‘Amerex AEC Newsletter

Amerex Energy Consulting

Friday, March 19, 2010

In the AEC weekly newsletter, we present up-to-date pricing of some essential commodity variables,
while offering brief commentary on what’s happening in those markets.

l. Natural Gas

Natural Gas futures at the NYMEX reached a five-month low of $4.085 per MMBtu after the natural gas
storage data was released on Thursday. Prices rallied on Friday as traders covered short-positions prior
to the weekend. The April futures contract finished the week at $4.169 per MMBtu, 23.1 cents lower
than the prior week.

The Energy Information Administration reported a lower-than-expected withdrawal of 11 Bcf, which
leaves 1.615 Tcf of natural gas in storage. The draw was below the expected 27 Bcf to 31 Bcf range and
significantly below the 42 Bcf withdrawal from a year ago. An analyst at Credit Suisse noted that the
lower than expected draw, given that heating days were the same from one year prior, is a sign that the
market is nearly 3 Bcf per day looser than it was during March 2009.

e An analyst from Bank of America Merrill Lynch slashed his US natural gas price forecast by 17
percent to S5 per MMBtu. The analyst cited the rapid growth of production from low-cost US shale
plays as the reason for the price forecast reduction. He also said that producers can still make
money with gas prices as low as $1.50 per MMBtu in some cases. With prices at their current levels
capital and additional rigs are still pouring into the Haynesville, Marcellus, and Eagle Ford shale

plays.

e Several coal producers are looking to diversify into shale gas investments. Consol Energy, a
Pittsburgh-based coal producer, announced the purchase of Dominion Resources’ exploration and
production unit for $3.475 billion. The deal would immediately boost gas production by Consol’s
CNX gas subsidiary by 41 percent to 386,000 Mcf per day and increase its proved gas reserves 50
percent to 3 Tcf equivalent, making the company Appalachia’s top gas producer.

e In an effort to raise capital to drill in several promising shale plays, Petrohawk announced plans to
sell its interest in the Terryville Field in Louisiana, a conventional gas play. The company had
estimated proved reserves of about 10 Bcf of natural gas equivalent, 92 percent of which was
natural gas, and current production of about 20,000 Mcfe per day, from its Terryville Field interest.
The sale puts Petrohawk nearly half way toward its goal to raise $1 billion to fund drilling.
Petrohawk intends to raise capital through asset divestiture.

e Analysts expect the competition between gas and coal in the power generation sector will increase
over the next several years due to the abundance of gas from shale plays. Both fuels will find it hard
to maintain higher prices. A managing director from Energy Ventures Analysis said coal-fired
generation declined 15.7 percent while that of natural gas increased 14.5 percent. Overall, gas use
declined by 3 Bcf in 2009, quickly filling storage, sending the gas to the power market and driving
down prices.



Chart 1A below illustrates the gradual recovery of prompt month gas prices from September 2009
through January 2010, with the more recent significant move down in prompt month pricing. Chart 1B
shows the path of the 5-year out contract (i.e. April 2015). The red line represents the daily closing price
and the blue line represents the 50-day simple moving average of daily closing prices.
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1. Crude

The WTI crude oil April futures contract at the NYMEX fell 56 cents per barrel this week, finishing at
$80.68 per barrel on Friday. The dollar strengthened against the euro as the Federal Reserve announced
its commitment to a low interest rate environment as the economy recovers. A stronger dollar tends to
weigh on commodities as it makes them more expensive for holders of other currencies. The dollar
finished the week 2.39 cents, or 1.73 percent, higher versus the euro. The euro has been under siege
over concerns about possible rescue plans for Greece.

The Energy information Agency (EIA) reported an increase in crude oil stockpiles of 1 million barrels, in
line with analysts’ expectations. The build raises total crude inventories to 344 million barrels for the
week ended March 12. Gasoline inventories fell 1.7 million barrels to 227.3 million barrels. The decline
was much higher than the 600,000 barrel decline forecasted by analyst. Distillate inventories, which
include heating oil and diesel fuel, dropped by 1.5 million barrels versus the forecasted 1 million barrel
decrease. Refining capacity utilization fell by 0.1 percentage points to 80.6 percent.

e The American Petroleum Institute (API) said crude inventories grew by 403,000 barrels. According
to the API, gasoline inventories fell 3.65 million barrels and distillate stocks declined by 756,000
barrels. Refinery utilization rose 0.4 percentage points, to 81.3 percent.

e The Organization for Petroleum Exporting Countries (OPEC) decided to hold quotas steady in
anticipation of growing global oil demand. Current target production is 24.8 million barrels per day,
with actual production closer to 26.8 million. Higher prices tend to cause OPEC production to
exceed stated quotas. Demand in the US has been anemic, leaving inventories of crude and
petroleum products at well-above normal levels.

e Petroleos Mexicanos, better known as Pemex, reported a 2.1 percent drop in proved oil reserves for
2009. This is the 11" consecutive annual drop in proved reserves for the country. Pemex is planning
to spend $18.2 billion this year to find new deposits to offset declining output. Mexico is the second
largest source of US crude imports (with Canada being the largest exporter of crude to the US).



Chart 2A shows the path of the prompt month WTI crude oil contract, closing at $80.68/bbl on Friday.
Chart 2B shows the path of the 5-year out contract. The red line represents the daily closing price and
the blue line represents the 50-day simple moving average of daily closing prices.
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Il. Power

Cash power prices were lower in some regions and practically unchanged in others this past week. Day-
ahead on peak prices fell $5.25 per MWh in Mass Hub. Prices in New York Zone G declined $3.75 per
MWh, while prices in PJM West climbed 75 cents per MWh higher. Day-ahead prices in Cinergy Hub
were unchanged, while prices in ERCOT North Zone slid 2 cents per MWh. Cash prices in NP15 dipped
$2.50 per MWh while cash prices in SP15 fell $3.25 per MWh.

According to the Electric Edison Institute (EEI), utilities generated 69,785 GWh in the week ended
January 13. Utility output was 1.1 percent lower than the corresponding week of 2009 and the weekly
total was 5,418 GWh below the total posted in the previous week. Output fell in five of the nine regions
that EEl assesses. The highest percentage change was in the Pacific Northwest, where output fell 9.4
percent on the year.

In its Electric Power Monthly, the Energy Information Administration (EIA) reported overall US power
generation for the month of December rose 1.9 percent compared to December 2008. Coal-fired power
generation fell 0.3 percent, nuclear power fell 3.4 percent, and wind-power generation fell 5 percent.
Natural gas-fired power generation climbed more than 11 percent.

e After participating in a Federal Energy Regulatory Commission (FERC) mandated weekly
procurement process, Southwest Power Pool (SPP) reported that a larger number of generators sold
a higher volume of megawatts in weekly Entergy procurement auctions in the three months ended
March 5 than in the prior three months. The weekly auction is an effort to ensure open access to
the Entergy transmission grid, allowing third-party suppliers to displace some of Entergy’s less
efficient oil- and natural gas-fired generation with lower-cost alternatives. Entergy accepted energy
offers in seven of the 13 weeks most recently reported.

e According to a report by PJM market monitor, Energy Security Analysis Inc., about 11,250 MW of
older coal generation in the PJM Interconnection did not cover its operational costs and should be
retired if this trend continues. The annual report, Monitoring Analytics, concluded that declining
demand and lower prices prevented some smaller and less efficient units from recovering their
operational costs, even after considering revenues from the capacity markets. The 11,250 MW of



coal units that did not cover their operational costs represent 16.5 percent of the total coal installed
capacity in PJM and 6.7 percent of total installed capacity in PJM.

A report created by Potomac Economics, the Midwest Independent System Operator’s (MISO)
independent market monitor, said overall real-time power transmission congestion decreased 70
percent in February relative to January. The decrease was largely due to the return of key
generators that were previously shut down and the completion of transmission maintenance. The
monthly average of hourly prices for day-ahead and real-time markets each fell by around five
percent to $36.97 per MWh and $35.40 per MWh, respectively. These prices were nine percent
higher than in February 2009.

The Federal Energy Regulatory Commission (FERC) approved the negotiated rate authority for the
Tres Amigas Superstation, a proposed trading hub in New Mexico that would link the nation’s three
electricity interconnections for the first time. The 5,000 MW hub will allow power to be transmitted
between the Eastern Interconnection, Western Interconnection, and the Texas grid. The Tres
Amigas Superstation still has several other regulatory hurdles to cross with FERC before the system
will be fully approved for use. FERC denied the developer’s request for a blanket disclaimer of
jurisdiction over interconnection customers from ERCOT. FERC said that Tres Amigas is free to
apply under the Federal Power Act for such a waiver a jurisdiction. Tres Amigas now plans to move
forward with securing anchor tenants and necessary financing.

Charts 3A & B: PJM West Hub forward prices, heat rates, and spark spreads
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Chart 3C & 3D: ERCOT Houston Zone forward prices, heat rates, and spark spreads

80
75
70
65
60

ERCOT on-peak forward curve, $/MWh ERCOTHZ on-peak traded heat rate vs. NYMEX & 7.5
heatrate spark spread
16 25
- 14
- 20
:n 2 E
0 0 N :
I — \\ - 15 o
5 g S £
= o
P _s \ - 10 &
2 —— 2
R AN i
I 5 o~
£ 5 \V-
Apr'10 Jun'10 Sep'10  Oct'10-Dec Dec-10
Apr'10 May Jun'10)ul'10 -Sep 10 Oct'10 Oct '10Nov '10Dec-10 Jan 11 10
10 Aug 10 -Dec -Feb oy ran s
et o 03/19/10 hr 03/12/10 hr
3/19/ — 312/
03/19/10 3/12/10 i | E— 03/19/10spark ~ mmmmme- 03/12/10 spark




Chart 3E & 3F: CAISO SP 15 forward prices, heat rates, and spark spreads
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V.

Emissions and Renewables

Regional Greenhouse Gas Initiative (RGGI) CO2 for December climbed higher this week, closing at $2.12

per

short ton for the December-delivery vintage 2010, 4 cents higher for the week. Prices for Vintage

2010 Annual NOX fell $15 per ton to close the week at $550 per short ton. Pre-Clean Air Interstate Rule
(Pre-CAIR) SO2 for December delivery slid $4 per ton to $68 per ton for the week. Vintage 2010 SO2
also slipped $2 to end the day at $34 per allowance for the week.

The North Carolina Utilities Commission took another step towards implementing a renewable
energy certificate tracking system by selecting a third-party vendor as the administrator. The
system known as NC-RETS, or North Carolina Renewable Energy Tracking System, will be
administered by APX, a platform provider that hosts a number of other similar systems. The NC-
RETS system is aiming to launch on July 1.

A recent deal between the two largest utilities in Vermont and Hydro-Quebec, a government owned
utility in the Canadian province of Quebec, could be the first to allow Hydro-Quebec access to the
New England Renewable Energy Certificates (REC) market. Previously, the New England states
uniformly denied Hydro-Quebec the ability to create and sell RECs into the New England market.
The new access could greatly increase the supply of RECs in the market, possibly lowering the value
of New England RECs.

The New Jersey Board of Public Utilities (BPU) Office of Clean Energy proposed cutting renewable
energy incentives by $31 million. The proposed cuts include significant per-watt subsidies for
distributed solar projects, which could potentially decrease the number of new solar installations in
2010. The proposed cuts did not prompt any trades in the New Jersey solar REC market last week.

New Mexico is drawing plans for a cap-and-trade climate plan, expected to be released by the end
of April. The state’s Environmental Integrity Board (EIB) is drawing an emissions cap covering 65
percent of the state’s greenhouse gas (GHG) emissions. The EIB is considering imposing a cap for
the state’s electric and oil and gas sectors in 2011 that would require a three percent annual
reduction in GHG emissions until 2014. The state will meet with stakeholders after the April 30"
proposed draft release.



(Dollars per Short Ton)
Business Week Ended March 12, 2010
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Key to Coal Commodities by FtegionI
Central Appalachia; Big Sandy/Kanawha 12,500 Bty, 1.2 IbS02/mmEtu Powdar Biver Bazin: 3,500 Bty, 0.5 Ib SO2!/mmBtu
Merthern Appalachia: Pittzburgh Seam 13,000 Bty, <3.0 IbSO02/mmBty Uinta Bazin in Cola.: 11,700 Btu, 0.5 Ib SO2/mmBtu
Mineiz Bazin: 11,500 By, 5.0 Ib SO2/mmEtu
RGGI CO,
Compliance REC Market Prices S/MWh Allowances S/ton
2009-
Vintage Bid Ask Mid 2011 Bid Ask Mid
Massachusetts 2010 26.00 30.00 28.00 Spot 2.08 2.12 2.10
Connecticut Dec-10 2.10 2.14 2.12
Class | 2010 21.00 23.00 22.00
Class Il 2010 0.50 1.50 1.00 SO, Allowances $/allowance
New Jersey Bid Ask Mid
Class | 2010 2.00 3.00 2.50 2009 67.00 69.00 68.00
Class Il 2010 0.50 1.10 0.80
Solar 2010 670.00 680.00 675.00 Seasonal NOX Allowances S/ton
Texas Bid Ask Mid
H2
Half-year 2009 0.90 1.10 1.00 2010 40.00 50.00 45.00
2011 10.00 30.00 20.00
Annual NOX Allowances S/ton
Bid Ask Mid
2010 540.00 560.00 550.00
2011 420.00 450.00 435.00
2012 100.00 180.00 140.00




Amerex Energy Consulting (AEC) is part of Amerex Brokers, a division of GFl. AEC is engaged in the
origination, structuring, and execution of energy transactions for clients.

Contact information:
Kellie Metcalf ¢ Vice President and Group Head, kmetcalf@amerexenergy.com, (281) 340-5267

Mithun Rathore ¢Director of Origination, mrathore@amerexenergy.com, (281) 340-5216
Eric Lewis ¢ Structure Lead, elewis@amerexenergy.com, (281)340-5237
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