


























“Integrated” Ethane to Polyethylene producers are
the only beneficiaries of U.S. natural gas advantage...
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U.S. Ethane to Polyethylene Chain Margins
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door for “unreal level”
of chain margin shift
to ethane segment.
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Exports of PE were critical to producers in 2007, but
supply and cost-competition are mounting...
" J
Quarterly Combined Net Exports of PE from Canada & U.S.
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Perhaps this graphic will come as a surprise. Much has been said about the
predominance of polyethylene capacity additions outside of the U.S. and Canada.
While that is true, the inescapable fact is this thermoplastic resin enjoys a very
wide applications profile which accelerates its demand growth well beyond that of
the economy.

Consequently, international market requirements have continued to expand
throughout this decade, enabling Canadian and U.S. polyethylene producers to
increase their exports from about 450,000 metric tons per quarter at the
beginning of 2000 to almost 900,000 metric tons in the most recent quarters.
This export pace of over 3.5 million tons per annum implies that about 8-10
percent of our combined production is currently destined for export markets.

The risks of global oversupply and the consequences for high-cost producers are
inflating along with the exports. Current analysis by CMAI polyethylene
consultants around the world suggest that severe over-supply conditions will
prevail by 2009 and exporters who are not blessed with fixed price (non-market
based) feedstocks economics will suffer.

By all estimates, the Canadian and U.S. producers will have to internally absorb a
portion of the current export volumes, causing general over-supply in this market
and ultimately resulting in market-stabilizing closures and consolidations.



False Fals.. ane] Reallty Bles..

North American olefins and
polyolefins industry will be
destroyed by “New Gulf” and
Asia capacity additions

Industry will be challenged by
upcoming down cycle, but
companies are improving cost
positions, rationalizing capacity
and investing in integration.
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Ethylene Market
" J
Peak cycle conditions are starting to
transition to a downturn scenario and
impact of oversupply will be evident by
end of 2008. Bottom of cycle reached by
end of this decade. Margins good through
most of 2008 then suffer through 2012.

Vision: Up-cycle is almost over. Investment timing
will be critical as new up-cycle appears likely to
begin by 2013...
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Propylene Market

" J
Record prices achieved each quarter in
2007 with tight S/D balances and low

inventories.

Significant new monomer

and polymer capacity coming on-stream.

Global demand stays strong (1.7 x GDP)

but oversupply begins to develop due to
“on-purpose” propylene investments.

Vision: Market becomes oversupplied but with a
high cost base. On-purpose based pricing means
higher relative values and could slow growth...
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Site model suggests U.S. cash margins remain
strong through 2008~significant softening thereafter

" JE
U.S. Olefins & Polyolefins Integrated Cash Margins
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CMAI's analysis of global supply/demand dynamics suggests that 2008 will mark
the transition year between up-cycle conditions and the margin challenges of an
over-supplied market.

Most petrochemical companies operate complex, integrated sites. We have
developed economic models that depict and predict the profitability across these
sites. This graphic displays the output from one of those models as this is a
representative view of the chain margin generated in a U.S. site that producers
ethylene and propylene (Light Olefins) and high density polyethylene (HDPE) as
well as polypropylene (PP).

Note that as more and more lower cost New Gulf product is offered to the global
market, competing producers will be faced with lowering price in an attempt to
maintain what will become a declining international market share. As a result,
profits will decline from attractive levels achieve for the last 4-5 year to results
that reflect bottom-of-the-trough conditions. As usual, most of the remaining
earnings will be isolated in the Light Olefins segment.

Also worth noting is relative indifference these margins have to crude olil pricing
levels as supply/demand dynamics almost always overwhelm influences of
energy related costs in these markets.



Future Market Conditions for Chemicals & Plastics
producers suggest the Best of Times are behind us...
" A

Earnings Index (4th Quarter 2005 = 100)

150 7 = N. American Based Multinational - 150

— N. American Based with Limited Based on CMAI's
International Holdings

125 A o Market Impact - 125
— Europe Based Multinational p
Analysis
100 A - 100
75 1 - 75
50 1 - 50
25 1 - 25
Benefits of “advantaged feedstock” investments
0 are more evident during the bottom of the cycle 0

98 99 0 11 12

00 01I02 03 04 05 06 07 08 09 1
B oS iCIRRen 200s L7/

Clearly the best of times are over for now; but the worst of times are still some
two to three years hence. Basic Chemicals and Plastics company earnings have
reflected the benefits of cyclic up-market conditions — even though they suffered
through a period of steeply rising raw material costs.

This above depiction of a past and future trend in company earning does not
exactly replicate anyone but is representative of several market participants. The
indexed trend in earnings is based solely on CMAI's opinion of historical and
future prices of basic chemicals and plastics around the world. It is derived from
our Market Impact Analysis of key products and markets.

Generally the rise in earnings was over by the time the base year 2005 arrived,
although the peak quarter has varied slightly depending on product and
geographic portfolio. It is noteworthy, however, that this industry was been able
to retain these earning at close to peak levels for so long given the horrendous
change in their cost structure.

Our analysis leads us to believe that earning which begin moderating in 2007, will
follow a more pronounced downward profile. The bottom of the earnings cycle
associated with the profitability of basic chemicals and plastics segments appears
at the end of this decade. At that point, the benefits of global integration,
especially in low cost production facilities will become most apparent.



Let me be perfectly clear about our vision of

the next five years...
" J
Global Demand Remains Robust

. | New Capacity somewhat delayed
but market impact unavoidable

America & Europe lose remaining
“export opportunities” as imports
of finished goods accelerate

By late 2008, evident markets are
softening — emotional then physical

Consolidations and closures occur;
recovery signs appear by 2012
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The volume of imported goods entering consumer markets will continue to surge.
Petrochemicals producers in the Old World (U.S. and West Europe) must reduce
dependency on abject commodity markets. Manufacturing or securing the right
product in the right location with the right technology is critical to earnings
performance. Focus on products with performance differentiation.

Integrated energy/refining/chemical companies are enjoying the best of times.
Leverage opportunities still exist for joint investments both upstream and
downstream of basic chemicals in locations and with partners that have
allocations of attractively positioned feedstock and/or refining interests.

Some segments have experienced a short-lived recovery; others are entrenched
in an enduring recovery. The bottom of the cycle is 2010 to 2011 but at levels
that are higher than previous troughs. One might remain somewhat optimistic
regarding the degree of earnings weakness likely to occur late in the decade and
time investment decisions accordingly.

Producers can no longer just study globalization, they must think and become
truly global in order to survive tomorrow’s market dynamics.



rllse fears.. ame Reality Bites..

| am overwhelmed by way too
many future influences and way
too many potential outcomes
that impact my business...

Industry definitive, product
specific answers regarding the
global industry’s “future” can
be found at CMAI's...

2008 World Petrochemical
Conference, March 26-27
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n QuEstions?
To register for the Conference and download

a pdf copy. ofsthis presentation, go to CMAI's
. _ web site:

-~ Www.cmaiglobal.com

Downstream is always a place of uncertainty. You need
someone to rely on who knows where markets are going.

YeS, we can answer that That someone is CMAI. We answer the questions you have

about future markets and make recommendations based

/ on extensive research and far-reaching experience. CMAI
will tell you what the global petrochemical market will be
CHEMICALMARKETASSOCIATES,INC

like tomorrow and years from now. Contact us today and
let us help you leverage your future.

You have the questions. CMAI is the answer.
www _cmaialobhal com






