


COP 

• COPE is a bro~ad an ~d d~verse group of companies 
~engaged in various aspects of the phys1ca~ energy 
businessr 1nc uding 

- O~ il and natural gas production 

- El e~ctricity generation 

- Retail natural gas ~and electricity sales 

- Midstream natural gas, oil and petrole m products 
transact ons 

• Members hedge commodity price vol1 atil~ty ·wi h OTC 
swaps 
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a age en 

• COPE members uti~ize swaps to manage p ice risk 
associated with physical commo~dilies that they produce, 
buy an~d seU, such1 as oil, natura~ gas and power 

• COPE members are ~end-users' of swaps -- not 'swap 
dea~ers' as that term is used in Dod~d-Frank 

• COPE members use swaps for risk management, not 
speculation 
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• Unsecured credit and/~or non~cash co~Uatera~ is utilized 
by COPE members to support hedging physical 
commodity price risk through OTC ,swaps 

• COPE members are able to obtain unsecured credit due 
to the strong financial standin~g ~of the""r physica 
businesses, many with conservative balance sheets and 
investment grade credit ratin~gs 

• Some members• exposures may also be collateralized 
by first ~iens on company as,sets 

• Reduction in the availab~lity of prudently extended 
unsecured credit or l~m·tations o~n n~o~n-cash collatera~ 

would impact the abi -ity to hedge and divert ~capital from 
productive uses 



I act a Eli inatio /Reduct·on of 
secured Credi No -Cas Co ateral 

• ~educe Hedging/Risk Management 

- increase business risk 

- ncreas,e revenue/earnings voratili y 
- ncrease ~iqu"dity/financial risks 

,. Signit~cantly increase collateral post"ng to banks 

• D~ivert Capital from Productiv~e Uses: 

- Divert cap'ital fro~m energy product~~o~ n~ exp~ oration, 
environmenta~ infrastructure inv·estment & innovation 

- ncrease the cost of doing bu.siness impacting 
oo~m mod ity prices 

- ~n ~cre~ase costs to consumers 
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COPE Membe s: Profiles 
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• G ~o~bal independent exploration and production oompa y 
• . ~39 .. 75 B market capitalization I investment grade credit 

rating 

• 634,000 BOE day of prodruc1iiion, 2 .. 4 bill~on BOE reserves 

• Extensive worldwide exploratlon acreage and project 
inventory 

• Apache conducts commodity hedg~ng ~as part of Apache~s r~sk 
management activities 

- Apache does not post coUateral or margin nor pl ~edge 

assets 

- No proprietary or speculative trading 

- No Futures Commission Merchant (FCM)1 acco~unts 

- Apache does not make a market in deriva1ives ·wi·th our 
physical commodity counterparti'es 7 



o e Energy, Inc. 

• Global ~ndependent Exploration and Production Comp~any 

• $13.5 B Market CapitalizaUon I Investment Grade Credit Rating 

• 230~000 BOE Day of Productions 820 Mi~lio~n BOE Reserves 

• World's Largest Conventional Gas Discovery in 21009- Israel 
Offshore- Tamar Project 

• Extensive Worldwide Exp~oration Acreage and Project ~ nventory 

• N~obl~e Conducts Commodity· Hedging as Part of its Treasury I Risk 
M~anagem~ent Activities 

- NBL Does No1 Post Collateral or Margin nor P~edge Assets 

- No Propri~etary Trading 

- No Hedging with Futures 

- No Derivatives Offere.d to Physical Customers 

- Alllnformat~on on Hedge Program is Publicly Disclosed 



Apac e Corpora eon an No le Energy ~ nc. 

• Conduct Commod~ty Hedging to 

- Redu~ce Co~mmodity Price Volati~ity Exposure 

- Enhance Predictability of ~ca,sh F ow and Earn~ngs 

-Secure Acquisition and Major Project Econom~cs 

Reg uirem1~ents to Operate Eftective~y 

~· Unamb~~guous Designati~on as ~~Exempt End-User} 

• R~etain No C~ollatera~ or Margin Requirements 

• N~o Pos~~tion L,imits for Hed~ges 
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a est E e y Pa ers, L. .. 

• Publically traded partnership (US: MWE)~ $38 market cap~ 600 Employees 
in 9 states 

• Provides midstream service's to natural gas producers 
Owns and operates critical pipeline a~d p!ant infrastructure between \vellhead 
and consumer 

Significant ongoing investment in energy infrastructi!Jre ($1.58 in 2008-201 0) 

• Approximately 80 similar pe.er companies in Un~ted States $0.5B-$2218 
Market cap 

• Publicly traded partnersh~ps distribute essentiaUy all cash flow to share 
ho[ders on a quarterly basis 

• Share holders tend to be conservative ~nvestors seeking a secure annuity 
with low share price volati lity risk 

• Midstream cash flows have varying vo~ ati l ity with commodity prices 
- Long natura I gas liqu1dslcrude oil 

- Short natu ral gas {keep whole contracts, fuel) 

• MWE hedges its physjcal commodity positions to minimize cash flow 
volati lity and secure future distributions to share holders (not to specui at~e ) 

10 



a k es E e gy Par ers, L. • 

• MWE is an "End-User" and executes OTC swapss oo~ lars and puts with 
secured tenders jn ~ts bank group 

Secur,ed lenders are the swap counterparty for MWE 
Secur;ed lenders are secur~ed by all of MWE's assets (over $48) and 
contracts 
Contracts grant s ecu ri ty interests in physica II co mmo djties i ncl ud i ng 
natural gas liquids. crude condensate and natura I gas 
No cash margins ar~e required due to the signifrcant non-cash col lateral 
and tit I e to the physical oom mod ity itself 

• In a vo~atile cornmodLty market Mark-to-Market positions can be very large 
either in or out of the money (sometimes hundreds of millions of do~ Iars for 
a company l~ke MWE) 

• Imposition of cash margin posting would be disastrous for companies l~ke 
MWE who make major capital investments and distribute essential ly all of 
their cash flow each quarter to S 1h are h oJ ders 

The capita' would have to be heJd idle and ~iquid at al l times to avoid 
d efa u It p uttrng d ism bution s and expansion capita I sp ending at risk 
Our customers~ natural gas producers. would have the same issue and 
they would be ~ess able to d ri fl gas wei ~s to ·fi II our pipe I i nes and pi ants 



• Purpose is to pr~ovide natural gas and related energy prodlJcts rn 
a safes effic~ent, and dependable manner 

• Organized around two core businesses-Pipe~~nes and 
Exploration & Production 

• Owns North America's largest interstate natural gas pipe~ine 
system-approximately 4·2,000 mi~es-transporting more than a 
quarter of the natural gas consumed in the country eac.h day 

• E&P operatijon ranks in the top 1 0 domestic independent 
producers, operating in high-quality basins across the United 
States and in Brazil and Egypt 

• E&P od opportunities are expanding with success in the Eag~e 
Ford shale and a 135.0010 net acre position in the Wol~camp oil 
shale; Ruby P1peline has construction activity underway in all 
ei'ght spreads along its 680-m ~le route 
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El Paso C po atio 

• El Paso conducts its hedg~ng activity through an ass~et-backed credit 
facility that aUo~ws ov~er-tlh~e-counter transactions w ithout cash margin 
requirements 
- E I PasoJs pfllysica I assets serve as col latera I support for rts financia1 hedge 

transactions 
- The credit faci I ity· mnc~ udes a diverse group of bank trading oounterparfies among 

whi'ch rfsk is distribut,ed 

- El Paso does not conduct any proprietary! speculative trading of energy derivatives 

• El Paso hedges ~ts commod~ty price exposure to: 
- ~Gain a ~evel of certainty around cash flo'lwvs and earnings 

- Ensure cash is available for investment in new production programs~ planned 
Capex projects, andlor acquisHions 
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• Foroed clearing of hedge transactions on an exchange 1ha1t requires 
cash marg~ning would: 

- Create a huge cash marginjng burden on prudent producers 
who hedge their physica~ production 

- Restrict investment at prec[sely the time the market most needs 
~t: when commodity prices are h~gh 

- Limit producersl ability to effective~y and efficiently reduce 
commod~ty pnice voiatiUty 
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Compe itive P'owe Ve tu 1 es, nc. 
• Leading North American electric power gen~erat~on 

development and asset management company 

• $0.3 B Private Equity funding provided by Warburg Pincus 

., Over 10.000 MW of natural gas and wind generatjon assets 
currently in various stages of development with plans for 
more 

• Third-party manager for more than 4 ,400 MW of Nofth 
American merchant gas-~i r~ed assets, 

., CPV has supplied commodity hedging services as part of the 
Risk Management activitjes for thos,e pfoject companies 
under management as well as its own development portfolio 

o Proprietary Tradjng permitted under Cred~t 
Agreements 

- Project companies post a Letter of Credit or provide 1st 
L~en collateral support for all hedging transactions 

- Commod~ty hedging is a secured transaction; ~often over­
secured 15 



• Commodity Hedging ~s conducted primarily to: 
- Reduce Commodity Price Volatil~ty Exposure 
- Ensure Predictability of Cash Flow and E.amings 
- Secure Financings and Major P'roject Econo~m~cs 

• Commodity Hedging js an essent~al business practice to bnng new 
generation resources to market 

• Provid~ng a 1st L[en position as collateral support permits 

- Value of collateral moving in conjunctio~n with va~ue of 
underlying asset (right-way risk) 

- In ev~ent of defau t, counterparty has claim in an amount 
determined according to mark-to-market of hedge .as negotiated 

Regu~rements to Operate Effectively 

• Unambiguous Designation as '•Exempt End-Us.er" 

• Retain Asset-Based a.nd Non-Gash Collateral for S~waps 

• No PosiUon Limits for Hedges 



• Diverse energy comp,any 

- P'ortland, Oregon b~ased (850 employees) 

• Renewable energy 

- Se~oond largest U.S. wind energy generator 

- So~lar and bjoma.ss 

• Gas-fired electricity generation 

• Gas storage 

- 155 BCF owned and contracted 

• Energy trading 
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c. 
• Uses, trad ng ,activities to hedge i s physical 

exposure in w~nd and storage, businesses 

- Ma.nage~s, exposures through dynamic trading 

• Sells energy products ,and serv~~ces o electr·c and 
g1as distr"bution utili 'ies, "ndustrial custom~ers an ~d 

financ al institu i ~ons 

,. Industry concentrafEons have the potential to impact 
our ov~eraU exp~osure to credit r·sk, e~ther positively 
or negative y, because the customer b,ase may be 
s~mi lar~y affected by e~conomic, weather or other 
conditions 



c. 
• lberdro~la Renewables faces a number o~f energy market risk 

exposure·s including fixed pricer basis (both ~ocatio~n1 an~d time) 
and heat rate risk 

• Contracted gas storage exp~osures are impacted by gas price 
differentia~s across time 
- Th ~s expo~sure is m.ana~ged wit1h fixed price, basis and 

index gas d~er~vatives 

• Contracted transport positions are subj~ect to gas pr]ce nsk 
across [ocation, price differential between rece"pt and delivery 
po[n1s 
- Th~s expo~sure is mana~ged with basis swaps 

• Merchant power prants. are subject to heat rate ris,k 
- This exposure is managed with fixed price electricity and 

fixed pnce gas and b~as.is pos~tions 

• Merchant wind facHi1ies are subject to fixed prioe power ri.sk 

- Th[s expo·sure is managed with fix ~ed price efectricity 



SCO) 

• Shel Energy North America and SheU Trading ~(US) 

Co~mpany are the North American component of the 
Shel[ Tradin~g network, a global business engaged in 
tradi g and shipping activities on behalf of SheiL 
Headquartered in Houston but with regiona offices 
throughout the United States and Canada, the 
companies' combined portfolios of commodities '"nc ude 
natura gas, power, crude o·l, r~efined products! chJem·cal 
feedstocks and environmentaJ products. 



• SENA trades and markets natural gas; who~esale power and 
environ mental products. 

• Customers in cl ud e Ia rge co mm e rc i al and industrial users. Ia cal gas 
d ~stri bution companies, el ~ectric utilities, independent power producers t 
energy agg~re gato rs. and o i I and gas producers. 

• Natural gas: Sales val urn es of 15. 1 bi Ilion cubic feet/day ( 02 201 0) 
• Wholesale power: Sales volumes of over 220 MiUion MWh (20091

) 

• Participates in nearly all organised North American power markets 
• 5,000 megawatts of generating capacity across North America 

• STUSCO trades and markets domestic crude oil and products; crude oi l 
lease acquisition, marketing and transport: marine charterirng. 

• Buys and sel ls more than 7 million barrels/day of hydrocarbons 
• One of the largest physical traders of hydrocarbons ~n the United 

States 
• Manages more than 400 international voyages per year 
• Schedules more than 41000 domestJic shipping voyages per year 

• SENA & STUS~CO utilize swaps and futures to hedge risks of their physical 
businesses 

• Due to strong c~ed~t standing, SENA & STUSCO are provfded levels of 
unsecured credit by their swap counterparties 



e gy rs 
• Retail energy providers that sell to retail consumers utilize swaps to 

hedge price risk (e.g ., fix~ed priced offers) 
- The retail consumers can be residentia~. commercial or industri al 

consumers 
• Trade credit is earned by the retail energy providers 

- Counterparties oonduct thorough financial diljgence and 
creditworthiness evaluation 

- Trade credit is monitored regularly and adjusted based on company 
performance and creditworthjness 

• C u rre ntl y. retall energy providers are able to uti I ize trade ere d it when 
purchasing these swaps 
- This reduces the risk of having to post additiona~ collateral due to 

changes in the commodity market 
• If retail energy providers no longer have access to trade credit there 

win be additional r~sk I cost for these types of fixed price products 
- The risk I cost will be having to post addiUonal capttal 
- This potentijal cost wilf result in increased prices to consumers due 

to: 
• The need to recover the cost of incremental capital 

requirements, or 
• A reduction ~ n reta ~I e ne rg y providers offer;ng ifrles e types of 22 

products thereby reducing the benefits of competition 


