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■ ―Bank of America Merrill Lynch‖ is the marketing name for the global banking and global markets businesses of Bank of America Corporation.  Lending, derivatives, and other commercial 
banking activities are performed globally by banking affiliates of Bank of America Corporation, including Bank of America, N.A., member FDIC.  Securities, strategic advisory, and other 
investment banking activities are performed globally by investment banking affiliates of Bank of America Corporation (―Investment Banking Affiliates‖), including, in the United States, Banc of 
America Securities LLC and Merrill Lynch, Pierce, Fenner & Smith Incorporated, which are both registered broker-dealers and members of FINRA and SIPC, and, in other jurisdictions, locally 
registered entities.  

■ Investment products offered by Investment Banking Affiliates:  Are Not FDIC Insured * May Lose Value * Are Not Bank Guaranteed. 

■ These materials have been prepared by one or more subsidiaries of Bank of America Corporation for the client or potential client to whom such materials are directly addressed and delivered (the 
―Company‖) in connection with an actual or potential mandate or engagement and may not be used or relied upon for any purpose other than as specifically contemplated by a written agreement 
with us.  These materials are based on information provided by or on behalf of the Company and/or other potential transaction participants, from public sources or otherwise reviewed by us.  We 
assume no responsibility for independent investigation or verification of such information (including, without limitation, data from third party suppliers) and have relied on such information 
being complete and accurate in all material respects.  To the extent such information includes estimates and forecasts of future financial performance prepared by or reviewed with the 
managements of the Company and/or other potential transaction participants or obtained from public sources, we have assumed that such estimates and forecasts have been reasonably prepared 
on bases reflecting the best currently available estimates and judgments of such managements (or, with respect to estimates and forecasts obtained from public sources, represent reasonable 
estimates).  No representation or warranty, express or implied, is made as to the accuracy or completeness of such information and nothing contained herein is, or shall be relied upon as, a 
representation, whether as to the past, the present or the future.  These materials were designed for use by specific persons familiar with the business and affairs of the Company and are being 
furnished and should be considered only in connection with other information, oral or written, being provided by us in connection herewith.  These materials are not intended to provide the sole 
basis for evaluating, and should not be considered a recommendation with respect to, any transaction or other matter.  These materials do not constitute an offer or solicitation to sell or purchase 
any securities and are not a commitment by Bank of America Corporation or any of its affiliates to provide or arrange any financing for any transaction or to purchase any security in connection 
therewith.  These materials are for discussion purposes only and are subject to our review and assessment from a legal, compliance, accounting policy and risk perspective, as appropriate, 
following our discussion with the Company.  We assume no obligation to update or otherwise revise these materials.  These materials have not been prepared with a view toward public 
disclosure under applicable securities laws or otherwise, are intended for the benefit and use of the Company, and may not be reproduced, disseminated, quoted or referred to, in whole or in part, 
without our prior written consent.  These materials may not reflect information known to other professionals in other business areas of Bank of America Corporation and its affiliates. 

■ Bank of America Corporation and its affiliates (collectively, the ―BAC Group‖) comprise a full service securities firm and commercial bank engaged in securities, commodities and derivatives 
trading, foreign exchange and other brokerage activities, and principal investing as well as providing investment, corporate and private banking, asset and investment management, financing and 
strategic advisory services and other commercial services and products to a wide range of corporations, governments and individuals, domestically and offshore, from which conflicting interests 
or duties, or a perception thereof, may arise.  In the ordinary course of these activities, parts of the BAC Group at any time may invest on a principal basis or manage funds that invest, make or 
hold long or short positions, finance positions or trade or otherwise effect transactions, for their own accounts or the accounts of customers, in debt, equity or other securities or financial 
instruments (including derivatives, bank loans or other obligations) of the Company, potential counterparties or any other company that may be involved in a transaction.  Products and services 
that may be referenced in the accompanying materials may be provided through one or more affiliates of Bank of America Corporation.  We have adopted policies and guidelines designed to 
preserve the independence of our research analysts.  These policies prohibit employees from offering research coverage, a favorable research rating or a specific price target or offering to change a 
research rating or price target as consideration for or an inducement to obtain business or other compensation.  We are required to obtain, verify and record certain information that identifies the 
Company, which information includes the name and address of the Company and other information that will allow us to identify the Company in accordance, as applicable, with the USA Patriot 
Act (Title III of Pub. L. 107-56 (signed into law October 26, 2001)) and such other laws, rules and regulations as applicable within and outside the United States. 

■ We do not provide legal, compliance, tax or accounting advice.  Accordingly, any statements contained herein as to tax matters were neither written nor intended by us to be used and cannot be 
used by any taxpayer for the purpose of avoiding tax penalties that may be imposed on such taxpayer. If any person uses or refers to any such tax statement in promoting, marketing or 
recommending a partnership or other entity, investment plan or arrangement to any taxpayer, then the statement expressed herein is being delivered to support the promotion or marketing of the 
transaction or matter addressed and the recipient should seek advice based on its particular circumstances from an independent tax advisor.  Notwithstanding anything that may appear herein or 
in other materials to the contrary, the Company shall be permitted to disclose the tax treatment and tax structure of a transaction (including any materials, opinions or analyses relating to such tax 
treatment or tax structure, but without disclosure of identifying information or, except to the extent relating to such tax structure or tax treatment, any nonpublic commercial or financial 
information) on and after the earliest to occur of the date of (i) public announcement of discussions relating to such transaction, (ii) public announcement of such transaction or (iii) execution of a 
definitive agreement (with or without conditions) to enter into such transaction; provided, however, that if such transaction is not consummated for any reason, the provisions of this sentence 
shall cease to apply.  Copyright 2010 Bank of America Corporation. 
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Client Manager 
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The Bank of America Merrill Lynch Ohio Team 
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Capital Commitment to the Beverage Industry 
Bank of America Merrill Lynch Leadership 

Bank of America has over $12 Billion in capital committed to the Beverage Industry (1) 

____________________ 
Footnotes:  
(1) As of July 30, 2012 

Breweries
34%

Wine & Distilled 
Alcoholic Bev 
Wholesalers

17%

Beer & Ale Wholesalers
15%

Wineries
9%

Soft Drink 
Manufacturing

9%

Flavoring Syrup & 
Concentrate Mfg

8%

Distilleries
4%

Coffee and Tea 
Manufacturing

3%

Bottled Water 
Manufacturing 

1%

Beverage Industry Commitment
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DOE Distillate Fuel Storage 

Ultra-Low Sulfur Diesel Forward Curves 

Ultra-Low Sulfur Diesel Prices 

Source: Bloomberg 

 Diesel Market Update 

 The Eurozone sovereign and bank debt crisis has impacted 
demand, as banking woes have spread to economic growth 
expectations. BofAML expects 2012 GDP growth of 3.4%, with 
Europe undergoing a mild recession and the rest of the world 
mostly shrugging it off.  

 Weakening demand in Europe, softer growth in IMs and the US, 
plus stronger-than-expected supply growth  suggest a bearish 
outlook for crude prices.  

 BofAML sees Brent oil prices hovering around $100/bbl for 2H12 
and averaging $110/bbl for 2013.  Despite expectations of QE2, 
without some degree of banking integration and ECB  easing, 
downside risks to oil will keep growing.  
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Commodity Hedging Alternatives 

Advantages 
•Basis risk is minimized because hedge 
price and your physical price are equal 

 
•No additional documentation because a 
fixed price can usually be added to a 
supply contract  

 
Disadvantages 

•The company would be exposed to the 
credit risk of its physical counterparty 

 
•Buyers cannot separate price decisions 
from the supplier they choose—the 
supplier chosen for the service, reliability 
and quality may not offer the best price 

 
•Buyers may not be interested in the 
hedge terms the supplier is willing to 
accept at the same time 

 
•Physical contracts lack flexibility—may 
be difficult to lock in prices with a supplier 
beyond a few months or to tailor risk 
management strategies. Also, should you 
decide you no longer want the price 
protection, but still need the physical 
supply, it may be difficult to unwind just 
the fixed-price component of an existing 
physical contract 

 
•Physical contracts are not portable, where 
an OTC financial hedge is leaving a buyer 
the ability to change suppliers as 
frequently as needed 

 

Physical Hedging  Exchange-Traded Hedging Over-the-counter Hedging 

Advantages 
•Prices are transparent 

 
•The exchanges provide a guaranteed 
credit clearing mechanism because all 
trading participants post initial and 
maintenance margin money 

 
•Futures contracts usually exhibit good 
short-term liquidity 

  
Disadvantages 

•Futures contracts are not generally liquid 
beyond six months 

 
•Futures trading is subject to 
commissions, fees, and exchange 
initial/maintenance margining 

 
•Trading futures contracts entails ongoing 
administration of your position and 
generally the attention of a full-time trader.  
Futures need to be offset before the 
delivery process 

 
•Given NYMEX exchange information 
flow, client confidentiality cannot be 
assured 

 

Advantages 

•OTC transactions are highly tailored (basis, 
volume and price shaping, settlement style) 

 
•Once the counterparty is set up to trade, 
OTC transactions often require little lead-time 
to execute or fully/partially unwind 

 
•OTC indexes often enable the customer to 
access optionality in the marketplace where it 
otherwise doesn’t exist 

 
•Longer trading maturities are available in 
the OTC markets than are available on the 
futures market 

 
•The financial benchmarks available include 
dozens of energy indices, about ten metals 
indices and about 15 agricultural indices. 

 
•The OTC market may offer better liquidity 
in the medium and long term (beyond six 
months) 

 
•Confidentiality can be assured 

 
•Management of an OTC program can be 
much easier than an exchange-traded 
program 

 
Disadvantages 

•You would be exposed to the credit quality 
of your counterparties  

 
•There is little price transparency (no screen) 
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100% 

Floating 

Price 

 100% 

 Fixed 

  Price 

   ? 

RISK  CONTINUUM 

In considering how much to hedge, many begin at 50% fixed /50% floating and adjust up or down according to 
additional risks or risk mitigants they find in their business. 

Leverage – Higher leverage implies greater sensitivity to costs and less margin for error. 

Ability to pass on prices – The less you can pass prices fluctuations through, the more you need risk management. 

Budget performance – Past budget surprises may make protection against similar occurrences more important. 

Margins – Thin margins mean less room for price movement. 

Price Outlook – What is your outlook for prices?  Are you appropriately positioned? 

The Risk Spectrum 
How Much Do You Hedge? 
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Floating Price 

Physical 
Diesel Fuel 

Floating USGC Ultra 
Low Sulfur Diesel 

Price 

$3.08 per  
gallon 

Basis Risk is the degree to which  
these are not correlated. 

ABC Co. Supplier 

Merrill Lynch  
Commodities, Inc. 

Note:  Prices used throughout this presentation are for illustrative purposes only and may not be indicative of current market pricing. 

■ USGC Ultra Low Sulfur Diesel Swap 

 This enables ABC Co.  to lock in a price for diesel fuel. 

 There is no up-front premium. 

 ABC Co.  is protected from prices above the swap price, 
however, ABC Co.  will not benefit from prices below the 
swap price. 

 Physical sales price must be strongly correlated to the 
hedge benchmark. 

 Swap 

Price Protection Under a Swap

Market Prices

C
o

s
t

Unhedged Volume

Hedged Volume

fixed with a swap

What is Basis Risk? 

 
Basis risk is the mismatch between the price you pay on 

your physical purchases and the floating price you receive 

on your hedge.  This is the reason benchmark selection is so 

important.  You need to ensure that the price you pay on 

your physical purchases is highly correlated with your hedge 

benchmark to minimize or eliminate your basis risk. 
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 US Gulf Coast Ultra Low Sulfur Diesel Swap 

Fixed Price Payer: ABC Co.  

Floating Price Payer: Merrill Lynch Commodities, Inc. 

Fixed Price Payment: $3.08 per gallon x volume 

Floating Price Payment: The arithmetic average of the daily mean price (the average of the high and 
  low price) per gallon for the Gulf Coast Ultra Low Sulfur diesel fuel as quoted 
  by Platt’s times the Monthly Volume. 

Monthly Volume: 50,000 gallons/month  (For example purposes) 

Term:  October 2012 – September 2013   (For example purposes) 

Payments:  Five Business Days following each settlement period, if the Floating Price 
  Payment exceeds the Fixed Price Payment, Merrill Lynch Commodities, Inc. 
  will pay ABC Co. the net difference times the Monthly Volume.  If the Fixed 
  Price Payment exceeds the Floating Price Payment, ABC Co. will pay Merrill 
  Lynch Commodities, Inc. the net difference times the Monthly Volume.  
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■ If you are looking at hedging as winning or losing, you are missing the point.  Hedges are not bets.  They are valuable 

budgeting and forecasting tools.  What a hedge does is define a price, lending certainty where there is none. 

■ Assume you hedge 50% of your consumption at $3.00 

 If the floating price rises to $6.00, you feel happy that your hedge is in the money and will gain you  $3.00 that month.  Your 

average cost is $4.50. 

 If the price falls to $0.00, you feel upset that your hedge is out of the money and will cost you $3.00 that month.  Your 

average cost is $1.50. 

■ The point to take away from this is that, whatever happens in the market, you have hedged 50% of your consumption at $3.00. 

 

 

$0.00

$1.00

$2.00

$3.00

$4.00

$5.00

$6.00

$0.00 $1.00 $2.00 $3.00 $4.00 $5.00 $6.00

Market Price Hedge Price

Client pays the 

difference between 
the hedged price 

and the lower 
floating price.

Client 

recieves the difference 
between the hedged price 

and the higher floating price.

Winning or Losing? 
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Option premium paid upfront and not taken into account for the payments shown. 
 

Term Cap Strike Price Monthly Volume Settlement Price Differential Settlement Payment

Oct12-Sep13 $3.3700 50,000 $3.2700 -$0.10 No Payment 

Oct12-Sep13 $3.3700 50,000 $3.3700 $0.00 $0.00

Oct12-Sep13 $3.3700 50,000 $3.4700 $0.10 $5,000.00

 Cap Option 

■ USGC Ultra Low Sulfur Diesel Cap Option 

 ABC Co. pays an upfront premium for protection against 
prices above a cap strike price. 

 If prices rise above the cap strike price, payments are 
made to ABC Co. equal to the difference times the 
monthly volume. 

 ABC Co. will make no more payments after the upfront 
premium is paid. 

 ABC Co. is able to retain 100% of the downside if market 
prices decline (minus premium paid for cap). 

Price Protection Under a Cap Option

Market Prices

C
o

s
t

Unhedged Volume

Hedged Volume with cap

(realized cost includes premium paid upfront) 
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 US Gulf Coast Ultra Low Sulfur Diesel Cap Option 

Cap Option Buyer: ABC Co.  

Cap Option Seller: Merrill Lynch Commodities, Inc. 

Cap Strike Price: $3.37 per gallon 

Premium:  $0.13  per gallon 

Price Benchmark: The arithmetic average of the daily mean price (the average of the high and 
  low price) per gallon for the Gulf Coast Ultra Low Sulfur diesel fuel as quoted 
  by Platt’s times the Monthly Volume. 

Monthly Volume: 50,000 gallons/month  (For example purposes) 

Term:  October 2012 – September 2013    (For example purposes) 

Payments:  Five Business Days following each settlement period, if the Price Benchmark 
  exceeds the Cap Strike Price, Merrill Lynch Commodities, Inc. will pay 
  ABC Co. the net difference times the Monthly Volume. If the Price Benchmark 
  is less than the Cap Strike Price, no payments are made.  
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 Costless Collar 

Price Protection Under a Costless Collar

Market Prices

C
o

s
t

Unhedged Volume

Hedged Volume with 

costless collar

■ USGC Ultra Low Sulfur Diesel Costless Collar 

 Collars involve buying a cap option and selling a floor option. 

 ABC Co.  receives the same protection as a cap option provides.  However, instead of paying an 
upfront premium, ABC Co.  ―pays‖ for this cap option by selling a floor option. 

 ABC Co.  loses the benefit of falling prices below the floor option strike price. 

 Most collars are costless, meaning the upfront premium owed for the cap option is offset by the 
upfront premium received for the floor option.  
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Cap Buyer/Floor Seller: ABC Co.  

Cap Seller/Floor Buyer: Merrill Lynch Commodities, Inc. 

Floor Strike Price: $2.82 per gallon 

Cap Strike Price: $3.37 per gallon 

Premium:  $0 per gallon 

Monthly Volume: 50,000 gallons/month   (For example purposes) 

Term:  October 2012 – September 2013  (For example purposes) 

Price Benchmark: The arithmetic average of the daily mean price (the average of the high  
  and low price) per gallon for the Gulf Coast Ultra Low Sulfur diesel fuel as 
  quoted by Platt’s times the Monthly Volume. 

Payments:  Five Business Days following the settlement period, if the Price Benchmark is 
  above the Cap Strike Price, Merrill Lynch Commodities, Inc. will pay Golden 
  Alaska the net difference times the Monthly Volume. If the Price Benchmark 
  is between the Floor Strike Price and the Cap Strike Price, no payments are 
  made.  If the Price Benchmark is below the Floor Strike Price, ABC Co. will 
  pay Merrill Lynch Commodities, Inc. the net difference   
  times the Monthly Volume. 

 US Gulf Coast Ultra Low Sulfur Diesel Costless Collar 
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Upon mutual agreement of the parties, OTC Trades may be unwound prior to maturity of the transaction.  The value of the transaction is 

determined as the current market value for the remaining term of the transaction multiplied by the remaining notional volume.  For a pay 

fixed swap transaction, for example, the current market value of the swap is calculated by comparing the original fixed rate with the 

current market rate for the remaining term of the swap multiplied by the remaining volume.  If the current market rate is less than the 

original swap rate, the customer would make a payment to Merrill Lynch Commodities, Inc. for the difference times the remaining 

notional volume.  If the current market rate is greater than the original swap rate, Merrill Lynch Commodities, Inc. would make a 

payment to the customer for the difference times the remaining notional volume.  

Early Termination 
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■ FAS 133 Accounting Standards 

 FAS 133 requires all derivatives to be shown on the balance sheet at fair value. 

– Changes in fair value will go through earnings unless the transaction qualifies for special ―hedge‖ accounting. 

– Companies must document hedge strategies and ―test‖ the effectiveness of hedges to qualify for ―hedge‖ accounting. 

– Even with ―hedge‖ accounting, any ineffective portion of the hedge will be charged to earnings immediately. 

 The two types of hedges qualifying for special accounting are Cash Flow hedges and Fair Value hedges. 

– With respect to interest rate risk management, a cash flow hedge converts a floating rate exposure on an existing asset or 
liability to a fixed rate.  Hedges of anticipated issuance are also cash flow hedges.  An example is a pay-fixed swap used to 
convert a LIBOR-based bank loan to a fixed-rate liability. 

– A fair value hedge converts a fixed-rate exposure to a floating-rate basis.  An example is a receive-fixed swap used to convert a 
fixed-rate bond to a floating-rate LIBOR-indexed liability. 

Note – BAC is not an accounting or tax advisor. Please consult with your auditors to determine the appropriate treatment for your company. 

Accounting Considerations 
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■ Energy hedging transactions are principally documented under the International Swap Dealer’s Association (―ISDA‖) Master 
Agreement and Schedule.  The documentation associated with most energy hedging transactions consists of the following: 

■ ISDA Master Agreement:   The ISDA Master Agreement is an industry standard document which governs all energy hedging 
transactions.  The Master Agreement addresses the following: 

 Netting benefits:  exposure, payments, multiple transaction termination 

 Events of Default:  termination mechanics 

 Bilateral provisions:  industry standard document 

■ Schedule to the ISDA Master Agreement:  The Schedule is utilized to tailor the standard documentation in order to address the 
individual Company.  The schedule will include the specifics on credit support and structure. 

■ Confirmation:  The Confirmation presents all the details of the transaction including prices, volume and time period covered. 

■ Combination of Master Agreement, Schedule and Confirmations form a single agreement.  Negotiation and execution of Master 
Agreements is the responsibility of the Merrill Lynch Commodities, Inc.’s Derivatives Documentation Unit. 

 

Documentation 
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These materials have been prepared by one or more subsidiaries of Bank of America Corporation (collectively, ―us,‖  ―we‖ or ―our‖).   This document may contain trading commentary; the 
information contained herein does not constitute independent research and has not been created by our research department. The information contained herein has been compiled by us from 
sources believed to be reliable; however, we make no representation or warranty and take no responsibility for the accuracy thereof.  To the extent that this document contains forecasts, 
please be advised that forecasts are based upon a number of estimates and assumptions that are subject to significant business, economic, regulatory and competitive uncertainties.  Forecasts 
are inherently subjective, and actual results and subsequent forecasts may vary significantly from these forecasts.  We shall have no obligation to continue to provide or update any 
information provided to you, even if we become aware that circumstances have changed or that the information mentioned herein is no longer current or accurate.  You should also be aware 
that we are an active participant as principal, broker and advisor in many markets, including but not limited to the commodities markets, and may have trades or have positions (for our own 
benefit or for the benefit of one counterparty or more) that are on the same side or the opposite side of the market from the trades or positions taken by you or represented herein.  You 
should not construe any of the material contained in the this document as business, financial, investment, hedging, trading, legal, regulatory, tax or accounting advice, and you should not 
make this document the primary basis for any trading decisions.  Neither any action on our part (including the dissemination of these materials) nor any action on your part (including the 
use of any information contained herein) will be deemed to establish or otherwise constitute a fiduciary relationship between you and us.  Nothing in these materials should be construed as 
an offer to do business with you on the terms set forth herein or on any other terms.  The examples and prices provided in this document are for illustrative purposes only and do not reflect 
the actual prices at which we will enter into any transaction.  All transactions with us are subject, among other things, to prior credit approval.  This document and the contents thereof may 
not be re-circulated, redistributed or published by you to a third party by any means. 
   
Outside the United States, this document is intended solely for distribution to professional investors.  Further information may be obtained upon request.  For this purpose, persons outside 
the United States should contact our office located in or nearest to the country in which they reside. Copyright © 2009 Bank of America Corporation, unless otherwise noted.  All rights 
reserved. 
 
Copyright 2009 Bank of America Corporation. 

Disclaimer 
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