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Meet The Specialists

Tod W. Sherman

» +13 years of energy industry experience
= 2000-2008 C & I building contractor

= 1995-2000 UGI Utilities — C & | sales
manager

= 1990-1995 UGI Utilities — Distribution
engineer

= 1982-1990 — Engineer, construction
management

= 1980-1982 — Civil engineer in PA and Alaska

» The Penn State University



Meet The Specialists

Doug Snyder

= +20 years of energy industry experience

= 1995-2008 UGI Energy Services (retail
supplier) - C & | sales manager

= 1994-1995 UGI Utilities — Construction
supervisor

= 1991-1994 UGI Utilities — C & | sales
manager

= 1990-1991 UGI Utilities — Residential sales
manager

» The Penn State University



Meet The Specialists

Mark J. Sahd

= +20 years of energy industry experience

= 2000-2008 UGI Energy Services (retail supplier) -
C & | sales manager

= 1995-2000 UGI Utilities — C & | sales manager

= 1990-1995 UGI Utilities — Residential sales
manager

= Temple University




Natural Gas Price — Components

Delivery Components

= Physical commodity — “Natural Gas”

» Interstate capacity to LDC city gate —
“Basis”

Distribution Components

» LDC distribution charges & taxes

= |LDC line loss




Natural Gas Pricing — Impact Factors

Supply Fundamentals
» Production — On and off shore rig count...increased shale

= Storage — Withdraw season is Nov-Mar and injection season is
Apr-Oct

» Liguefied Natural Gas (LNG) Imports

Demand Fundamentals
= Economic Conditions

» Weather — Electric generation/summer & heating/winter

» Nuclear Outages — Refuel and inspections (Japan & Virginia)

Non-Fundamentals
= Speculative trading, hedge funds etc. Over 80% of all the natural
gas contracts bought and sold daily are for profit.




Natural Gas — Rig Count

Natural Ri nt vs. NYMEX Settle - Weekl mparision 2011
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Current EIA Storage Levels

2011 Storage Approaching Record Levels
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Stocks in billion cubic feet {Bcf) Historical Comparisons
Region Year Ago (09/23/10) 5-Year (2006-2010) Average
09/23/11 09/16/11 Change Stocks (Bcf) % Change Stocks [Bcf) % Change
East 1,820 1,753 67 1,860 -2.2 1,872 -2.8
West 456 445 11 495 -8.1 453 0.7
Producing 1,036 1,003 33 1,047 1.1 982 5.5
Total 3,312 3,201 111 3,403 =2.7 3,307 0.2

Source: U.S. Energy Information Association




Natural Gas Price History — Managing Chaos!

NYMEX Natural Gas Daily Settle - Prompt Month
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A Jekyll & Hyde Market!

U.S. gas: Futures down as traders look to seasonal slowdown

. Dow Jones Newswires | Updated: September 7, 2011
YOU MUST BE Natural gas futures fell Wednesday as traders look past storm activity to the
THISTALLTO = seasonal slowdown in gas usage.
RIDE!"!
\

U.S. gas: Futures settle +1% at $3.98/MmBtu, watching Nate
Dow Jones Newswires | Updated: September 8, 2011

Natural-gas futures prices rose 1% Thursday, settling at the highest level in a week, as traders again
cast a nervous eye to a storm in the Gulf of Mexico.

U.S. gas: Futures fall on weak demand view; up 1% on week
Dow Jones Newswires | Updated: September 9, 2011

Natural gas futures fell Friday as mild weather was expected to curb demand and Tropical Storm Nate
was on track to miss the gas-production areas in the Gulf of Mexico, limiting the threat of supply
disruptions there.

U.S. gas: Futures rise on weather but fail to hold above $4
Dow Jones Newswires | Updated: September 13, 2011

Bullish weather forecasts helped push natural-gas futures higher Tuesday as traders began shifting their
focus from summer air-conditioning demand to a potentially frigid winter.
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Managing Volatility — Buy The Dips Avoid The Peaks!

NYMEX Natural Gas Daily Settle - Prompt Month Settle
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Layering Strategy — 50% Hedge

Full Volume 1st 50% Layer NYMEX Strip 1st 50% Layer Remaining Open
Requirements Volume Requirements on 07/15/11 NYMEX $ Volumes
Oct-11 700 350 $4.535 $1,587.25 350
Nov-11 1,000 500 $4.639 $2,319.50 500
Dec-11 1,200 600 $4.816 $2,889.60 600
Jan-12 1,800 900 $4.914 $4,422.60 900
Feb-12 1,900 950 $4.912 $4,666.40 950
Mar-12 1,100 550 $4.864 $2,675.20 550
Apr-12 700 350 $4.770 $1,669.50 350
May-12 300 150 $4.788 $718.20 150
Jun-12 100 50 $4.816 $240.80 50
Jul-12 100 50 $4.856 $242.80 50
Aug-12 100 50 $4.884 $244.20 50
Sep-12 100 50 $4.892 $244.60 50
Total: 9,100 4,550 $21,920.65 4,550
10/01/11 through 09/30/12 Weighted Average Commodity Lock: $4.818 /dth 1st 50% Layer

7/15/11
NYMEX @ 10:45 a.m.

Oct-11 $4.535 . .. .

Nov-11 $4.639 = Layer in 50% as pricing declines to manage
Santz 22:312 risk. Hopefully, the first layer will be the most
eb-2 e expensive. If not, you will have 50% hedged at
Apr-12 $4.770 a low price_

May-12 $4.788

Jun-12 $4.816

Jul-12 $4.856 - . . : -

Aug-12 S804 Time delayed pricing at: www.tybecenergy.com/marketprices/main.htmi
Sep-12 $4.892




Layering Strategy cont. — Remaining 50% Hedge

Full Volume Remaining Open NYMEX Strip Remaining
Requirements Volume Requirements on 09/16/11 NYMEX $
Oct-11 700 350 $3.809 $1,333.15
Nov-11 1,000 500 $3.922 $1,961.00
Dec-11 1,200 600 $4.155 $2,493.00
Jan-12 1,800 900 $4.290 $3,861.00
Feb-12 1,900 950 $4.307 $4,091.65
Mar-12 1,100 550 $4.279 $2,353.45
Apr-12 700 350 $4.257 $1,489.95
May-12 300 150 $4.289 $643.35
Jun-12 100 50 $4.331 $216.55
Jul-12 100 50 $4.376 $218.80
Aug-12 100 50 $4.401 $220.05
Sep-12 100 50 $4.404 $220.20
Total: 9,100 4,550 $19,102.15
10/01/11 through 09/30/12 Weighted Average Commodity Lock: $4.198 /dth remaining Layer
9/16/11
NYMEX @ 3:24 p.m.
Oct-11 $3.809
Nov-11 $3.922 = Layer in remaining volumes, hopefully at a
Dec-11 $4.155 ) : .
Jan-12 $4.290 lower price than the first lock. A layering
;Ieb-:g gjg% strategy can help to mitigate risk while
ar- : ) . Cleres
Apr-12 4257 maintaining flexibility in market that changes
May-12 —— every second of the day.
Jun-12 $4.331
Jul-12 $4.376
Aug-12 $4.401 Time delayed pricing at: www.tybecenergy.com/marketprices/main.html
Sep-12 $4.404
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Natural Gas Procurement Process

» Analyze individual account portfolio — Review usage profile, utility rate
class, capacity type and viability (will meters be fully utilized going
forward)? Who owns the meter?

= |s third party supply appropriate for each meter? — What is the PTC
(price to compare) with the utility for that metered rate?

= |f multiple rate classes and capacity types exist within an individual
portfolio, evaluate the benefits of a hedge by rate and capacity type.

» Evaluate appetite for risk in the market - Fully hedge or layering
strategy? Budget or “Beat the Market”?

» Evaluate the timing of a potential hedge based on historical data,

current impact factors, desired term length and layered amount (50-50%
hedging strategy etc.)
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Natural Gas Procurement Process cont.

Work with suppliers or a consultant to solicit competitive terms (contract

language & price) and revaluate market conditions until a reasonable
price target can be achieved.

Monitor monthly invoices to ensure that supply contract terms are

adhered to as well as any changes that may occur to the utility rate or
capacity requirements.

Monitor future pricing for an opportune hedge that may exist going
forward.
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Marcellus Shale — Industry Update

Potential ~ 500 tcf
Recoverable ~ 100-200 tcf
U.S. Consumption ~ 23 tcf/yr.

Horizontal Drilling — Fewer wells,
increased production

Liquids — Methane, Butane, Ethane,
Propane, Pentane, Isobutane and oill

Operators — 82 as of August 2011

Increased supply (psychological and real)
has removed some volatility in the natural
gas and electricity markets and lessened
the impact of critical events

16




Marcellus Shale — Unprecedented Growth

Average monthly natural gas production -
billion cubicfeetperday ela
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Source: U.S. Energy Information Administration based on Bentek Energy, LLC.
Note: Rest of Northeast includes KY. MD. NY. OH. TN. VA

Production in West Virginia and PA now average almost 4 bcf/d...more
than five times as much as the average from 2004 through 2008. This
total accounts for over 85% of all northeastern production.
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Marcellus Shale — Where To Put It?

Midstream Infrastructure

» Connecting producers to the market.

= Improvements to pipelines — accommodate § ¥
3.5 to 4 bcf/d over the next few years ~'

Companies

» NiSource/Columbia Gas Transmission
» UGI Energy Services

» Spectra/Texas Eastern

= Tennessee Gas

= Dominion, Transcontinental Gas, El-Paso,
Inergy & Iroquois Gas...and more

18



Electricity Price — Components

Delivery Components

» Wholesale Energy (Line Loss & Congestion)

» Ancillaries (12-14 line items could make up
this cost)

= Capacity
= Network Transmission “NITS”

= Renewable Portfolio Standards

Distribution Components

= EDC distribution charges & taxes

= EDC line loss

19



Electric Pricing — Impact Factors

Fueled by...

Through May, natural gas and coal _
accounted for over 65% of all electricity Other Energy Sources
generated in the U.S. \ i

Petroleum

Disruptions to Coal, Nuclear or Hydro A9.4%
will have a significant impact on natural =
gas prices, which will result in a
significant impact on electricity prices -
(Japan & Virginia earthquakes)

43.6%
Coal

Maintenance of transmission &
distribution lines 21.7%

Natural Gas

Weather — January & summer peaks Hydroelectric Conventional
Source: U.S. Energy Information Association
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$/MWh Electricity & $/Contract Coal

Electricity vs. Coal vs. Natural Gas

Daily Settle Comparison - PJM Day Ahead - Natural Gas - Central Appalachian Coal Futures (CAAP)
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Source: http://www.eia.gov/coal/nymex/html/nymex_historical.html
Source: http://www.eia.gov/dnav/ng/ng_pri_fut_s1_d.htm

Source: http://www.pjm.com/markets-and-operations/energy/day-ahead/impda.aspx
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Analyze individual account portfolio — Review usage profile, demand
requirements, utility rate class and viability (will that meter be fully
utilized going forward)? Who owns the meter?

Is third party supply appropriate for each meter? What is the PTC (price
to compare) with the utility for that metered rate?

If multiple rate classes exist within an individual portfolio, evaluate the
benefits of a hedge by rate (HT, GS, SL etc.)

Evaluate appetite for risk in the market. Pass through or hedge?
Budget or “Beat the Market”?

Evaluate the timing of a potential hedge based on historical data,
current impact factors and desired term length.
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Work with suppliers or a consultant to solicit competitive terms (contract

language & price) and revaluate market conditions until a reasonable
price target can be achieved.

Monitor monthly invoices to ensure that supply contract terms are

adhered to as well as any changes that may occur to the utility rate or
capacity requirements.

Monitor future pricing for an opportune hedge that may exist going
forward.
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Nature Of Natural Gas & Electricity Futures

» A fundamental aspect of the natural gas and electricity futures market is
the less that is known about a time period, the higher the risk premium

and price.

Electricity Futures on 9/30/2011 $/MWh Natural Gas Futures on 9/30/2011 $/dth
PIM FINANCIALLY SETTLED MON | Jan™12 | 54.9500 MNATURAL GAS | Jan "2 | 4108
PIM FINANCIALLY SETTLED MON | Jan™13 | 58.1800 MNATURAL GAS | Jan'13 | 4,855
PIM FINANCIALLY SETTLED MON | Jan™15 | 61.8800 NATURAL GAS | Jan 15 | 5667

= On Sept. 30, 2008, Janl12 natural gas could have been bought for
$9.145. On Sept. 30, 2009 it could have been hedged at $7.551 and
on Sept. 30, 2010 it could have been had for $5.255/dth.

» The closer the market is to a specific term, the risk premium should
fade barring a critical event such as Katrina & Rita.

» Long term extensions may not be the best strategy given the current
market environment — economy, increased shale etc.
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Diesel Fuel & Heating Oil (Liquids) — Impact Factors

Fueled by...

= The cost of crude
» Refining costs

» Retail/Regional distribution costs and
competition

» International demand for diesel —
Transportation and power generation

= Weather
» Geographic factors such as state

taxes, fees and unigque blends for
diesel by state

What We Pay For In A Gallon Of Diesel
(July 2011)
Retail Price: $3.91/gallon

Distribution & Marketing

Refining 14%

Taxes

Crude Qil

What We Pay for in a Gallon of Heating Qil, 2010

Refining Costs
& Profits

o l o
Ay o~ o

Percent per Gallon

__ Distribution &
% Marketing
24%

Note: Sum of the components may not equal 100% due to independent rounding.
Source: US. Energy Information Administration, Petroleum Marketing Monthly, Table 15 (July 2011)

Source: U.S. Energy Information Association
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Managing Liquids — Be Prepared to Buy The Dips!

Daily Settle Comparison - NY Harbor ULS Diesel - Heating Qil - WTI Crude
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www.tybecenergy.com
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