Markets Act 1988 relating to the analyst associated with this
presentation is available on request and free of charge.

McDouall Stuart Disclaimer

Additional information is available upon request. Information has been obtained from sources believed to be
reliable, but McDouall Stuart Securities Ltd (?including its subsidiaries and affiliates) does not warrant its
completeness or accuracy. Opinions and estimates constitute our judgement as of the date of this material and
are subject to change without notice.

Past performance is not indicative of future results. This material is not intended as an offer or solicitation for the
purchase or sale of any financial instrument. Securities or financial instruments mentioned herein may not be
suitable for all investors. Securities of any company involve a degree of risk and may be unsuitable for investors
depending on their specific investment objectives and financial position.

The recipient of this presentation must make its own independent decisions regarding any securities or financial
instruments mentioned herein. McDouall Stuart Securities Ltd. and/or its subsidiaries and affiliates may act as a
principal in the securities discussed herein, or as underwriter, advisor or lender to such issuer.

McDouall Stuart Securities Ltd. and/or its affiliates, subsidiaries or employees may hold a position in any securities
or financial instruments mentioned herein. Clients should contact analysts and execute transactions through a
McDouall Stuart Securities Ltd advisor.
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McDouall Stuart Group

Full service NZX sharebroker and investment banking firm established in 2002.
Offices in Wellington, Hastings, Sydney and affiliate office in Melbourne.

Securities

— Retail and institutional sharebroking

— ECM mandates, IPOs, placements, underwrites
— In-depth sector and equity research

Corporate Finance
— Corporate and investment advisory
= Investment banking
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OECD Nation Net Gas Imports
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Netherlands Caos
| Austrdia

NZ an isolated, captive & shallow | Mexico

New Zealand
market (( NewZealond )

Portugd |

Proven hydrocarbon province, but with Switzertand |

. Ireland |

lumpy supply history socr |
Austria

The NZ macro context

Exporters

Czech Republic |

Substitutes achievable, but expensive o e |

P ort UK
Importers Belgium Luxem |

Regulatory environment has o |

been fluid, but is firming Spein |

ltay |
Japan

Substantial load growth potential, | | Us | | |
much of which is ‘easy’. 4 2 ToF 2 4
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Source: BP Statistical Review of World Energy, McDouall Stuart Research
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The NZ micro context o T
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Maui redetermination+5: Upstream
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A lumpy supply history ... and future?

2003: Remaining contract Maui 367PJ

2004: New gas-to-market. Strong

seller premiums, price and non-price
2006/07: liquidity rises with new gas

Focus shift from contract to commodity,

and towards shorter-term gas book mgmt

More recent GSA terms may have eased?

F

Net-New Reserve Additions
10-Year Trend
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Source: MED, McDouall Stuart Research
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Supply t+5: very positive

. . Reserve Coverage, 10 Year Trend
A clear maturing on the supply-side:

PJ Years
. 1 - 18

1 MGUl strawman Seﬂ'led, ROFR to mClrl(eT SR80 Declared 2P Reserves
- 16
7 Pohokura to market 3,000 Years Covered (RHS) )

. 2,500 +
= Kupe sanction 12
- N 2,000 ~ L 10
ew enfrant success

. i -8
= Improved access to infrastructure R )
= Loosening of royalty regime 1000 .,
= Dilution of supply control >0 1 -2

= Innovations in gas marketing o A= T

Source: MED Data Files, McDouall Stuart Research
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Supply coverage: Mid-range within OECD peers

2P Reserve Coverage

Years
Of 30 OECD nations: 100
— 2 countries swamp all others: 80 |
- Norway 650 yrs M
- Australia 90 yrs %0
— average OECD coverage 11 years 40 |
— 12 nations with indigenous gas,
of which, NZ ranks 5th 0 -
OECD —_—
— 6 indigenous gas holders also import

1980 1985 1990 1995 2000 2005

Source: Data from BP Statistical Review of World Energy, June 2007, MED
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More product, more sellers
2003 vs 2008, Producing + Non-Producing Fields

itsui, 8P
NZOG, 28p ) sUl 8T /ie )
The Crown : '
NZOG Genesis, 58P)J
iy 60P) 4P AN APX, 2P
Wi (Dﬁgm,170Plﬂ\\\\
115PJ

Greymouth,

205P)J
Cenesis
Shell
Shell, T040PJ
218PJ 461P) .
Greymouth OMV, 325P)
14PJ
oMV
57PJ
Todd
328P)J Todd, 562PJ
1 Jan 2003: 1,487P) 1 Jan 2008: 2,399PJ

Source: MED, McDouall Stuart Research
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Non-traditional supply options emerging?

L] 200 km

t Underground Coal

COGI Seam Gas 0 125 miles North e .
Gasification
)y SOLID ENERGY P, Auckland )y SOLID ENERGY
Coals of New Zealand Coals of New Zealand
Hamilton ; ) _Tauranga

-

Huntly
300PJ Potential?

Huntly pilot?

j____._.ﬁ.______‘_ Palmerston North (O
MACDOMNALD CHARTWELL =2 Wellington
PMP50100
ERR 170BCF

AL Chrctohurch

PEPs38266, 38238
300PJ Potential? ;
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Downstream: Demand: tirming-up, with risk to upside

_ e3p commissioned, +20PJ pa o) Demand Composition, 2000-07

. _ Petrochemicals
—  Huntly-to-coal transition 300 w Residential
complete 250 | 20 0 228 &

B Installed Generation

— Few further at-scale load
200 - 174

shedding options left, st s
Methanex excepted 150
= Liquid secondary market, 100 .
providing sink for fully-laden
50 -
gas books
= Methanex a willing buyer, and 0

2000 2001 2002 2003 2004 2005 2006 2007

an important swing user.

F

Source: MED
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Demand-side: also maturing

Options: risk management + leverage

Substitute fuels
Downstream-to-upstream
Non-indigenous gas

Gas storage

Varh

genesis

EMERGY

SN

genesis

ENERSY A Responsible Care® Company

O

genesis contact Vector

&

contfact
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Options

Option value (not cost) the key measure of success

s the option value in the creation, or the exercise?

— Contact Energy gas storage option: Cost of option $54m.
To exercise the option: +$150m capex

— At $7/GJ marginal gas price, every $0.50/GJ leveraged ~ $30m pa
— At 60PJ pa, payback <2 years, with no exercise cost.

Same logic for non-price terms
Investment decisions stand alone.
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Methanex: sunk-cost kit & market sweet-spot left tuel
as the key decision variable

Methanex NZ Production & Pricing

. . ktpa US$/tonne
NZ’s biggest and most important 3,500 - . . + 500
. Waitara Valley Production
non-generahon gGS user: 3000 - I Motunui Production
' Avg Realised Price (RHS) 400
— Waitara Valley: 5 year life 2200 1
extension completed Nov-07, 2,000 - T 300
kt :
530ktpa cap 1500 - L 00
= Motunui: 1 x 900ktpa train, 5 year 1,000 -
life, to be recommissioned 3Q08 200 | 7%

1997 1999 2001 2003 2005 2007

Source: Methanex, McDouall Stuart estimates
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Methanex: 50+ PJ pa of load potential

Methanex’s Gas Demand Spectrum

Significant supply & demand

PJ/pa TJ/da
balance implications: 60 160
90% -+ 140
— Waitara Valley: 530kipa, 5 yrs 20 7 B
@ 20PJ pa (cap) = 1T00PJ 40 |
potential I
30 - - 80
= Motunui: 900ktpa, 5 yrs L
@ 34PJ pa (cap) = 170PJ 20 1 1
potential o L
— Motunui + WV: 1.43mtpa, 5yrs .
@ 50+PJ pPa = 250+PJ IOOTenﬁCﬂ Waitara Valley Motunui Waitara Valley +

(only) (only) Motunui

Source: McDouall Stuart estimates
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Supply & demand balances: Then ...

1Ly [ P —

250
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Gross Delivered [PJ)

2000 20035 2010 2015 2020 2025 2030

. Kupe i
. Turangi =

. Pohokura . Othars = Total Demand
(includes Kaimiro,
NEETIZI ro, and Radmor)

Source: MED Energy Outlook to 2030
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... and (maybe!) now
2008-13 ‘Bankable’” gas methanol-bound

PJ
225 Supply
200 /_/ Other small fields
175 Turangi
Kupe
150 i Pohokura
125 m Rimu/Kauri
TAWN/Piakau
100 B McKee/Mangahewa
75 B Kapuni
m Other Maui
50 Maui ROFR
o5 B Maui 367
0 ‘ ‘ ‘ ‘ ‘ ‘ :

2008 2009 2010 2011 2012 2013 2014 2015

Source: McDouall Stuart Research

Demand

= + Motunui + WV @ cap.
~— 4+ Motunui @ cap.

= + Waitara Valley @ cap.
Base Demand: No PChems
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Supply t+5: no grounds for complacency

. 2P Reserve Coverage Scenarios, t+5
A major challenge ahead. From a

/ J . PJ = No Methanex, 150PJ pa Years
what we know now’ 2P reserve base: ‘o0 - e T e TR o o
+ Motunui @ 34PJ pa
= 2014/15 gas gap advanced to 3,500 - + WV, Motunui @ 54PJ pa AN
2011/12 under Motunui (only) 3,000 : " lj
7 sooner under a Motunui + 2,500 | L 12
Waitara Valley scenario 2,000 - 10
-8
: 1,500 -
= forward load of Huntly units 1-4¢ .
1,000 -
= ability to meet needs of slated new P4
. . . 500 Declared Reserves )
generation anything but certain

1999 2001 2003 2005 2007 2009 2011 2013

Source: MED, McDouall Stuart Research
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New reserve wins vital to maintain supply-side margins

To be standing still in 5 years:

» No Methanex
— 150PJ pa wins needed

» Waitara Valley

— 200-250PJ pa wins needed il 11.0 8.8 7.7 6.5
5% 12.0 ) .

10%

» Motunui 15% 25.4 . 3-8 5
-~ 250-300PJ pa wins needed  20% 32.4 26.6 24.1 21.1
25% 40.6 33.5 30.4 26.8

> MOTunUi —I_ WV Source: McDouall Stuart estimates

- 300-350PJ pa wins needed
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e
Winter: 2001, 2003, 2006, 2008 ...

New Zealand Daily Storage
(Updated daily last on Thursday 07 August 2008)

5000 T+ Storage: 1704.6GWh
% of Average: 7T1%
4000

3000
,,,/ﬁ;g:;{
.-'—\-\_:—"'_‘_'_FH_FF
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1000 4

I:I L] L] : L] L] i L] L] L] L] : :
Source: M, —— 80-yr Average — 1992 — 2004 2007 s 103 - o
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Are new generation build decisions getting any easier?

Net New Generation Build, 30 Years

MW 175-250MW
800 annual new :U\%‘irg
s target net new build achievable? 400 COPOC”VS » _ Seothermal
Il )/ Waste Heat
rolling avg Gas
1989-2008: ~100MW pa 400 I m Oil / Diesel
2008-2025: ~175-250MW pa?

200

Decommissioned Plant: Marsden

(200) - A+B, Whirinaki, Stratford, New

Plymouth. Huntly classified as
(400) 4 x 250MW gas 1982-85.

1979 1984 1989 1994 1999 2004

Source: McDouall Stuart Research
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Key outlook themes, posers

Upstream supply outlook the firmest it's been in a decade, but access to long-
term gas still a major issue

Medium-term focus shift towards shorter term gas management
Methanex a key medium-term player.

In an isolated, disconnected energy market, is sector transparency sufficient to
enable informed investment decisions?

Maturity, option-making indicative of a healthier forward market
Demand stable, with considerable scope for relatively easy upside

Gas has a clear role in supporting security of economic electricity supply.
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