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ENERGY PROJECTS REQUIRE
EXPERTISE AND DETAILED PLANNING.

SO DO THEIR FINANCING PACKAGES.

Introducing Goldman Sachs E&P Capital

Goldman Sachs E&P Capital has been formed to provide creative solutions for project, corporate,
and structured financings in the upstream and midstream industries. With target investments
ranging from ten to several hundred million dollars, we can help finance even the largest
projects and transactions, including acquisitions, new development and more. We can provide all
of your capital, or work with existing banking relationships you may have to provide complementa-
ry financing. By consulting with Goldman Sachs, you gain access to extensive resources — finan-
cial, technical, and intellectual — including our insight on commodity risk management. Our
team has broad industry experience, bringing you the dedicated support you need.

To discover how we can help finance your next project, visit gs.com/epcapital or contact:

Kurt A. Talbot John K. Howie Q
Head of E&P Capital Vice President
(713) 658-2680 (713) 658-2682

kurt.talbot@gs.com john.howie@gs.com
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Wherever in the world
you find oil and gas,
you'll find us.

Ernst & Young is a global leader in the oil and gas
industry. Our hand-picked group of professionals
has deep experience in risk, tax, and transactions.
And we maintain a global industry presence with
significant resources concentrated in important
energy centers. We have the information and advice
you need, when and where you need it. For more
information, log on to ey.com/us/energy.

ey.com/us/energy Ell ERNST & YOUNG
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Never Better

f access to capital makes the E&P world go round,
I that world is spinning faster than ever. Never in

20 years have we seen as much capital available
from private providers and banks as we see today.
What’s more, oil and gas prices seem to have reached
a new and higher floor, so never has it made more
sense to access those dollars and put them to work.
Even the public markets are getting aboard the train,
what with the initial public offering of Whiting
Petroleum last fall and the pending [PO of Bill Barrett
Corp. later this year.

E&P and midstream companies wanting more cap-
ital, and those providing it, share the same rosy out-
look and cite the same industry fundamentals today—
high commodity prices, rising demand for oil and gas,
better technology for drilling and completions.

But that’s not to say any financing transaction is
likely to be a no-brainer. It takes judgment to figure
out which deal structure and type of capital best fit
the business model and risk tolerance you have in
mind. That’s why we are pleased to bring you this spe-
cial report that outlines the various types of capital an
E&P company can access. Straight bank debt and
plain vanilla equity are only two of the items found
on a full and creative menu.

Volumetric production payments (VPPs) are
back, but they have become more sophisticated than
ever before. And there are several new VPP providers
courting business as well.

If traditional debt appeals to you, plenty of
money-center banks and more than two dozen region-
al banks are eager for your business, and lately, we
hear a lot about new bank players entering the mar-
ket. With very low interest rates and a wide range of
capital offerings in addition to reserve-backed loans,
banks can serve up a variety of deal structures. They
are easing up on loan covenants and pushing up their
still-conservative price decks. They are giving more
value to proved undeveloped reserves (PUDs) as well.

As we reported a year ago, many new providers of
mezzanine capital have entered the marketplace.
They, like all capital providers, provide deal-flow
information in addition to dollars. Non-traditional
sources such as M&A advisory firms tell us they are
expanding their deal-making offerings to include capi-
tal-access advisory or deal structuring as well.

We note that some hardy investors interested in
international activity or exploration drilling are start-
ing to edge their way into this sector, which is an
unusual sign and a comment on the positive mood of
some institutions.

Finally, we see a trend of baby-boomer CEOs

CAPITAL TRENDS

starting new companies on both the E&P and finance
sides of the business. All agree that in this decade,
some of the best industry fundamentals have con-
verged to set the stage for new drilling and financial
deal-making.

Many CEOs who have sold their producing assets
or indeed, their entire company, are back for more,
and the private-capital providers are ready to accom-
modate management teams with a good track record.
For example, Tim Dove in Midland is putting togeth-
er Concho Resources version 3.0. Graham Whaling
and Glen Hart in Houston assembled Laredo Energy
II and accessed capital from EnCap Investments LP
for an acquisition only a month after selling version
1.0. Paul Rady in Denver sold Pennaco Energy to
Marathon a few years ago but is back with Antero
Resources, funded with private capital from Warburg
Pincus.

And still, new entrants are welcome to access pri-
vate capital. “The great thing about this business is
that just when we think we know everybody, we’'ll get
introduced to somebody new with an exciting story,”
says Marty Phillips, a partner with EnCap.

The anecdotal signs of plenty are plentiful. On a
recent trip to New York, we visited with the energy
principals of ANZ Investment Bank, which has start-
ed an energy lending office for independents. We
learned that EnCap is nearing completion of its fifth
private equity oil and gas fund, which will raise $700-
to $725 million.

You know the outlook is positive when the likes of
Harvard Management Co. Inc. is willing to make a
presentation at the Independent Petroleum
Association of America’s capital-formation confer-
ence, which was also in New York in April. The uni-
versity’s endowment has allocated $800 million for
private-equity investment in commodity industries
since 1999, through a group called Ceres.

In addition, it is forming a new investment vehicle
for international equity and commodity deals called
Sowood Capital Management LP, with more than $2
billion to invest. Through these various entities,
Harvard will participate in structured financings for
oil and gas through VPPs, net-profits interests, subor-
dinated notes, preferred equity, senior debt or other
structures.

This report serves as your guide to who has the
capital, and how to best access it. As always, we invite
your feedback on the information presented. How can
we help you?

—Leslie Haines,
Editor
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QUANTUM ENERGY PARTNERS

$345,500,000

Quantum Energy Partners is pleased to announce the final closing of
Quantum Energy Partners I, LP and Quantum Parallel Partners 111,
LP which were formed to make corporate equity investments in North
American oil and gas companies focused on building their reserve base
through acquisitions, exploitation and exploration, as well as companies
focused in the mid-stream sector.

April 2004




MULTINATIONAL BANKS

Big Deals

Bankers want to book assets and that's good news for producers seeking to fund
growth with attractively priced, longer-term debt maturities.

ARTICLE BY BRIAN A. TOAL
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from $55 billion in 2002,” says Jim Investment-grade loans have declined precipitously in the past two
Davis, president and chief executive years, while non-investment-grade lending has grown.

officer of Loan Pricing Corp. (LPC).

The New York-based firm collects, analyzes and
publishes loan-data activity across all industries. Its
data on the oil and gas industry includes aggregate
loan volume across five sectors—E&P, oil service,
pipelines, refining and integrated oils.

“However, that slight uptick in year-over-year
loan volume doesn’t really convey the true upward
spike in energy-related credit transactions we wit-
nessed toward the end of the year,” says Davis.

The first three quarters of 2003 were anemic, in
terms of energy loan volume in the investment-grade
sector. During that period, that sector’s loan volume
was only $17.46 billion. “In sharp contrast, $14.6 bil-
lion of energy investment-grade loan volume took
place in fourth-quarter 2003—nearly half the aggre-
gate $32 billion in loan volume for this group for the
whole year.”

Comparatively, oil and gas investment-grade loan
volume in 2002 was $28 billion.

The rationale for the late 2003 rally: a lot of

investment-grade oil and gas companies came into
the market because conditions were extremely favor-
able, in terms of banks being very enthusiastic about
lending. “There was no question that banks really
wanted to book assets,” says Davis.

"After all, it’s hard to imagine the level of [M&A]
activity going much lower. This, in turn, might
give rise to the need for more acquisition-related
credits. "
—Meredith Coffey,
Loan Pricing Corp.

“What you saw were borrowers with short-term,
364-day credit facilities coming in and terming out
those facilities to take advantage of very attractively
priced (low-interest-rate), five-year tenors (maturi-
ties) that banks were—and are still—offering. That
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The increase in Bank One’s
2003 deal flow included
stepped-up lending to non-
investment-grade upstream

borrowers, says Murphy
Markham of Banc One Capital

Markets Inc.

6 MAY 2004

was the real driver of deal flow.”

On the non-investment-grade side, the level of
2003 energy loan volume—$24 billion—was only
slightly off 2002’s strong pace of $27 billion—the
highest level in more than a decade.

Meredith Coffey, LPC senior vice president and
director of analytics, says, “The primary reason 2003
non-investment loan volume in the energy sector was
lower than the prior year is because there wasn’t all
that much M&A activity in 2003 and hence, not
that much need for bank credits to fund acquisitions.”

Indeed, the value of energy-related M&A transac-
tions totaled a meager $4 billion in 2003 versus an
only slightly less anemic $7 billion worth of such
deals the prior year. By comparison, some $22 billion
of energy M&A transactions took
place in 2001.

“There was not only market uncer-
tainty last year during the Iraq war,
which dampened M&A activity, but
even after it was over, oil and gas
prices stayed relatively high, making
many companies less prone to dispose
of assets that were generating an awful
lot of cash,” explains Coffey.

At the same time, she points out,
the need by troubled utilities and
diversified energy companies to dis-
pose of assets—which propped up
much of the energy M&A activity
and bank-borrowings by asset buyers
in 2002—was no longer a meaningful
factor in 2003.

In 2004, the volume of energy-
related M&A deals might pick up.
“After all, it’s hard to imagine the
level of that activity going much
lower,” says Coffey. “This, in turn, might give rise to
the need for more acquisition-related credits.”

A bigger driver of energy-lending activity, howev-
er, is likely to be the desire of banks to pursue new
business and book assets, Davis emphasizes.

“Banks have done a great job of focusing on risk-
adjusted return on capital,” he notes. “But clearly
their bias is toward booking new business. As such,
they might be willing to be a bit more flexible on
loan pricing or on the elements of loan structure—
something they wouldn’t have considered years ago
when credit defaults and loan losses were climbing.”

With such receptivity toward lending on the part
of banks, both Davis and Coffey foresee the possibili-
ty of a robust level of energy-loan activity in 2004.

However, Coffey cautions, “The ball today is really
in the borrower’s court. The level of loan volume this
year will be contingent on their appetite for taking
on additional debt.”

Middle-market focus

Strongly reflecting the receptivity of lenders to the oil
and gas sector is Bank One Corp. Last year, according
to LPC, it lead-arranged 58 credit facilities within the
sector totaling more than $5.8 billion—up from a
2002 level of 45 lead-arranged energy loans worth
$4.4 billion.

“The increase in our 2003 deal flow was very much
driven by stepped-up lending to non-investment-
grade oil and gas borrowers within the sector, both
existing and new credits,” says Murphy Markham,
managing director and head of energy financing for
Banc One Capital Markets Inc. in Dallas.

Indeed, the middle-market-focused lender, with
total assets of $327 billion as of year-end 2003, added
22 new upstream borrowers to its customer base last
year. They include the likes of such newly formed pri-
vate E&P companies as Denver’s Antero Resources,
Houston’s Gryphon Exploration, Lafayette,
Louisiana-based Marlin Energy and Oklahoma City’s
Quest Resources. The bank also added to its upstream
client list last year Denver’s Whiting Petroleum.

These new relationships are in addition to ongoing
lending activity with some of the larger-cap, publicly
traded independents in North America such as
Devon Energy, Apache Corp., Anadarko Petroleum
and EnCana Corp, as well as midcap producers like
Forest Oil Corp.

“In all, we bank 90 upstream clients—40 of them
public and 50 private—with loans as little as $10 mil-
lion,” says Markham.

The lender’s largest lead-arranged credit in 2003
was a $500-million facility for Denver’s Patina Oil &
Gas. Above that level, it participates in virtually
every investment-grade E&P credit, but not as lead
arranger.

The expansion of Bank One’s recent oil and gas
lending activity has been largely tied to favorable
market conditions for borrowers, explains Rich
Hillsman, Chicago-based managing director for Banc
One Capital Markets and team leader for the lender’s
overall oil and gas loan syndication effort.

“Pricing—that is, loan spreads and fees—has been
clearly trending downward during the past six
months,” he says. “Meanwhile, loan structures them-
selves have become a little looser and more client
friendly. Also, there has been ample demand on the
bank side for participating in oil and gas credits.”

Elaborating on deal-structure changes, Hillsman
points out that a year ago, the typical tenor or matu-
rity on an oil and gas loan was three years. Since
then, however, the market has gravitated toward
four-year tenors.

“By lengthening the maturities on their loans,
which a lot of producers have been doing, they're lin-
ing up longer-term liquidity to support their business
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2003 Domestic Oil & Gas Lead Arranger

Rank Bank Holding Company Lead Arranger

Volume

1 JPMorgan 18,561,801,500
2 Bank of America 7,877,000,000
3 BANK ONE Corporation 5,838,800,000
4 Citigroup 4,165,601,500
5 Barclays Bank Plc 3,553,000,000
6 FleetBoston 2,227,500,000
7 Deutsche Bank 1,702,500,000
8 Wachovia Securities 1,492,500,000
9 SunTrust Bank 1,175,835,705

10 Harris Nesbitt
11 Lehman Brothers
12 Wells Fargo & Company

1,080,000,000
1,060,300,000
1,024,800,000

13 RBC Capital Markets 995,000,000
14 Credit Suisse First Boston 795,000,000
15 Goldman Sachs & Company 700,000,000
16 Union Bank of California 690,000,000
17 UBS AG 645,000,000
18 Bank of Tokyo-Mitsubishi 400,000,000
19 BNP Paribas 305,000,000
20 Scotia Capital 283,741,602
21 U.S. Bancorp 271,500,000
22 Royal Bank of Scotland Plc 250,000,000
23 Ableco Finance/Dymas Capital 235,000,000
24 PNC Bank 195,000,000
25 WestLB 162,500,000
26 Farallon Capital Partners LP 92,500,000
27 General Electric Capital Corporation 84,000,000
28 Fortis Bank 83,500,000
29 Societe Generale 80,000,000
30 Natexis Banques Populaires 60,700,000
31 Quest Capital Corporation 2,500,000

While it sounds a lot like mezza-
oo Maket | nine capital, he points out that
43 339 | mezzanine deals typically have
34 14% attached warrants; the SSN carries
58 10% interest only, at rates much closer
11 7% to typical bank debt.
3 6% “While a typical oil and gas loan
6 4% | today will be Libor plus 125 to 250
7 3% | basis points, this note is priced only
1o 3;%’ another 100 to 200 basis points
i ;02 higher; by comparison, mezzanine
5o, interest is usually 10% to 12% plus
3 2% warrants.”
4 2% Despite the high dollar value of
5 1% loan volume the bank did in 2003,
2 1% | deal flow through first-quarter 2004
7 1% | has been a little disappointing,
3 1% | Hillsman concedes. “With contin-
1 1% | uing high commodity prices, our
3 1% | borrowers are generating very
i P i h flows and
= ou | Strons operating cas a
7 = hence, are in more of a debt-reduc-
> = tion than a debt-adding mode.”
) 0% Also, because of those high com-
N 0% | modity prices and high cash flows
7 0% that upstream assets are throwing
1 0% | off, there’s currently a huge value
1 0% | gap between what buyers are will-
1 0% ing to pay for properties and what
1 0% | sellers want for those same proper-
L 0% ties, he adds. “That has created a

Nuptial-bound JPMorgan and Bank One were Nos. 1 and 3 in 2003 in

upstream lending. (Source: Loan Pricing Corp.)

plans,” he says. “At the same time, they’re reducing
financing costs because they're able to amortize those
costs over a longer period.”

Hillsman also points out that the number of finan-
cial covenants that a borrower is typically subject to
in a credit agreement has generally contracted to just
two primary ones: a current ratio (current assets/cur-
rent liabilities) test and a debt/EBITDAX (earnings
before interest, taxes, depreciation, amortization and
exploration expenses) leverage test.

Another factor boosting Bank One’s oil and gas
lending activity has been its Structurally
Subordinated Note (SSN) product.

“Essentially, we’ve put together a note similar to
what might be available to an issuer in the high-yield
market but cheaper,” says Markham. “Subordinate to
senior bank debt by virtue of a second lien, it pro-
vides the borrower more flexibility, in terms of greater
debt capacity, looser financial covenants, longer
maturities and higher advance ratios than a typical
bank loan.”

stall in the M&A market.”
Hillsman believes, however,
that commodity prices may tail off
through the balance of the year. Should this occur,
that will shore up the bank’s oil and gas deal flow,
which is very much driven by acquisition activity.

"Banks have done a great job of focusing on
risk-adjusted return on capital. But clearly their

bias is toward booking new business. "

—Jim Davis,
Loan Pricing Corp.

“On the other hand, if 'm wrong and commodity
prices don’t back off, then buyers may begin to accept
that a fundamental change has occurred in commodi-
ty prices. That in itself should cause the value gap to
narrow between buyers and sellers, again triggering
more deal flow for us.”

The planned merger between Bank One and
JPMorgan Chase is a good fit, says Markham. “While

we’ve been dominant in the number of non-invest-
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ment-grade oil and gas loans done in the past few
years, JPMorgan Chase has been equally dominant in
its deal flow on the investment-grade side. In 2003
alone, we collectively lead-arranged more than 90 oil
and gas credits.”

Going forward, he says, the merger means access to
greater financial capabilities for Bank One’s energy
clients, including serving as book-runner on public
equity and high-yield debt underwritings, which Bank
One doesn’t do, and greater product strength in
derivatives, cash management and M&A.

Broadening client base

Barclays Bank Plc, with $700 billion in assets, also
saw a marked increase in lead-arranged oil and gas
loan activity in 2003. After wrestling with some of
the banking challenges in the merchant-energy sector
in 2001 and 2002, it renewed its effort in the oil and
gas sector last year, making a concerted effort to
broaden its target client list, says John Sullivan,
director of the investment banking group for Barclays
Capital in New York.

Barclays Capital oversees the origination, under-
writing and syndication of loan product while its affil-
iated banking entities provide the actual capital com-
mitment. Predominantly focused on investment-
grade oil and gas companies, the bank last year lead-
arranged major credit facilities for the likes of
ExxonMobil and ConocoPhillips.

However, at the same time, it also expanded its
commitment to the energy sector through participa-
tions in non-investment credits for the likes of
Pioneer Natural Resources and Newfield Exploration.
“This helped us increase market share in an otherwise
down market for lending,” says Sullivan.

The banker points out that the lack of any consid-
erable M&A activity last year meant there were less
event-driven credit financings than in prior years.

financing acquisitions or significant growth-related
endeavors—despite a strong bank market.”

Taking a more historical perspective, Sullivan cites
increased capital-spending discipline by the energy
sector as part of the cause of the recent slowdown in
credit-related financings. In past price cycles—when
commodity prices were at cyclical peaks—the tenden-
cy for oil and gas companies was to increase spending,
he notes. “However, we haven’t noticed
that take place as much in this current
cycle, even with $37 oil.”

Turning to a recent Barclays research
publication, he notes that the U.S. indus-
trial sector as a whole last year spent
about $340 billion in capex, with the oil
and gas sector making up almost $100 bil-
lion of that amount. Says Sullivan, “We
expect capex for the oil and gas sector to
be up only a modest 1% in 2004.”

While the banker expects invest-
ment-grade loan issuance in the sector
will be flat to down this year, he is more
sanguine about lower-tier oil and gas
loan volume.

“Today, there are a number of non-
investment-grade players that have
investment-grade credit characteristics—
producers that have been rated BB to
BB-plus for several years—that the lending market
would like to bank,” he says.

“And in the past several months, we've seen some
of those non-investment-grade companies—names
like Pioneer, Newfield and XTO Energy—access the
bank market for significant amounts of credit on what
are usually considered investment-grade terms.”

By the end of 2004, he expects to see increased
loan volume within that part of the oil and gas sector
as more quality, non-investment-grade producers seek

to secure longer-term liquidity

Barclays Bank increased
market share in an other-

wise down market for lend-
ing, says John Sullivan of
Barclays Capital.

"Pricing—that is, loan spreads and fees—has been
clearly trending downward during the past six months.
Meanwhile, loan structures themselves have become a

commitments, either for moving
proved undeveloped reserves into
the proved developed producing

little looser and more client friendly."
—Rich Hillsman,
Banc One Capital Markets

“True, we did see more borrowers opting to move
to multi-year credit facilities, away from 364-day
loans,” observes Sullivan. “But we also noticed, even
before that, that oil and gas clients were enjoying
record levels of excess cash flow which they were
directing primarily toward debt reduction, increasing
dividends and buying back stock.

“Not a lot of that excess cash flow went toward

category or for small opportunis-
tic acquisitions.

Current loan pricing and fees
should certainly attract such pro-
ducers. “The laws of supply and
demand still work,” says Sullivan.
“You have a lot of banks willing to supply loans and
not as many borrowers demanding those loans.

“As long as you have that kind of disequilibrium,
we should continue to see loan terms continue to
favor the borrower—whether evidenced by pricing,
fees, tenor or covenants. It’s a natural shift, when

you have more dollars chasing less demand for those
dollars.” W
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COSCO CaritAL MANAGEMENT LLC

CORPORATE BACKGROUND:

OSCO Capital Management LLC

is an energy-focused investment

and merchant bank, specializing
in arranging private financing for energy
companies and their projects. COSCO’s
technical and operational experience,
coupled with its New York / Connecticut
base and heritage, makes it unusually
well qualified to develop sound, sustain-
able, and profitable relationships between
the financial and operational segments of
the energy business.

Since January 1992, COSCO has worked
with most of the professionally managed,
U.S. or Canadian-based sources of capital
dedicated to, or with a history of, invest-
ing in the energy business. Over the past
three years, alone, COSCO has assisted

€0SCO managing directors Cameron 0. Smith, left,
Lane W. McKay, middle, and William E. Weidner, right.

investor clients to purchase or sell over
$300MM of portfolio companies and has
worked with energy companies, them-
selves, to access approximately $230MM
of private capital (see table below). In

addition, during this period, COSCO has
worked with over fifty buy and sell-side
clients, assisting them with investment
strategies, effecting mergers and acquisi-
tions/sales, and arranging secondary
placements of their securities.

In addition to its offices in New York
and Hartford, COSCO has personnel and
colleagues in Houston, Tulsa, Oklahoma
City, and Calgary. The majority of
COSCO’s personnel, moreover, have
worked within the energy business before
joining COSCO. Two of COSCO’s
Managing Directors have advanced tech-
nical degrees in geology, one ran, built
and sold private and public E&P compa-
nies in the US and Canada for over 15
years, and the third presided over 30+
M&A transactions in a 3 year period, on

$550+ Million — Energy Private Placements and Transactions (2001-2003)

A. Private Placements:

Client Financing Source/Size Purpose
CMP Funds Undisclosed Secondary Sale to Achieve Liquidity
(Toronto CA) Common Shares of OPTI Canada

December 2003

worth $8.8 MM (C)

Momentum Energy Corporation

Natural Gas Partners

Acquisition/Development in the

(Midland TX) Equity Units Permian Basin
October 2003 $20MM (US)
Vision Gas, Ltd. Undisclosed To Finance

(Houston TX)
October 2003

Limited Partnership Units
$7.3MM (US) Initial Drawdown

Natural Gas Exploration

Southern Pacific Petroleum N.L.

Sandefer Capital Partners

Development of

(Brisbane AU) Secured Convertible Bonds Australian Shale-to-Oil Plant
April 2003 $30MM (US)

Cannon Energy, Inc. Kayne Anderson Development of CBM

(Tulsa OK) Preferred Stock Resources in Rocky Mountains
March 2003 $18.8MM (US)

SKH Energy Fund, LP Various Acquisition of

(Houston TX) LP Units Leasehold & Minerals

January 2003 $40MM (US)

Purcell Energy Crown Capital Partners Inc. For Exploration and Development
(Calgary AB) And Others in NW Territories and NE BC
Nov, Dec 2002 $11.2MM (C)

Aurora Gas, LLC

Kaiser Francis Oil Company

For Development and

(Anchorage AK) Common Stock Acquisitions in Cook Inlet AK
May 2002 $25.3MM (US)

Carneros Energy, Inc. Warburg Pincus For Exploration and
(Houston TX) Common & Pref Stock Acquisitions in California
May 2001 $75MM (US)

Total 9 Placements
B. Transactions:

10 Capital Sources; $230MM (US)

8 Equity; 1 Mezz.; 1 Secondary

Client Transaction Size Purpose

Purcell Energy $62 MM (O Acquisition of

(Calgary AB) Plan of Arrangement BelAir Energy Corporation
May 2003 (Calgary AB)

Morgan Stanley Private Capital $200+MM (US) Purchase of Aquila Oil & Gas
(New York NY) (Exact Amount Not Disclosed) Mezzanine Portfolio

December 2002

Mannix Oil Company, Inc.

Williams Production

Sale of Company

(Houston TX) $36MM (US)

April 2001

Total 3 Transactions S$320 MM (US) 3Acq/Inv’ts, 1 Sale
Total Both: 12 Ss550MM (US) Various
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his way to building, taking public, and
selling what is now the second largest
insurance company in Canada. As a
consequence, COSCO has unparalleled
capacity to source investment opportuni-
ties and conduct primary due diligence
on individuals, companies, and specific
projects in the US and Canada, making it
one of the preeminent energy investment
specialists in North America.

COSCO SERVICES:

Capital Formation. COSCO specializes
in assisting energy companies to raise
private capital, particularly corporate
equity and project or mezzanine debt.
Often this capital is sourced from those
very same professional investors to which
COSCO provides advisory services.
This establishes immediate credibility
for COSCQO’s clients, but also imposes
considerable responsibility and discipline
on COSCO’s selection of the entities, and
particularly the management teams,
it represents. COSCO ensures that each
client has a realistic appreciation of its
own value in the private marketplace and
understands the full range of financing
structures acceptable to the Private
Capital community. COSCO assists clients
to prepare necessary descriptive documents
and marketing materials, arrange meet-
ings with financing candidates likely to
appreciate them and their business plans,
negotiate term sheets and agreements,
and close financings on terms fair to all
stakeholders. COSCO typically invests in
those equity financings it arranges.

Standing, from left, are Lane McKay, Bill Weidner,
Cameron Smith, and Scott Kessey. Seated, from left,
are Sharon Younger, Sam Hammons, and Reva White.

Advisory. COSCO provides financial,
investment, and organizational advice to
both professional investors and oil and
gas companies, alike. For investors, these
services include consultation on invest-
ment strategies and execution, specific
due diligence, and intelligence regarding
peer competition. Clients have included
Warburg Pincus, Morgan Stanley Private
Capital, Lime Rock Partners, and
Emerging Markets Partnership, among
others. For companies, services include
generational succession planning and
financial and business advice designed to
focus managements on their own compet-
itive advantages, business opportunities,
and financing potential. Advisory clients
within the Industry have included Shell
Canada, Arena Energy, Crutcher Tufts
Resources, Novus Petroleum, and
Momentum Energy, among many others.

Mergers & Acquisitions/ Divestitures,
Secondary Placements. Because its
personnel and strategic partners are located
in almost all of the principal energy
centers of North America, COSCO is well
positioned to match industry clients with
acquisition, divestiture, or merger candi-
dates on a negotiated basis. COSCO’s
experience in structuring deals and in
raising capital is often crucial in complet-
ing successful transactions. Also, because
COSCO has close working relationships
with almost all of the Private Capital
sources in the US and Canada, it is
particularly adept in arranging private
placements of energy securities on behalf
of investors in need of liquidity through
the secondary market.

Principal Investing. COSCO for its
own account and on behalf of affiliates
since the mid 1980’s has participated as
an investor in seventeen of the equity
financings it has arranged. On the eight
investments monetized to date, it has real-
ized an aggregate IRR in excess of 35%.

Education. From the outset, COSCO has
worked diligently to inform the energy
industry in the U.S. and Canada about
the virtues of Private Capital. COSCO
personnel write a quarterly column on
private capital for Oil and Gas Investor
and regularly contribute articles and
interviews to it and other industry
publications. COSCO has founded three
annual private capital conferences, two
of which it continues to host each year in
Houston and Calgary.

CONTACT INFORMATION

Cameron O. Smith
Senior Managing Director
67 Park Avenue, Suite 530
New York NY 10016
212-889-0206

Fax: 212-696-4343
cos@coscocap.com

William E. Weidner
Managing Director

30 Tower Lane, 4th Floor
Avon CT 06001
860-677-6345

Fax: 860-677-6569

wew @coscocap.com

Sharon L.Younger
Senior Associate
5139 E. 75th St.
Tulsa OK 74136
918-477-9213

Fax: 918-477-9215
sly@coscocap.com

Lane W. McKay
Managing Director

403-237-9462
Fax: 403-237-9464

Reva A.White
Associate

Mesa AZ 85201
480-649-5048

Fax: 801-457-6177
reva@coscocap.com

501, 304-8th Avenue SW
Calgary AB T2P 1C2

Iwm@coscocap.com

1001 N. Pasadena, Suite 88

T. Prescott Kessey
Principal

1001 Fannin, Suite 550
Houston TX 77002
713-654-8080

Fax: 713-654-9090
tpk@coscocap.com

Sam Hammons

Colleague

P.O. Box 6894

Edmond OK 73083-6894
405-341-1022

Fax: 405-751-3426
shammons@bigplanet.com

COSCO CaritAL MANAGEMENT LLC

WWWw.Coscocap.com
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REGIONAL BANKS

Cash Competitor

Commercial lenders are eking out a customer base for themselves in an upstream
world of strong cash flow that has reduced some producers’ need for loans—for now.

ARTICLE BY DAVID WAGMAN

igh commodity prices for natural gas and oil are
Hleaving many small independents flush with

cash, a boon when it comes to paying down
debt, improving liquidity and even paying cash for
acquisitions. But those strong cash flows are leaving
some bankers feeling a little like Maytag repairmen
waiting for the phone to ring.

High cash flow has become “another competitor,”
says Robert C. Stone, senior vice president and manag-
er of energy lending for New Orleans-based Whitney
Bank.

At current commodity prices, E&P companies are
extremely profitable, reducing their need for debt, adds
Mark Fuqua, senior vice president and manager of energy
lending at Comerica Bank in Dallas. “We would make
more money if prices would moderate some,” he says.

Robust cash flow is “great for our customers,”
admits Mickey Coats, Tulsa-based senior vice president
at the Bank of Oklahoma. He and other bankers
remember past business cycles that were tough on bor-
rowers. This time, customers appear intent on manag-
ing their cash and paying down debt.

“With loan demand down, all banks are hustling to
maintain their outstanding loans.”

—Andy Merryman,
Frost National Bank

“We're happy for them,” he says.

Despite the good wishes, Coats offers a single word
to describe the effect high cash flow is having on his
business: profound.

That word resonates among many bankers whose
energy business is built around writing $1- to $50-mil-
lion loans for independents, start-ups, small midstream
operators and other players. Bankers working this

small-cap end of the market face multiple pressures,
says Dan Steele, senior vice president with Houston-
based Sterling Bank. For one thing, high commodity
prices have stalled acquisition activity. That’s because
of the gap between the price that a seller expects to
receive for a property and the price a buyer is willing to
pay.

“Not everyone subscribes to the high product price
we’re seeing right now,” Steele says. The standoff
means banks aren’t writing the volume of acquisition
loans they might have otherwise. All-cash acquisitions
are also negatively affecting bank loan volumes.

A related problem: High commodity prices can
mask potential problems with a property. Those prob-
lems may show up when prices moderate. “We have
found a lot of product comes on that is high-cost and
low-margin,” says Charles Spradlin, senior vice presi-
dent for oil and gas lending at Citizens Bank in Kilgore
in East Texas.

Those marginal properties may throw off good cash
flow at high prices, but a cash squeeze when prices
moderate could force problems to the surface. “It’s more
difficult to find quality acquisitions,” he says.

At Houston-based Southwest Bank of Texas, acqui-
sitions historically made up half of the energy-lending
group’s deal flow, says Stephen Kennedy, senior vice
president in charge of the business unit. High commod-
ity prices along with robust cash flow have dampened
acquisition activity for at least the last 18 months.

The cash flow is “good for the health of the indus-

try, but it impacts the bank’s margins,” he says.

Clean slates
With acquisition activity slack, many energy compa-
nies use cash to repay debt, a second major challenge
facing banks. That cleans their books along with that of
their bankers. Debt is being repaid faster than most
lenders anticipated, Steele says. That translates into
“shrinking portfolios and limited new business.”

At Southwest Bank of Texas last year, loan

HERE'S THE MONEY: CAPITAL FORMATION 2004, OIL AND GAS INVESTOR



commitments grew 30%, but outstanding loans grew
just 16%, Kennedy says. Equally troubling, only
around 40% of the bank’s energy loans were actually
funded, down from a historical average “well north
of 50%,” he says. “High cash flow has created that
situation.”

A third factor affecting lending is the churn under
way in the banking industry itself. Recent mergers have
removed a number of lenders from the sector. Coats
says a “strikingly smaller universe” of lenders is avail-
able to small-cap companies compared with 15 years
ago.

“It’s a smaller market,” agrees Stone, who estimates
25 banks are currently active in small-cap E&P lending.
Not only are syndications more difficult to put together
as a result, but marketing has become more aggressive.
That often means more than one banker is knocking
on a potential borrower’s door. Bank margins are also
being squeezed by low interest rates.

At the same time, however, the energy sector’s good
health has attracted many replacement sources of debt
finance. Not since the 1970s has so much capital been
available, Fuqua notes.

Not every money source is a bank. Equity lenders
with $400- to $600 million each reportedly are looking
to invest, Steele says. Citing news reports, he estimates
that as much as $10 billion in private-equity funding
could be available to the sector. That means not only
more potential competition for lenders, but also opens
the possibility for borrowers to build balance sheets
using both debt and equity.

For independents looking to borrow up to $20 mil-
lion, plenty of lenders are in the market, drawn by the
high commodity prices, says Spradlin. “Everybody
wants a part of the action. It’s made it a little tougher
onus.”

Citizens Bank’s sweet spot loan has a value of
around $2 million. For local borrowers, the bank will
even go below $1 million.

One player is Guaranty Bank, a Houston-based

lender that entered the market in March 2001. “Today
we have $800 million in commitments and $500 mil-
lion in outstanding loans,” says Arthur R. (Buzz) Gralla
Jr., managing director of oil and gas banking.

Larger banks have focused up-tier on larger energy
players, creating opportunities for banks like Guaranty.
“Our position is, we're well capitalized and don’t mind
using our balance sheet,” he says.

The bank typically will write loans up to $60 mil-
lion. In 2003, Guaranty’s largest individual commit-
ment was a $70-million loan to a producer with off-
shore Gulf of Mexico plays. Guaranty also was lead
lender on a nine-bank, $160-million loan to a privately
held West Texas independent with Permian Basin
reserves.

Less conservative

Competition for business in the small-cap end of the
market requires work for bankers intent on attracting
available business. In some cases that means being more
aggressive in evaluating loans. Or, being bankers, the
better phrase might be a “less conservative” approach to
lending. At least that’s how Andy Merryman, senior
vice president at Frost National Bank in Houston,
describes his bank’s strategy.

“We've become less conservative,” he says, as part of
an effort to be a larger player in the market. His bank
writes loans up to $20 million.

For 2004, Frost uses a price deck of $24 for oil and
$4 for natural gas. That’s roughly in the mid-range of
price decks reported by lenders to Oil and Gas Investor.
As a cash flow lender, Frost focuses on a borrower’s pro-
jected cash flows to service debt and repay the loan
commitment. That means Frost waits until the end of
the loan-writing process to figure what percentage of
proved developed producing (PDP) reserves upon
which it will loan.

As a general rule, the bank prefers to see PDP back
as much as 80% of a loan’s value. Nonproducing proved
undeveloped (PUD) or probable reserves can make up

Some Regional Banks: A Snapshot
Lending
Range 2004 Price Deck % PDP

Bank $MM Oil  Natural Gas in Loan Largest Loan in 2003
Citizens Bank-Kilgore, Texas Up to $5 $27 $4.50 80% $5.25MM
Frost National Bank-Houston Up to $20 $24 $4.00 80% $20MM in $80MM facility
Sterling Bank-Houston $1-15 $24 $4.00 75% $15MM in $100MM syndication
American National-Denver $1-15 $25 $3.75 60-65% $12MM revolving line of credit
Bank of Oklahoma-Tulsa $1-30 $35 $5.43 0%  $125MM lead bank in syndication
Compass Bank-Houston $2-25 $24 $4.00 65% $25MM in $600MM syndication
Guaranty Bank-Houston $3-60 $26 $4.00 65% $70MM
Anmericrest-Oklahoma City $5-18 $30 $4.00 50% $10MM
Southwest Bank of Texas-Houston $5-25 $28 $0.00 75% $30MM
Whitney Bank-New Orleans $5-15 $24-$25 $3.75-$4.50 55-70% $45MM
Comerica-Dallas $10-40 $26 $4.25 75-80% $50MM
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the other 20%.

“With loan demand down, all banks are hustling to
maintain their outstanding loans,” Merryman says. “We
are working harder to find loans.”

The Bank of Oklahoma maintains an aggressive
pricing deck: $35 on oil and $5.43 on natural gas for
2004.

“Realistically, a producer could hedge at these
prices,” says Coats. His bank writes loans between $1-
and $30 million and favors making loans at the higher
end of the range.

Arguing that many banks already incorporate a
hedge price for customers who do hedge, Coats says his
bank is simply taking another step by following “con-
ventional market wisdom” on prices.

But if Bank of Oklahoma is aggressive on price
decks, it is decidedly conservative on PUDs. “We do
not give value to PUDs,” Coats says. That evens out
somewhat the bank’s aggressiveness on price decks. Last
year the bank led a $125-million syndication for a
small, publicly traded company with Midcontinent
properties.

Southwest Bank of Texas is using price decks of
$28 for oil and $4 for gas. The bank also likes to see
75% of PDP in a borrower’s collateral package and has

an advance rate in the 60% range for a fully diversified
portfolio. The bank prefers loans in the $5- to $25-mil-
lion range.

Kennedy says operating on a basis commitment of
$900 million makes it hard for him to hit targeted
growth goals on loans less than $5 million.

At Houston-based Compass Bank, Dorothy
Marchand, senior vice president, uses price decks of
$24 for oil and $4 for gas. The bank typically lends at
65% of PDP and has a policy of lending on 25% of
PUD, although in practice it may be more aggressive.
The bank writes loans from $2- to $25 million, up from
a $20-million ceiling just six months ago, Marchand
says.

The up-market move was prompted by its cus-
tomers’ financial strength. She says loan structures in
general are loosening, responding to the pressures of
slack demand and high cash flow. That means three-
year revolvers in some cases are being written for four
years, and 30% lending caps on PUDs may creep out to
40%.

Stone says he’s reluctant to include “stale” PUDs
on the books, preferring instead to see an intent to
develop the resource. “I would need a sense that wells
are budgeted and there is an intent to drill,” he says.

Vv

ENCAP INVESTMENTS L.P.

A Leading Source of Private Equity Capital
to the Independent Sector since 1988

Provided $2 billion of growth capital to approximately 100 oil and gas companies
13 investment professionals with unparalleled experience in oil and gas finance

\

Currently investing 10th oil and gas fund with aggregate capital commitments of $528 million
from 50 major institutions

Seeking opportunities to back seasoned management teams with acquire and exploit, lower risk
drilling or midstream value creation strategies

Houston Office
Jason M. DeLorenzo
Stacy L. Durbin
Mitchell D. Hovendick
Wynne M. Snoots, Jr. M. Sean Smith
Brent R. Bechtol Douglas E. Swanson, Jr.
Travis R. Winfrey

Dallas Office

David B. Miller

James S. Crain
R. Jason McMahon
Jonathan M. Shepko

Gary R. Petersen
D. Martin Phillips
Robert L. Zorich

14

MAY 2004

HERE'S THE MONEY: CAPITAL FORMATION 2004, OIL AND GAS INVESTOR



Price volatility

Writing acquisition loans is a “much tougher ballgame
to be in” than in the 1980s or 1990s, says Spradlin.
That’s because high commodity prices mean much of
the upside already has been realized. During times of
high prices, borrowers need to be more precise in assess-
ing a property’s potential performance.

“Lower prices hide mistakes,” he says, because
there’s less down to the downside.

When volatility eases and “reasonable” commodity
prices reestablish themselves “that will motivate peo-
ple” to sell and buy again, says Steele. In the meantime,
banks are looking for other ways to serve their cus-
tomers.

Citizens Bank will write a bank letter in lieu of a
bond for the Texas Railroad Commission, a low-profit
service that keeps the bank in touch with its customers.
At Comerica Bank, Fuqua thinks lending opportunities
might improve on the energy-services side of the busi-
ness. High steel costs and elevated rig counts suggest to
him an opportunity to lend money. Evidence also sug-
gests that the high cash flow isn’t flowing down as far as
energy service companies.

At Southwest Bank of Texas, Kennedy expects the
exploration activity that began to pick up two years ago

to begin to come to market soon, creating new lending
opportunities.

Deals are still out there for aggressive people. “For
the right customer we’ll do about anything,” says
Americrest’s Bob Holmes. “The quality of the customer
is improving.”

"Our position is, we’re well capitalized and don‘t

mind using our balance sheet."

—Guaranty Bank,
Arthur R. (Buzz) Gralla Jr.

“We've had to work harder to find the next oppor-
tunity for credit,” says Todd Berryman, vice president
with Denver-based American National Bank, formerly
known as the Bank of Cherry Creek. “The flows have
stayed the same, but we work harder.”

Then, almost as a reminder to cash-rich customers
all across the small-cap sector, he says, “These are 20-
year relationships.” Hll
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NATURAL GAS PARTNERS

CAPITAL AND SPONSORSHIP FOR THE ENERGY INDUSTRY: OUR MISSION SINCE 1988

Natural Gas Partners (“NGP™) is a private equity investment firm focused exclusively on providing growth capital to energy
companies. We have managed over $1.6 billion of capital commitments by long term-oriented institutional investors and are
currently investing a $600 million fund. Senior management has worked together since NGP’s formation in 1988, providing
more continuity and experience as a team than any other private equity firm specializing in energy.

If you are trying to build a company, choosing a capital provider that lacks a durable investment strategy can lead to unexpected
headaches. NGP has invested in private equity interests since its inception. We take great care to ensure that our interests are
aligned with management’s incentives, so that we find ourselves working together toward a common goal. This allows NGP to
be a constant source of capital regardless of fluctuating industry conditions and commodity price cycles.

NGP’s approach keys on partnering
with the best management teams and
helping them build and sell
companies. About 75% of our capital
has been invested in companies that
acquire and enhance existing oil and
gas properties, with the remainder
spread across a meaningful number of
ivestments in companies devoted to
development drilling, natural gas
gathering and transmission and
oilfield services. Our success is
measurable in the unrivaled maturity
and depth of our track record. NGP
has invested more than $1.1 billion in
72 entities since inception. 42 of these
investments have been fully realized
through outright sales, mergers or
other forms of exit. Our success has
been generously shared with our
management teams along the way.

A robust indicator of our strategy’s
success is that, after selling a company
together, we often restart with the
same management and same business
plan. We have done this 18 times,
including some teams that are running
their third company with NGP’s
backing.

NO CAPACITY LIMITS

NGP likes to invest between $5
million and $60 million in its portfolio
companies. However, we have
backed numerous start-up companies
and made other smaller investments
where we thought the potential existed
to make meaningful incremental
investments as these companies grew.
More importantly, once we become a
company’s equity sponsor we
encourage them to behave
opportunistically without size
constraints, for we can quickly
marshal significant amounts of capital
from our funds, the institutional
investors that back them, and our
network of financial contacts. This
allows our companies to pounce when
unique opportunities arise, as
exemplified in the case study of ETC
Holdings, L.P.

CASE STUDY: ETC HOLDINGS, L.P.

NGP is unigue because it has in-house the skills required to help assemble a large and very
complex transaction and, moreover, the credibility to close such a deal in a short period of
time.” — Ray Davis, Co-CEO, ETC Holdings, L.PF.

ETC Holdings, L.P. (“ETC”) was formed during August 2002 to acquire natural gas
gathering and transmission assets. Ray Davis and Kelcy Warren lead ETC’s management
team and already had a successful track record as energy industry entrepreneurs.
Discussions with NGP about forming ETC were underway during the first half of 2002,
just as the collapse of Enron Corp. began to create financial distress among several other
energy merchant companies. The opportunity arose to acquire the Texas and Oklahoma
gathering and transmission assets owned by a publicly-traded utility and energy merchant
company, which was a much larger acquisition for ETC than was originally contemplated.
NGP and management quickly adapted the investment plan to pursue the deal and were
awarded the assets for $265 million on the condition that closing would occur within six
weeks. ETC was able to close the transaction on schedule and has become one of NGP’s
more successful investments, highlighted by:

= The purchase of the gas gathering and transmission assets for $265 million
using a pre-emptive bid in late August of 2002, closed in early October of
2002. Financing was provided by a $165 million bank debt commitment
arranged by NGP and $115 million of equity led by a $35 million investment
by NGP;

= The add-on acquisition in January 2003 of the 50% interest not already owned
in a trans-Texas transmission system for $90 million, fully financed by an
expansion of ETC’s bank debt facility;

= Various initiatives spearheaded by management that increased operating cash
flow by over 45%;

=  ETC’s merger in January 2004 with Heritage Propane Partners, L.P., a
publicly-traded master limited partnership, for consideration totaling
approximately $980 million. The combined company is now known as Energy
Transfer Partners, L.P. (NYSE: “ETP”).

NGP’S CONTRIBUTION

NGP believes that the ETC investment illustrates the full power of its investment franchise.
Despite facing stringent time constraints at a time when capital providers were fleeing
the industry, NGP committed up to 15% of its sixth fund and assembled a high quality
group of investors who oversubscribed for the remaining equity component of the
transaction. In addition, NGP was able to secure a full bank debt commitment as a result
of its long-standing relationships among energy lenders, ereating enough financial flexibility
to permit the fully debt-financed acquisition of the transmission pipeline interest within
three months of the initial transaction. To help manage the complexities of ETC’s financial
structure, NGP introduced a CFO who previously was a member of management teams
for two prior NGP portfolio companies. Finally, NGP provided significant negotiation
and legal advice to management as the opportunity to merge with Heritage Propane was
realized.
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INATURAL GAs PARTNERS

WHAT NGP IS LOOKING FOR

Compared to finding the right people, buying energy assets is easy. The
character and skills of NGP’s portfolio company managers form the
keystone for each investment. We refer to them as “owner-managers.”
NGP often finds owner-manager teams already in place in small, private
companies, but we also team up with employees of large companies
looking to step out on their own. Beyond technical and business
competence, NGP looks for people who are willing and able to:

= invest much of their liquid net worth in the enterprise;

= devote all of their efforts to increasing the equity value of a
single enterprise;

= demonstrate a unique and sustainable flow of transaction
opportunities; and

= buy and sell opportunistically as business conditions fluctuate.

If you become an owner-manager, our shared strategy will be to create value by accumulating energy assets by building value
through a series of acquisitions. [f you want to build a world-class energy company, we should be your first call. Our resources
are unmatched.

GETTING STARTED

Not all capital is created equally. Before accepting capital, NGP believes that entrepreneurs should consider not only the terms
of the deal but also the relationship they expect to form with their capital provider. Often, the differences are identifiable upon
the initial introduction. With NGP, you should expect questions aimed at learning about the personal and business history of the
management team, the team’s ownership stake in the enterprise, and the team’s technical and transactional skills.

With its sharp focus on the people involved, NGP’s decision process is straightforward and can lead to the crafting of an investment
proposal within a week or two. With few exceptions we will propose a purchase of common equity because it provides the most
financial flexibility in the early stage of a business. We expect that the key members of the management team will buy the same
security in an amount that is significant to each of them. Success in building value is recogmized chiefly by management’s
participation in options to buy more equity, which are usually exercised when the company is sold.

WORKING TOGETHER

Once the investment closes, the differences among financial partners start to appear. NGP focuses on doing what we say we will
do. We are active members of the board of directors, and we encourage more frequent and informal contact to work on any idea
or problem. However, we strongly prefer to stop short of becoming overly involved in the day-to-day operations and routine
decisions that are better handled by our management teams.

As the business grows, there will be a need to raise additional capital. NGP provides significant assistance to its portfolio
companies in this area. Our network of banking contacts is superior, resulting in the attainment of more flexible terms, faster
executions and larger commitments than companies operating on their own. Our staff of transaction specialists is ready day or
night to provide sophisticated legal advice, assistance in executing a hedging strategy, or access to our proprietary research and
transaction models. We take pride in setting the industry standard for portfolio company support.

Finally, NGP understands that the cyclical nature of the energy business is inescapable. We view industry downturns as a
positive condition that creates attractive acquisition or expansion opportunities. We also see industry upturns, while enjoyable,
as providing potential selling windows for specific assets or entire companies. We make the sell decision in consensus with our
owner-managers, a function of our alignment of interests as fellow equity holders. For many industry scenarios, we caution that
the rigid structure of some forms of capital available today (especially those that have recently made a comeback such as mezzanine
debt.gnd volumetric production payments), inherently results in the divergence of interests between management and capital
provider.

DO YOUR DUE DILIGENCE

With our focus on finding the right people, it is no surprise that NGP checks personal references rigorously. We believe that
capital seekers should evaluate investment firms in equal detail. In particular, we strongly recommend contacting the portfolio
companies of each capital source under consideration. Building a relationship is the key and, as it is with any relationship, the
personal chemistry between the principals is critically important. When management teams include this step in their due diligence
work, NGP competes very effectively.

CONTACT INFORMATION

Irving, TX Santa Fe, NM

125 E. John Carpenter Freeway, Suite 600 100 North Guadalupe, Suite 205

Irving, Texas 75062 Santa Fe, NM 87501

Phone: (972) 432-1440 Fax: (972) 432-1441 Phone: (505) 983-8400 Fax: (505) 983-8120

Kenneth A. Hersh, Managing Partner (khersh(@ngptrs.com) David R. Albin, Managing Partner (dalbin(@ngptrs.com)
Richard L. Covington, Managing Director (rcovington(@ngptrs.com) Greenwich, CT

William J. Quinn, Managing Director (bquinn@ngptrs.com)
Christopher D. Ray, Principal (cray(@ngptrs.com)

Tony R. Weber, Principal (tweber@ngptrs.com)

John A. Weinzierl, Principal (jweinzierl@ngptrs.com)
David W. Hayes, Senior Associate (dhayes@ngptrs.com)

500 West Putnam Avenue, Fourth Floor

Greenwich, CT 06830
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) energycapitalsolutions

Private capital and M&A services to the energy industry

Since inception in 2001, we have:

* Closed $900 million in six M&A & strategic advisory transactions
+ Raised $280 million in nine private equity & debt financings

Concert Capital Resources, LP
A Morgan Stanley Private Equity Portfolio Company

has sold
635,500
Shares of

Contango Oil & Gas Company
Common Stock

CONTANC

TMBR/Sha o
B Drilling, Inc.
TMBR/Sharp Drilling, Inc.
has merged with

Patterson-UTI Energy, Inc.

Exclusive Financial Advisor to

Stroud Energy, Ltd.

Redeemable Preferred Equity
with Common

QUEST

Quest Resource Corporation

has acquired
Cherokee Basin Assets of
Devon Energy Corporation

S $27,000,000 $126,000,000
TMBR/Sharp Drilling
Placement Agent Placement Agent Exclusive Financial Advisor
April 2004 February 2004 January 2004 December 2003
QUEST

Quest Resource Corporation
has obtained
$51,000,000 of Junior Subordinated Notes from
ArcLight Capital Partners, LLC

$70,000,000 of Senior bank Debt from

$35,000,000 of Mezzanine Debt from

In connection with its acquisition of
Devon Energy Corporation’s
Cherokee Basin Assets
Arranged the Financing and Acted
as Exclusive Finanical Advisor
December 2003

Contango Oil & Gas Company

Series C Perpetual Cumulative
Converticle Preferred Stock

$8,000,000
Placement Agent

December 2003

CoEguus, Ine.
Substantially all the assets of
CuEquus, inc.
were acquired by
El Paso Production Company
Under Sec. 363 of the
U.S.Bankruptcy Code

Sole Financial Advisor to CuEqqus, Inc.

November 2003

xCH

The Exploration Company

Redeemable Preferred Equity
with Common

$16,000,000
Placement Agent

August 2003

Senior and Subordinated Debt

Financed the redemption of
a Note and Other interests
formerly held by Mirant

$36,000,000

Placement Agent to Stroud Energy, Ltd.
June 2003

QG

Redeemable Preferred Equity

$8,000,000

Exclusive Financial Advisor

April 2003

GASCO

Energy
Convertible Preferred Equity

$4,800,000

Placement Agent

February 2003

Trek Resources, Inc.

Convertible Preferred Investment
by Largest Shareholder
in the Company

Assisted in structuring the transaction
and rendered a fairness opinion

November 2002

GASCO
n 7
Energy
Common Stock
6,500,000 shares at
$1.00 per share
$6,500,000
Placement Agent

August 2002

TXCh

The Exploration Company
Common Stock
$15,000,000

Placement Agent

May 2002

HADHUM HUNTER

RESOURCES, INE

has merged with
Prize Energy Corp.

$588 million

Provided Financial Advisory Services

February 2002

Hall-Houston
Oil Company
Hall-Houston Oil Company

was acquired by
Energy Partners, Ltd.

$88 million

Advisor to Debt-holders

January 2002

Keith Behrens
Managing Director

Energy Capital Solutions, LLC

Dallas
214-219-8200

Houston
713-933-0380

www.energycapitalsolutions.com

Principals have over 42 years of Wall Street investment banking experience

Russell Weinberg
Managing Director

Ron Montalbano
Managing Director

Brad Nelson
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MEZZANINE SOURCES

Minding The Gap

The mezzanine-finance arena that lost many competitors with the Enron-et-al.
meltdown is rebuilding and may be stronger now.

ARTICLE BY NICK SNOW

s mezzanine financing continues to recover
A from the merchant-energy meltdown, it’s com-

ing back with less raw power and more finesse
and discipline. It also is more a part of a cohesive capi-
tal-resource team now.

“In the late 1990s through 2001, the merchant play-
ers saturated the market with capital. All of them fol-
lowed in Enron’s footsteps,” recalls Kurt Talbot of
Goldman Sachs E&P Capital in Houston.

“The quest was for earnings, not necessarily cash
returns. In the early to mid-1990s, Enron turned the
market on its head with its commodity-risk manage-
ment and volumetric production payments. These were
well-structured, low-risk and price-competitive. This
was a model that was, and should, have been imitated.”

By the late 1990s, other merchant-energy companies
jumped into E&P lending with a mandate to show
earnings growth and be more like Enron, he says. “Each
of the merchant players was attempting to place $300-
to $500 million of capital a year in the market. There
was no deal that could not get done,” Talbot says.

Mezzanine investing was defined more by its return
expectations (mid- to high teens) than its actual struc-
ture or risk tolerance. “What started as senior debt mor-
phed into subordinated debt, project equity and even
venture capital. Ultimately, that’s why many of these
portfolios blew up.”

Now that the dust has settled, there are far fewer
players, all of whom seem to be driven primarily by eco-
nomic returns, rather than by the desire for bookable
earnings, he adds.

The market is not as active as it was two years ago,
simply because there’s not as much money available. It
is rebuilding after so many players—Enron, Aquila,
Shell, Duke, et al—shut down their producer-finance
units, observes Frank Weisser of Weisser, Johnson &
Co. The Houston-based firm advises producers and acts
as a financing intermediary.

“A modest number of deals were done last year, but
it seems to be picking up,” he says. “The second half of
2002 and all of 2003 was a fairly quiet period while new
entrants in the market got organized and got going.
High commodity prices have made a lot of transactions
fairly difficult.”

Mezzanine financing usually occurs now when some-
one wants to acquire and develop assets more aggres-
sively. “This is where lenders and producers see the

)

greatest possibilities,” says Rob Lindermanis of
Petrobridge Investment Management in Houston.

Lindermanis was formerly with Mirant’s producer-
finance business, and partner Mike Keener was with
Shell Capital Inc. They gained a lot of financing expe-
rience before forming Petrobridge.

“Between 1998 and 2001, we put out about $1.1 bil-
lion at our respective companies,” Lindermanis says.
“It’s interesting to get back into the market. To date,
we're encouraged by what we see. We are completing
our first year at Petrobridge, and we have closed six
deals and have three pending. I think there will always
be a role for mezzanine financing in the capital mar-
kets.”

Jim McBride of Royal Bank of Scotland, another
capital provider, thinks the nature of mezzanine is
changing. “There’s been more of what [ would call sec-
ond-lien paper than traditional mezzanine paper with a
coupon and warrants,” he says.

Basically, second-lien paper is a tranche of debt that
is more aggressive than traditional senior debt. It is used
to close the gap between senior debt and equity,
although it requires more equity than traditional
financing.

“Equity...wants to back top-tier management

first and projects second. Mezzanine takes the

opposite approach.”

—Frank Weisser, Weisser, Johnson & Co.

Royal Bank of Scotland was part of the second-lien
notes for Quest Energy in its acquisition of the
Cherokee Basin, Kansas, coalbed-methane properties
from Devon Energy recently. It was also part of the sec-
ond-lien notes that Quicksilver Resources, another
coalbed-methane-focused operator, put in place about a
year ago.

Mezzanine or other capital?

The single biggest challenge today for borrowers and
lenders is recognizing when mezzanine will work better
than another capital mechanism. Equity and mezzanine
finance both play a role in the typical acquire-and-
exploit business model for producers, according to
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Seasoned Professionals.
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U.S. Exploration Holdings, LL.C
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$33,000,000
Membership Interests with

32V LIME ROCK .
E;‘-E!f parTners ¢ Greenhill

The undersigned acted as Placement Agent
for U.S. Exploration Holdings.

PETRIE PARKMAN & Co.
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on the placement of nearly $1 billion of private
capital for energy clients. Our cycle-tested
energy specialists provide clients with experi-
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Bill Barrett Corporation and the $450 million
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Weisser. “Right now, there are more equity players
because of the mezzanine meltdown that occurred in
late 2001 and 2002,” he says.

Bank debt still works bests for proved, developed
producing reserves (PDPs), while mezzanine financing
focuses on properties that are proved and undeveloped
(PUDs).

Weisser says, “Equity can work with both, depend-
ing on the situation, and can substitute for mezzanine.
There’s an abundance of equity, but it’s extremely par-
ticular. It wants to back top-tier management first and
projects second. Mezzanine takes the opposite
approach.”

Talbot adds, “All capital competes against all other
capital, and one form of capital does not exclude
another. Mezzanine is somewhere between debt and
equity, but still with a definite debt-orientation.”

Private-equity funds such as Quantum Energy
Partners, First Reserve, Lime Rock Partners and Kayne
Anderson essentially are less project-focused and more
focused on proven management teams who want to
start over. Borrowers must be willing to give up a signif-
icant ownership interest and sometimes, control, to get
the money but it comes with fewer strings attached,
Talbot says.

“Equity providers understand the risk they are tak-
ing and expect to be paid accordingly. Mezzanine debt
will not dilute the equity ownership of the sponsor, but
it comes with more restrictions.”

McBride says he sees more mezzanine deals revolve
around development of existing assets or assets that
come with a new acquisition. “It’s in further developing
assets that opportunities outstrip cash flow,” he says. “In
acquisitions, producers need to lever up to make the
acquisitions and the capacity to develop or fully exploit
the acquired assets. The challenge from our standpoint
is bringing together the management team with the
right skill set and knowledge of the area with the right
asset base.”

Traditionally, mezzanine financing for oil and gas
producers has been used for projects such as drilling a
specific set of properties, making an acquisition or
building a pipeline or natural gas plant. Talbot says,
“While there is still a lot of demand for drilling dollars,
there seems to be more demand for corporate sub-debt
or ‘B notes’ than for the traditional mezzanine dollars.”

Goldman Sachs E&P Capital is in an unusual posi-
tion. It is not an investment fund, so it has more flexi-
bility in the amount and form of its capital. “Our pref-
erence is for production payments and sub-debt, but we
are currently considering several drilling partnerships,”
Talbot says.

“We're willing to play anywhere on the balance sheet,
including arranging large senior credit facilities. We can
provide all of the capital or a particular piece. We like
opportunities in the $20- to $50-million range, but we

have the ability to arrange transactions of any size.”

High commodity prices

Observers are divided on whether higher oil and gas
prices have helped or hindered E&P capital markets.
“They definitely have had an impact,” says Weisser.
“They’ve made transactions more difficult. People who
hold producing properties don’t want to sell them for
anything but top dollar, while the buyer wants to finance
on a basis related to historical averages. Prices haven’t
been higher long enough to have an effect on this.

“Mezzanine debt will not dilute the equity
ownership of the sponsor, but it comes with more

restrictions.”

—Kurt Talbot,Goldman Sachs E&P Capital

“Also, you can’t hedge a PUD, only PDPs. Hedging
is even more important now. There’s more perceived
exposure with high prices than there is with low prices.
When you go to buy something, you can hedge PDP
production to an extent. But you can’t hedge the PUD
component you’re buying. It makes it difficult for
financing to close the gap.”

Talbot suggests higher commodity prices and low
interest rates have given producers attractive options.
They can either sell a production payment that will
lock in the current incredible commodity prices, or
they can borrow at extraordinarily low interest rates
and spreads. The commercial banking environment is
very competitive and reserve-based deals are routinely
getting prices at Libor plus 100 to 300 basis points.

“This naturally puts pressure on the pricing for mez-
zanine deals. But we also benefit because we have a big
appetite for subordinated debt. We see commercial
banks as our partners rather than our competition.”

He adds that the firm can do long-dated commodity
hedges which allow for some type of monetization, such
as a production payment. “We also have in-house tech-
nical skills and risk tolerance to do subordinated
financing that relies upon behind-pipe and undevel-
oped reserves for repayment.”

Petrobridge offers financing for acquisitions, devel-
opment, exploitation/enhancement, restructuring/
recapitalization and monetization. “Right now, our
business is evenly split between acquisitions and devel-
opment drilling programs where the company has
decided to accelerate. We're primarily funding through
the drillbit in those cases,” Lindermanis says.

Improved cash flow gives producers more choices as
they step up to the financing plate. In the right situations,
however, many still recognize that mezzanine financing
may be just the structure that can help them. l
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Comerica and Oil Mix Very Well.

( : omerica Bank’s Energy
Finance Group has financed
the independent producer seg-

ment of the domestic energy market-

place since the late 1970s and has
managed to steadily grow its loan
portfolio over this volatile and cyclical
period. In addition to serving the
independent producer, Comerica also
supports the midstream and energy
services sectors. Comerica’s total
combined lending commitments to
the energy industry today exceed $1.2
billion. Comerica Bank has remained
firmly committed to the industry over
the years and is keenly interested in
continuing to expand the bank’s pres-
ence in the business.

While the upstream sector is an
important part of the bank’s loan port-
folio, the Energy Finance Group has
also recently enjoyed strong growth
with pipeline, gathering, and process-
ing customers. As for Energy
Services, Comerica now has a special-
ized experienced team of profession-
als dedicated to banking this sector.

“The good news is that Comerica is
actively looking for opportunities in all
three sectors - midstream, energy ser-
vices and upstream throughout North
America. With energy lending offices
in Dallas and Houston and a Comerica
branch in Toronto, Comerica can
finance energy operations in both the
U.S. and Canada,” says Mark Fuqua,
Senior Vice President and Group
Manager, Comerica Energy Finance.

Tulsa-based Frontier Energy Services,
an active and growing gas gathering
and processing company, is just one
example of a Comerica success story
in the midstream sector. When CEO
Dave Presley recently needed help to

Mark Fuqua, Senior Vice President and
Group Manager, Comerica Energy Finance.

make a substantial “company making”
acquisition, he turned to his longtime
partner — Comerica Bank - and the
Energy Finance Group responded
quickly with an initial $25 million
senior loan facility, subsequently
increased to the mid-$30 million
range. Currently, Comerica’s bank
syndication group is working with
Frontier to increase the facility and
bring in additional lenders to further
support the company’s planned
growth. This is an example of the
bank’s ability to underwrite significant
exposures and then coordinate the
syndication of the credit facility to the
broader energy bank marketplace.

Another continuing success story for
Comerica is Rockford Energy
Partners, LLC, also of Tulsa. The com-
pany, formed in 2002 by Chuck Perrin
as a start-up acquisition company,
turned to Comerica to provide senior
and equity-bridge financing for the
company’s first three acquisitions.

Advertisement

Although the management team had a
wealth of solid experience in the busi-
ness, Rockford had no assets and no
operational track record when
Comerica first entered the picture.
Comerica’s total committed exposure
to Rockford exceeded $20 million
before the company recognized an
opportunity in the market and put
most of its assets up for sale.

Comerica Energy Finance can satisfy
a broad range of customer banking
and financial services needs.
Comerica considers itself first and
foremost a “business bank,” focused
on providing its customers a full com-
plement of top-of-the-line banking
products and services. For example,
Comerica is a market leader in provid-
ing treasury management products
and services. The bank, through its
Comerica Securities affiliate, also has
full Section 20 powers, allowing
Comerica to support public and pri-
vate offerings and placements of debt
and equity. The bank also focuses on
providing other high quality services
in personal and corporate trust, per-
sonal finance and wealth manage-
ment, interest rate and forex deriva-
tives, and the like.

The Comerica Energy Finance group
has in place today nine seasoned ener-
gy finance professionals, as well as
two experienced bank engineers and
one engineering tech. Combined
experience in serving the energy
industry well exceeds 140 years.
Comerica’s Energy Group has the
experience and the depth of product
offerings to continue to be a prime
player in the domestic energy finance
business for many years to come.
Mark Fuqua can be reached at (214)
969-6562 or mark_fuqua@comerica.com.



VOLUMETRIC PRODUCTION PAYME

The VPP Option—It's Back

A perfect storm of upstream-sector fundamentals has brought back the popular
volumetric production payment method of financing acquisitions.

ARTICLE BY NICK SNOW

he volumetric production payment (VPP)

I option of financing acquisitions is still an

appealing choice for producers who want to

raise money and investors seeking good, reliable

returns. [t’s also clear that in some respects, today’s

VPPs are more sophisticated than the ones made in oil
and gas 20 years ago.

“We haven’t seen, in recent years, demand for oil
and gas investments as high as it is today,” observes
David L. Bole, a managing partner of Randall &
Dewey, the Houston-based transaction-advisory firm
that added capital-sourcing and business-management
consulting to its services in 2003.

Low interest rates, high commodity prices and
strong demand for oil and gas assets among investors
have created this perfect storm, he says. “The financial
market for oil and gas assets is larger, more liquid and
more sophisticated than ever. VPPs are one of our most
powerful tools for financing deals.”

Jim McBride of Royal Bank of Scotland in Houston,
agrees. He thinks production payments will be the
financing vehicle of choice for many acquisitions this
year. “We have historically high commodity prices and
low interest rates,” he says, so it’s challenging for buyers
and sellers to come together.

“The only way to bring parties together is to lock in
as large a portion of the commodity-price risk as possi-
ble. Basically, if a company is looking at an acquisition
that has a significant proved producing (PDP) reserves
component, they owe it to themselves to look at a pre-
conveyance production payment.”

VPPs were born in the 1980s when commercial
banks were having problems with their real estate and
oil and gas loans. Producers found it hard to access
funds. “VPPs provided a good alternative,” recalls
Fielding B. (Tres) Cochran 111, a partner at the Vinson
& Elkins law firm in Houston and who has extensive
experience with VPPs.

The structure gives the buyer an actual interest in
the reserves, so if it’s properly put together, there’s a
potential bankruptcy safeguard in a VPP that allows an
investor to deal with a producer that has lower-grade
credit. “From a producer’s point of view, this is an ideal
time because commodity prices are high and interest
rates are low,” he says. “A VPP allows the producer to
lock in a high [commodity] price and low interest rate.”

It’s a very competitive market, he adds. “There are

lots of potential buyers out there who are bidding to
make this type of investment.”

Companies pursue VPPs for two reasons, notes Alan
Rafte, a partner at the Bracewell & Patterson law firm
in Houston. If a producer has sub-optimal credit, a VPP
can provide some greater assurances than a secured
loan, in the event that the sponsor gets into a compli-
cated credit situation. “We haven’t seen any bankrupt-
cy cases validating this, but everyone feels comfortable
about how they’ll be treated,” he says.

“Companies can get nearly full value for their

PDP reserves.”

—C. John Thompson,
Constellation Energy Group

Also, there are some accounting benefits from a VPP
in connection with an acquisition. Instead of selling the
entire property to a buyer, a producer can sell a VPP to
a financial player and the proved undeveloped reserves
(PUDs), probables and other upside, as well as a VPP
tail, to the buyer. This makes the acquisition costs
lower on a per-barrel basis.

“There’s no debt on the balance sheet, although the
new morality of financial accounting makes most buyers
disclose how the transaction works at least in the
notes,” Rafte says.

New players

A void was created when Enron, Mirant and others left
the producer-finance business, opening the way for new
VPP players in the past two years. C. John Thompson,
a vice president of Baltimore-based Constellation
Energy Group Inc., runs its new Houston producer-
finance office, which has so far been involved in a cou-
ple VPP deals.

“Companies like Constellation were not as aggres-
sive in trading and other businesses that created prob-
lems,” he says. “So when the trading side of the business
began to unwind, they weren’t faced with a decision of
having to divert capital to the financing business.

One matter that caused Constellation to look at the
VPP business is that it now has throughput, through its
different subsidiaries, of more than 500 billion cubic
feet of gas per year. There’s an inherent credit risk asso-

HERE’S THE MONEY: CAPITAL FORMATION 2004, OIL AND GAS INVESTOR

MAY 2004

23



BLACK ROCK

ENERGY CAPITAL, LTD.

Providing capital to independent Oil & Gas producers since 1993.

BlackRock Energy Capital, Ltd. is an independently owned oil and gas
finance company. BlackRock provides capital ranging from $0.5 million to
$5 million to independent producers for reserve-based acquisitions and
monetizations with associated production enhancement and/or
development. BlackRocK’s investment structure is a non-recourse financial
production payment via a limited term overriding royalty. This simple
structure results in minimal documentation, closings generally in less than
30 days, and nominal closing costs. No 3rd party engineering report is
required as all technical analysis is performed by the partners of BlackRock,
all seasoned E&P professionals who have been active in the industry for over
20 years. The ideal customer will have an established track record, regional
expertise, operational excellence and a definitive development plan.
BlackRock is looking to create long term relationships with producers as we

assist in growing his or her business.

BLACKROCK ENERGY CAPITAL, LTD.

CAPITAL: 20445 State Highway 249
Less than $5 million 3 Chasewood Park, Suite 160
Houston, Texas 77070
2
USE: 281-376-0111, ext. 302
*
www.blackrockenergy.com

Acquisitions, monetizations,
development

STRUCTURE:
Non-Recourse Financial Production
Payment

LOCATION:

Domestic U.S.A. onshore or offshore




ciated with a short position, so if it can help hedge that
position through volumes under a VPP, it replaces the
credit risk with a reserve risk that’s a lot more quantifi-
able, with better support from actual reserves in the
ground, Thompson says.

Today’s VPP retains the essential appeal of its prede-
cessors, says David L. Rockecharlie, a Randall & Dewey
managing partner specializing in finance. The firm
closed its first VPP in December.

“The buyer acquires producing or soon-to-be-pro-
ducing reserves from a property, the least risky part of
the production. For the seller, they’re selling a part of
the production stream they can’t add much more value
to, while retaining control of the property,” he explains.

VPPs are popular again because the buyer universe
has expanded, and VPPs can work for producers of all
sizes, he adds. With bonds and stocks falling a little out
of favor, large institutions, endowments and large bank-
ing funds view hard assets as a good alternative. That
has dramatically expanded the market for VPPs at the
same time the financial long-term trading market for oil
and gas also has grown significantly.

“When the market for this product started, it was one
firm trying to aggregate assets,” he says. “Now, insurance
companies and other investors with a strong desire to

invest in assets and manage risk, are participating.”
Producers, meanwhile, can use a VPP to raise capital
in a market where high commodity prices might make
an outright asset sale unusually difficult. “The tech-
niques that are successful in this kind of market are the
more creative structures that allow for lower-cost
financing while valuing the assets relatively highly,”
Rockecharlie says. “In the past, asset buyers didn’t give
much value to the forward curve. In a market where the
producing asset can be fully hedged, it allows buyers to

“...A buyer can provide funding while being
involved in both a hedging and marketing
transaction.”

—Fielding B. (Tres) Cochran ll,

Vinson & Elkins

pay more for the asset without taking on more risk.”
Randall & Dewey’s two VPP deals total more than
$300 million. One was for seven years, while the other
was for 12 years. In the context of the sales, oil and gas
prices effectively were hedged over an extended period,
Rockecharlie says. “The seller still is obligated to oper-

A BALANCE SHEET PERSPECTIVE

The volumetric production payment (VPP) is a long-standing concept, so its effect on a produc-
er's balance sheet should be fairly straightforward, right? Not necessarily—things have changed
considerably in the world of VVPPs since the boom days of the 1970s and early 1980s.

The buyer of a VPP during that earlier period was interested in securing a supply of oil or nat-
ural gas to use in its normal business operations. A refinery or a pipeline would be a good exam-
ple. However, many transactions that masquerade as VPPs are purely financial in nature. The
goal of the producer in these deals remains the same—receiving advance payment for produc-
tion. However, the counterparty in a purely financing transaction has no need or desire for phys-
ical units of oil or natural gas.

Other changes in the VPP landscape relate to accounting rules. Let’s focus on the unexpected
impact some transactions can have on a producer’s balance sheet. Accounting for a true VPP has
not changed since Financial Accounting Standard (FAS) 19 was issued in 1977. A VPP involves the
sale of a mineral interest that can be registered at the county courthouse. It requires the produc-
er/seller to make physical delivery of volumes of oil or gas to the owner of the VPP from a speci-
fied well or wells, generally according to a monthly schedule.

FAS 19 requires the producer to show the gross proceeds from the VPP as unearned (deferred)
revenue. No change is made to the oil and gas property account; the property costs relating to
the VPP remain on the producer’s balance sheet. As the volumes are delivered to the holder of
the VPP, the deferred revenue is recognized as revenue.

Depletion of the property account is recorded normally as the VPP volumes are produced. An
aspect of VPP accounting that typically gives heartburn to producers is the requirement that the
oil or gas volumes sold under the VPP must be removed immediately from the tables that dis-
close the producer’s remaining reserves, periodic production volumes and Standardized Measure
of Future Cash Flowvs.

However, the quantities and amounts relating to the VPP may be disclosed in a footnote to
the tables. FAS 133-Question B11 discusses the application of derivatives accounting to a VPP,
noting that the normal sales exception applies.

(cont. on p. 27)
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ate the property, but the financing doesn’t go against
any other assets. A very large, or very small, producer
can achieve both the benefits of this long-term hedge
and low discount rates against the property.”

Essentially, this makes today’s VPP a secured nonre-
course loan that’s coupled with a hedge, according to
Rafte. He cautions, however, that a financial player
expecting pure molecule hedging over a long term
won’t find it in VPPs because they are set up on prices
that come out of the Federal Energy Regulatory
Commission at the first of each month. Someone look-
ing to accommodate daily price changes should account
for the possible variations when they’re negotiating a
VPP’s terms, he suggests.

But a hedge associated with a VPP has one advan-
tage over a conventional hedge because there are no
margin requirements, Thompson says. “A VPP elimi-

nates this because the volumes are being delivered as a
part of the transaction. It’s a much more straightfor-
ward and simple way for a producer to view its expo-
sure,” he says.

“[A VPP is] a much more straightforward and

simple way for a producer to view its exposure.”

—Alan Rafte,
Bracewell & Patterson

Others emphasize that when it comes to VPPs
today, one size definitely does not fit all. “The market
thought it understood VPPs because they’ve been
around for a while. But there are some new aspects,”
says Rockecharlie.

“If you asked two institutions what they would give
for a VPP, you would get two different answers. We try

(Cont. from p. 25)

It is important to understand why the accounting rule-makers required the proceeds from the
sale of the VPP to be shown as deferred revenue, rather than reducing the property account
and perhaps even producing a net gain on the transaction. The following sentence from FAS 19
is key to our understanding: “(The VPP) is a sale of a mineral interest for which gain shall not be
recognized because the seller has a substantial obligation for future performance.”

That substantial obligation includes delivering the scheduled volumes “off the top,” free and
clear of all operating costs. Volumes to be delivered under the VPP do not change in proportion
to overall production, as with an overriding royalty interest. Therefore, decreases in production
from the specified properties directly reduce the net revenue from which the producer must
cover total operating costs.

VPP look-alikes

Next, let's consider the attributes of a typical VPP look-alike, and how the accounting rules cause
it to be treated differently from a true VPP. In one common VPP look-alike, the counterparty
makes an advance payment that the producer repays in cash as the scheduled production vol-
umes are sold in the normal course of business. The counterparty in this type of transaction is
usually a financial institution, which is interested only in cash and not volumes of oil or natural gas.

This type of transaction was addressed by the Emerging Issues Task Force (EITF) in Issue 88-18,
which covers the accounting for sales of future revenues. EITF 88-18 generally requires the pro-
ducer’s obligation in this type of transaction to be shown as debt because it will be repaid in
cash. In addition, because the amount of the cash settlement fluctuates with the price of the
underlying commodity, FAS 133 requires the producer to separately account for the debt compo-
nent and the embedded derivative, which must be marked to fair value as product prices change.

In evaluating these and similar transactions, many accountants follow this basic guideline: if a
financial institution is the counterparty in the transaction, the transaction is probably debt.

A second VPP look-alike is a prepaid price swap, in which the producer receives a discounted,
up-front payment for scheduled production volumes at a fixed price. The scheduled volumes are
hypothetical, and are not contractually tied to any specific well or wells. In return, the producer
is obligated to pay the counterparty the market price of those scheduled volumes on their
“delivery” date.

For convenience, the market price is usually based on a recognized index such as the Nymex.
Although the underlying economics for the producer appear similar to those of a VPP, this type
of transaction also is trapped by EITF 88-18. Here again, FAS 133 requires the producer to sepa-
rately account for the debt and derivative components of the transaction.

A third type of transaction involves using a VPP to finance a producer’s acquisition of working

(cont. on p. 29)
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to get the right terms for the producer and work with
the investor to make sure we're giving them the best
product.

Two or three investors may have bids for a property
that are very far apart. “We understand how trades and
transactions are priced and executed. We also bring
technical expertise that allows us to do the technical
work ahead of time in the way we know investors want
to see it done—with a sense of the value, and what
they want to pay for it.”

Successful traits

Randall & Dewey has identified two key points in a
successful VPP today: addressing oil and gas prices
before closing the deal, and covenants in operating the

asset, Rockecharlie says. “We push the investor to iden-
tify key issues, and to also enter into a pre-hedging
agreement.”

This creates the ability, after about the first month
of the process, to get enough of the terms done and a
credit agreement in place for the seller to hedge.
There’s more flexibility in commodity pricing as a
result, which is a much better outcome than has been
the case in the past.

“Not everybody knows what reasonable market
terms are,” he adds. “They’re looking to protect their
investment. In our interactive process, we're able to get
better terms while the investor manages his risk.”

The seller has to continue operating the property
prudently. He also has to maintain his reserve in what

(Cont. from p. 27)

interests. This structure will involve at least three parties: a producer selling the working inter-
ests (Party A), a producer buying the working interests (Party B) and a buyer of a VPP (or look-
alike) from the working interests (Party C). Usually, B wishes to gain control of the working
interests primarily for its exploration or exploitation potential. The proved producing reserves
are not particularly interesting to B, and their sale through a VPP will offset the highest per-unit
cost of the acquisition.

Accordingly, B finds a buyer for the VPP and brings C along to A’s table. Voila! A simultane-
ous, or at least connected, VPP sale and working interest acquisition takes place. The economics
of the transaction make perfect sense.

The only problem might be one for the accountants. Here's why: when a producer acquires
working interests from which the seller, at an earlier date, has sold a VPP, standard accounting
practice is for the buyer to record the value of the working interests net of the VPP, and to
record the liability for future operating costs associated with the VPP volumes. The full market
value of the volumes remaining under the VPP is not recorded by the buyer of the working
interests either in property or as deferred revenue.

The important fact is that the buyer of the working interests in this second example was not a
party to the earlier sale of the VPP. However, in the previous example, because Party B is a party
to the sale of the VPP, FAS 19 requires B to record the “substantial obligation” for the VPP. It is
only logical to conclude that A would not encumber the working interests that it has offered for
sale by selling a VPP without the explicit approval of B.

This logic would hold true when the sale of the VPP occurs just prior to the sale of the net
working interests, even if the two transactions are documented separately.

As a participant in the VPP transaction, Party B should record in its property account the pur-
chase price of the working interests before considering the VPP transaction, and should record
the amount paid by Party C for the VPP as deferred revenue. If the transaction involves a look-
alike rather than a true VPP, B should account for the obligation according to the appropriate
authoritative literature.

The concept of accounting for a transaction according to its substance is a long-standing one,
and one that has received renewed emphasis during the last couple of years. The concept is par-
ticularly relevant when an obligation is involved.

In summary, as more complex financing transactions find their way into the E&P sector, they
arrive subject to accounting rules created to cover similar transactions in other industries.
Analogizing these transactions to the true VPP for accounting purposes is no longer an option.
As a result, the accounting in FAS 19 should apply only to the true VPP.

Often, financiers promoting transactions are not focused on the contractual differences from
the true VPP, or on the accounting rules that can cause unexpected results on the producer’s
balance sheet. Producers beware! —Ed Davis

Ed Davis is a partner in the Houston office of Grant Thornton International, an accounting, tax and business advisory firm dedicated to
midsize companies. He can be reached at 832-476-3617.
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is called the “tail,” which is tested in both an annual
reserve report and in a midyear report.

Most producers expect more covenants that hinder
their operating flexibility, but in the current market,
VPP providers are very flexible.

McBride cites a pre-conveyance production-pay-
ment transaction that Royal Bank of Scotland closed at

With high commodity prices and low interest rates,
the environment is optimal for doing VPPs, he says.
“Companies can get nearly full value for their PDP
reserves. Constellation is trying to act as a one-stop
shop for upstream capital. We also handle mezzanine
financing and project and corporate equity.”

“If you asked two institutions what they would give
for a VPP, you would get two different answers.”
—David L. Rockecharlie,

the end of 2003, where it created a trust that acquired a
significant portion of the PDP reserve base. “At the
same time, our client acquired the residual interest, so

basically they only had to pay for the potential upside
of the property, which significantly lowered their acqui-
sition cost of reserves in the ground.

“There’s no such thing as a free lunch, however.
Generally speaking, the buyer of the residual interest
has to pay the operating expenses of delivering the VPP
volumes in the future.”

Constellation Energy also sees a lot of interest in
VPPs. “One of their most prominent uses is in acquisi-
tions of reserves,” says Thompson. “There’s still some
difficulty in perceptions of buyers and sellers, however,
so the number of deals actually closing is still not
numerous.”

Randall & Dewey

Cochran has noticed some new players in the VPP
arena recently. “There have been some situations
where some people have used VPPs as a supply source
for power plants or other operations,” he says.

“Basically, it’s still an attractive financial structure
where a buyer can provide funding while being involved
in both a hedging and marketing transaction. A VPP
offers several elements that touch on capabilities that
financial institutions can engage in, which they like.
That’s where we see a lot of interest, as well as among
some users who see it as a way to obtain supply.” ll
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PIPEs

Fast Money

Publicly held producers and service companies in need of quick funding can access
private capital from huge institutional funds via the PIPE structure.

ARTICLE BY NICK SNOW

ow often has a publicly traded producer quickly
H needed a few million dollars to buy a property, or

a service company to buy equipment or a minor
competitor that suddenly becomes available? The amount
may be too small and time may be too short for conven-
tional public equity and debt financing to work. But the
situation arises frequently enough to support an alterna-
tive: private investments in public entities, or PIPEs.

The acronym may be relatively new. The process is
not.

“Public companies have been doing private place-
ments like this for a long time. It just makes too much
sense not to,” says Russell Weinberg of Energy Capital
Solutions in Dallas. “The PIPEs market for technology
and other industries has been huge. Before the acronym
was formed, | actually worked on a PIPE offering for
TMBR/Sharp Drilling Co. We were acquainted with
the structure and realized it would be applicable for the
energy industry.”

These transactions happen quickly. A wide range of
investment funds, some as small as $50 billion and
some as large as $100 billion, are interested in PIPEs.

“There’s been an explosion the last couple of years
in volume for PIPE deals for all different industries,”
adds his associate, Keith Behrens. “Energy is a bigger
part of the overall offerings. It’s just in the past few
years that the volumes have been this huge.”

The firm has closed six PIPE transactions totaling
more than $100 million since its formation in late
2001. It’s working on more.

Still, PIPEs are a relatively recent addition to
financing choices for oil and gas companies. “They’re
relatively straight-forward, but they are a new financial
product,” says James A. Hansen, who directs First
Albany Capital’s oil and gas financing operation in
Houston. “As more transactions are completed, the
marketplace grows more comfortable with both the lig-
uidity and execution of the product.”

There are many different types, notes Phil Keating,
who leads First Albany Capital’s private-capital group,
focusing on raising private equity and debt for public
and private companies, in New York. “We see the most
volume, as a firm, in the United States. Essentially, a
PIPE is a direct sale to either accredited investors,
which is a fairly low threshold, and qualified institu-
tional buyers, who have $100 million or more in assets
under management.”

Why PIPEs?

PIPEs become attractive when completing a deal in the
public markets is challenging. Public deals have a fairly
rigid set of parameters dealing with market cap, how
much the offering is relative to that, and liquidity. If a
company can’t meet the qualifications in each of those,
a public deal becomes difficult.

“It also requires a fair amount of advance notice to
get the deal done,” Keating says. In the PIPE market,
capital-seekers have much more flexibility relative to
how much they're raising, the timing and the disclosure
before it’s done.

“Timeliness is a key element in a PIPE, particularly if it

involves a relatively small amount.”

—James A. Hansen,
First Albany Capital

“A private deal’s whole nature is that you don’t
announce to the market what you're doing. That hap-
pens post-transaction. But there are limits. If you are
going to do a common stock PIPE, you can only do
about 20% of total market cap, for example, without
consulting the shareholders. So there are safeguards.”

First Albany helped Gasco Energy Inc. raise more
than $20 million in a February private placement of
14,333,334 common shares to a group of accredited
investors at a price of $1.50 per share. There were no
warrants or other financial instruments attached to this
placement of common shares. The Denver-based inde-
pendent will use the proceeds to develop and exploit its
Riverbend project in eastern Utah’s Uinta Basin and
for other general corporate purposes.

“It’s a pretty good example of a common stock
PIPE—common stock only, no warrants and priced at
$1.50 to institutional buyers,” Keating says. “The stock
trades around $1.75 now.”

The company had certain parameters in mind in
terms of what it wanted to do and the speed of the deal.
“There was some institutional interest in the stock as
we approached the market. People came to us with
parameters of where they wanted to price the deal, and
we were able to fill the deal out in about two days.”

[¢’s important at both Energy Capital Solutions and
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First Albany to match the right capital sources with the
right companies that seek financing in a PIPE or any
other deal. First Albany combines Hansen’s knowledge
of the oil and gas universe, as head of its energy group,
with Keating’s understanding of intricacies in various
financial products.

“We work together to try and find candidates that
could use capital and that might not necessarily want to
do a fully public market offering,” Keating says.

Hansen adds, “Timeliness is a key element in a
PIPE, particularly if it involves a relatively small
amount.”

Behrens says, “These investors look for fundamentals
that support stock prices that should, hopefully, appre-
ciate in the short and long term, depending on their
hold periods. They realize that it will take at least a year
for capital to be deployed and show up in the stock
price.”

Not every small-cap company can do a good PIPE
transaction. “It has to show a good use of proceeds,
either an acquisition or drilling assets, along with good
management,” Weinberg says. “We also raise money for
private companies. Those typically take longer, typical-
ly two months. PIPEs go fast. Hedge and investment
funds are not interested in board representation.
They’re typical investors that are able to issue a check
quickly.”

Due diligence remains essential, however. Energy
Capital Solutions retains an engineer for deal analysis.
The funds that invest in these companies rely on that
experience. “The number of our deals has gone up, but
we want to make sure that any investment opportuni-
ties we put investors in go up in value too,” Behrens
says. “Some other groups don’t do that level of due dili-
gence; in fact, they try to bring us in for that role in
some cases.”

The firm has assembled a list of investment funds
that are interested in energy. “That list continues to
grow. They know our record and speak to us immedi-
ately,” Behrens indicates. “We can answer follow-up
questions. About 30 have actually made investments,
and another 20 or 30 have looked hard, have not par-
ticipated, but probably will. These 50 funds represent
billions of dollars.”

Doing a PIPE

In preparing to do a PIPE when approached by a pub-
licly traded E&P company, Energy Capital Solutions
dives into the producer’s files, looks at its stock price
and arrives for the first meeting with a preliminary idea
of what deal would work best.

“After we dig in, we would come up with specific
structures we hope to achieve, build a financial struc-
tures model and net asset valuation—something that
we would be confident investors would receive well,”
Behrens says.

“There shouldn’t be any surprises. All of the deals
we’ve done have come in within the ranges we've pro-
jected and the periods we’ve planned. We get comfort
in the story from that first meeting. We provide refer-
ences not only from companies we’ve done deals for,
but also investment funds we've worked with.”

“PIPEs go fast. Hedge and investment funds are not

interested in board representation. They're typical

investors that are able to issue a check quickly.”

—Russell Weinberg,

Energy Capital Solutions

Once the firm and the producer are satisfied, they
sign an engagement letter and the firm helps the com-
pany put together a management presentation similar
to a road show for one-on-one meetings. “The investors
will have a degree of interest before we show up. We
get them comfortable with management and where it’s
going,” Weinberg says.

“We're very efficient. We work with a group of
attorneys that know how to bring agreements to
fruition quickly and at low cost for our clients.”

PIPEs also appeal to companies with larger market
caps that already have sponsorships from bigger invest-
ment banks, because of the amount of capital PIPEs,
and their speed, timing and cost, he adds.

Behrens and Weinberg have found, however, that
there’s even more investor interest in drilling contrac-
tors and service and supply companies. “Their situation
is different,” Weinberg observes. “There are more
smaller public companies in the E&P sector—more
than 100—than in service and supply. Their business
plans surfaced under IPOs long ago, or they became
public via spin-offs or merging private assets.”

Consolidation has occurred during the past decade
among service companies. “But several are still out
there, although not nearly the number there once was.
We find that private-capital groups that aren’t just
focused on energy basically are more interested, and
can get more comfortable with a service company
investment than in an E&P investment.”

Relationships developed in PIPEs also can lead to
bigger deals later on. After Weinberg helped
TMBR/Sharp raise capital through a private placement
of equity, Energy Capital Solutions advised the drilling
contractor when Patterson-UTI Energy bought it.

“We also have done deals for private companies and,
on occasion, write senior and mezzanine debt for them.
Our M&A side works with both private and public
companies,” Behrens says. “We also like our invest-
ment-banking focus, as opposed to a sales and trading
relationship, because it doesn’t create a conflict.” l
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Quantum Energy Partners (“Quantum”) is a leading provider of private equity to the energy industry. We primarily
invest in oil and gas companies focused on building their reserve base through acquisitions, exploitation and exploration,
but also consider opportunities in the mid-stream, gas storage and independent power sectors. Quantum currently has
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management teams.

Our investment strategy is to invest in companies that focus on building portfolios of assets that will be attractive
acquisition candidates for larger companies, whereby the following are present:

e Proven entrepreneurs with a track record that can demonstrate a history of successful risk/return analysis and
capital allocation decisions;

¢ Entrepreneurial management team that possesses strong technical, financial, managerial and
operational capabilities;

e The company has sustainable competitive advantages within a defined geographic region or segment of the
industry; and

e Management team that is willing to invest a meaningful portion of their liquid net worth alongside Quantum.

Quantum currently has 11 active portfolio companies, including:

Celero Energy, LP EnSight Energy Partners, LP Rockford Energy Partners, LLC
Chalker Energy Partners, LP Linn Energy, LLC Tri-C Oil & Gas, LP
Crown Oil Partners Il, LP Meritage Energy Partners, LLC Tripoint Energy Ltd.
Denali Oil and Gas Partners, LP Northpoint Energy Ltd.

In addition we have successfully realized investments in 10 other companies, including:

Aspect Resources, LLC Parks & Luttrell Energy Partners, LP Saxet Energy, Ltd.
Cougar Hydrocarbons Inc. Pointwest Energy Inc. Texoil, Inc.
Crown Oil Partners, LP Sago Energy, LP TriQuest Energy Corp.

Highpine Oil & Gas Ltd.

S. Wil VanLoh, Jr. Toby R. Neugebauer
Managing Partner Managing Partner

777 Walker St, Suite 2530, Houston, TX 77002
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INITIAL FUNDING

A Start-Up’s Story

Centurion Exploration’s founders won private equity for their start-up despite two
hurdles—they have an exploration focus and no prior record of starting a successful

E&P company. Here's how they did it.

ARTICLE BY JODI WETUSKI and MICHAEL DAVIS

hen Brian Ayers, Nicki Maddox and Geoff

N x‘ / Roberts began their search for private-equity

funding to start their new exploration-

focused company, Centurion Exploration Co., they
didn’t expect to be warmly received.

They had no cash-producing assets and none had ever
run an E&P company before, although each had a proven
track record in the E&P industry over the past two
decades. That track record would prove to be their ace.

Ayers was most recently head of Samson Resource’s
Houston division, and left to create Centurion. Prior to
Samson, he was vice president of domestic exploration
at Coastal Oil & Gas and left the company around the
time it was bought by El Paso.

Roberts’ background is in E&P acquisitions and
divestitures. He started and exited a successful busi-
ness—the M&A firm Madison Energy Advisors, which
he sold in 2000.

Maddox is a recognized landman with broad experi-
ence on management teams of predominantly small
independents. She was with Wessely Energy, Coastal
Oil & Gas, Phillips Petroleum, Texas Meridian
Resources and Xplor Energy.

“Others have gone into the equity marketplace seek-
ing funding with no assets or production, but most had
come from other companies where they had amassed a
large nest egg from a sale or merger,” Roberts says.
Centurion began with nothing but a business plan and
an extensive seismic database.

“We were a pure start-up. We didn’t even have an
office; we were barely a formed corporation. In terms of
how far we were able to get, we felt it was an accom-
plishment.”

Roberts and his colleagues’ business plan stood the
conventional approach to seeking energy equity capital
on its head: They were asking someone to bet they had
the team and the know-how to build a successful oil
and gas company that would acquire and explore rather
than acquire and exploit.

They began knocking on doors in Houston and New
York last fall. And they knocked on a lot of doors.

“We were singing a different tune than the rest of
the crowd,” Ayers says. “They understood it; they just
didn’t necessarily like it.”

Roberts adds, “One of the first meetings we had was
with a guy who came into the room and the first words
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With exploration and acquisitions, Centurion’s business
plan is to eventually exit through a sale or merger.

out of his mouth were ‘We don’t do exploration and we
don’t do start-ups.”

But the trio persevered and found a benefactor in
Yorktown Energy Partners, which saw enough upside
potential in the fledgling firm to make an initial equity
commitment along with a plan to increase that com-
mitment in the future as additional opportunities arise.
And to hear Roberts tell it, additional opportunities are
coming fast and furious.

“We probably see almost one new deal a day, at least
two or three a week,” he says. “Deal volume is believed
to be low right now, but that depends on what you’re
looking for. We’re very happy to pursue low-end or
challenging properties as long as the upside is there.”

Yorktown was sold on Centurion largely due to the
background of its founders. Plus, Centurion has access
to a large seismic database onshore Texas and Louisiana
and an alliance with a seismic-processing company, giv-
ing the company the ability to generate and evaluate a
vast amount of prospects after gaining access to fund-
ing.

Ayers and Maddox had earlier hired Houston-based
capital-sourcing firm Weisser Johnson Capital LP to
seek equity firms that might fund Centurion. Frank
Weisser, managing director of Weisser Johnson, says
that going in, the company was facing some long odds
unless it picked up some producing properties.

“They had less than a 50-50 chance of doing a
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Jim McBride

Managing Director and Head of
Structured Oil and Gas Finance, NA
(713) 221-2426
James.McBride@rbos.com

Phil Ballard

Senior Vice President

Structured Oil and Gas Finance, NA
(713) 221-2418
Phillip.Ballard@rbos.com

Adam Pettifer

Senior Vice President
Structured Midstream Finance, NA
(713) 221-2416
Adam.Pettifer@rbos.com

Robert E. Poirrier Jr.

Vice President

Structured Oil and Gas Finance, NA
(713) 221-2434
Robert.Poirrier@rbos.com
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600 Travis Street, Suite 6070, Houston, Texas 77002
Telephone: (713) 221-2400 Fax: (713) 221-2430
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Acquisition and exploration spending will provide
exploitation (development) opportunities for Centurion.

start-up without having an acquisition in hand, and an
80% or better chance if along the way, the right acqui-
sition could be teed up to coincide with a start-up,”
Weisser says.

“It was never our plan to find an acquisition prior to
funding,” Roberts says. “We're a G&G (geology and
geophysics)-oriented company and our business plan
calls for us to utilize that advantage to its fullest to gen-
erate both drilling and acquisition opportunities.
There’s simply no way to do that without a significant
capital expenditure and decent lead time.

“Catch 22: a private equity commitment based on
that business plan was the only way that business plan
could succeed. The Weisser Johnson team did a fantas-
tic job of putting us in a position to make that happen.”

That meant the strength of the management team
would be relied upon as the key selling point.

Weisser does not believe Centurion’s formula for
successfully finding start-up funding will be replicated
on a large scale.

“This is fairly unique,” Weisser says. “It was a spe-
cial combination of a team with a focus on the Gulf
Coast and financially advantageous access to an unusu-
ally large seismic database and seismic processing. |
don’t think they have necessarily broken the mold on
obtaining start-up financing.”

The sort of prospects Centurion will be going after
fall basically into three camps: properties currently
owned by companies without the capital to develop
them, properties that have yielded dry holes because
the previous owner was not able to properly identify
good drilling targets, or fields that are no longer rele-
vant to the portfolio of a larger company.

The company’s geographic focus will be along the
Gulf Coast, from Houston to New Orleans. It is looking
for properties with little production but significant
upside potential, and to be the operator. “We consider
operations critical to our success,” Roberts says.

Ayers arranged the deals with the seismic and seis-
mic-processing companies. He prepared a business plan

and showed it to two private-equity investors last sum-
mer. Both declined because of the exploration focus. At
this point, the company was just Ayers and Maddox. In
July 2003 they hired Weisser Johnson to help them find
capital.

Weisser Johnson introduced them to Roberts to add
more of the A&D element to the company. The firm
worked with the three partners to perfect their pitch,
which initially opened with the business plan, then the
financial model and the management team.

After a few pitches, that structure changed.

“We ended up emphasizing the partners’ credentials
first, the business plan second, and, ‘Oh by the way,
here’s our financial model,” Roberts says. “Private equi-
ty is more about people and track records. Once they
believe you can be successful, the door opens.”

They set out to raise $50 million, meeting with most
of the Houston-based private E&P equity funds. They
expected to be shown the door in 15 minutes or less by
most of these companies; instead, many found their con-
trarian business plan intriguing and often extended the
meeting. Ayers says, “They said the presentation looked
more like a market analysis than a standard pitch book.”

The capital providers were not that interested in see-
ing Centurion’s financial projections. They were more
interested in the people behind the company, he says.

In October 2003, Centurion and Weisser Johnson
went to New York with an updated pitch book and
spent four days visiting institutional investors. Three
asked Centurion back, including Yorktown.

Yorktown expressed an interest in funding the com-
pany, but was concerned Centurion’s efforts to grow
might conflict with the operations of some of its other
portfolio companies. So, Centurion management met
with those Yorktown portfolio companies, presented its
business plan and showed them how they could work
together. Those Yorktown companies ended up becom-
ing Centurion advocates.

“What could have been a very large negative, a deal-
breaker in fact, turned out to be something positive for
everyone involved,” Roberts says.

The exit strategy at this point is to build the company
into something attractive to a midsize or large independent.

In January, Yorktown sent its first term sheet to
Centurion. The company received its initial advance
March 2.

The Centurion founders have invested a significant
amount of their own capital in the new company. The
terms of Yorktown’s investment in Centurion are not
that much different from what a company with a pro-
ducing field would expect, Roberts says. And
Yorktown’s management has already indicated that the
initial commitment will likely only be the first round of
funding for the company.

“They told us they’d be happy if we spent $200 mil-
lion this year,” Roberts says. ll
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CAPITAL-SOURCING

One Stop

The firm through which you want to buy an important asset may also be able to help
you find financing. Here, two of these firms describe their services.

ARTICLE BY NISSA DARBONNE

at a great price—well, it’s a fair price to you,
when factoring in how strategic this asset is to
your portfolio.

Now, it’s time to secure financing. Don’t leave the
negotiating table yet. In some cases, the firm through
which you plan to buy the property can help find capi-
tal to finance this.

“We had clients in Midland a few years ago who
were buying out their partners and weren’t sure if they
wanted to sell or just refinance,” says Jim Benson, part-
ner and managing director of Dallas-based Energy
Spectrum, which provides both asset-divestment and
capital-arranging services, as well as management of
two private-equity funds—one midstream and one
E&P.

“We ran a parallel process. We had books out in
the market to sell it and books out in the market to
finance it.” The clients found their potential to be
greater via a refinancing rather than sale.

“We'll try to figure out the best financial alterna-
tive for our clients, and that means evaluating all of
the options. That is what is very unique about Energy
Spectrum: a lot of firms will either just finance it or

just sell it. We'll look at both.”

You’ve found the perfect producing property, and

“We ran a parallel process. We had books out
in the market to sell it and books out in the

market to finance it.”
—Jim Benson,
Energy Spectrum

Energy Spectrum’s partners have been in the
upstream-finance and property-divestment business
since 1987, originally with Reid Investments.

A newer provider of both services is Denver-based
Meagher Dunn Capital, founded by Matt Meagher,
president of asset-marketing firm Meagher Oil & Gas
Properties Inc., and Bill Dunn, formerly with regional
investment-banking firms First Albany, Stifel

Energy Spectrum’s principals are (clockwise from bot-
tom left) Jim Benson, Leland White, Sidney Tassin,
Tom Whitener and Jim Spann.

Nicolaus and Hanifen Imhoff.

Dunn’s first initial public offering deal was a $75-
million one in 1993 for St. Mary Land & Exploration.
“Today you need to raise $300- to $400 million to
really tap the IPO market,” he says. “There’s been a
shift within the public capital markets away from the
smaller transactions.”

Meanwhile, with the maturation of North
American basins, opportunities are getting smaller,
and small production companies are most likely to try
to exploit what's left. “We have this disconnect in the
marketplace—high rates of returns and opportunities
at the smaller end, and capital markets that are mov-
ing the opposite direction.”

And the consolidation among investment-banking
firms is taking financial services toward larger prizes,
he adds. “They have significant revenue targets to
meet. They can’t chase the smaller, $5- to $10-million
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private-placement deals and still meet their budgets.
We don’t have as many small investment-banking
shops chasing the smaller ideas as we did 10 years
ago.”

This is where Meagher and Dunn aim to carve a
niche—to provide financial services to this group of
producers. “Our primary focus is the sector of the mar-
ket that is underserved by Wall Street. It’s early but
I’m feeling very good about the concept.”

Doing this within an asset-divestment services firm
is a good fit, he adds.

Dunn was at Hanifen Imhoff when he met
Meagher. They co-managed a deal. “I was struck by
the depth and breadth of his contacts within the oil
and gas business and his market intelligence,” Dunn
says.

Meagher’s client base is smaller, high-growth com-
panies that are looking for assets to buy, and he is typ-
ically focused on the Rockies and Midcontinent. “He
is focused in areas that are less competitive in an
investment-banking perspective than the Gulf Coast.”

Meagher Dunn Capital can draw support services
from the Meagher Oil & Gas Properties staff. “I have
the ability to sit down with the engineering, land and
geology people here internally and review opportuni-
ties,” Dunn says. “They have a wealth of technical
intelligence that allows me to identify an opportunity.
[ am able to leverage their technical capabilities.”

With this pre-existing familiarity with the asset
and its potential, financings may get done faster. “I
can get in there and advise a client very quickly and
much more intelligently in what kind of financing
makes sense, and when 1 convey the opportunity to
the institutional market, I'm able to highlight the
value and underlying fundamentals of the project.”

And, the right financing may be won. “The client
shouldn’t waste a lot of time chasing a structure or

Some M&A Advisory Firms with a
Capital-Provider Component:

— Meagher Oil & Gas Properties/

Meagher Dunn Capital

— Energy Spectrum

— Petrie Parkman & Co.

— Energy Capital Solutions

— Wells Fargo Energy Advisors

— Growth Capital Partners

— Waterous & Co.

— Wellspring Partners

— Randall & Dewey Inc.

— Albrecht & Associates/Compass Bank

— Banc One Capital Markets

financing alternative that is not going to work, or that
at the end of the day is so different from what they
originally thought they were getting into that they
wish they had not gone down that path.”

Jim Benson and his partners—Tom Whitener and
Leland White—were at InterFirst Bank in the 1980s
and joined Ray Reid at Reid Investments. They spun
out Energy Spectrum in 1997 and, with Sidney Tassin
and Jim Spann, launched the midstream and upstream
private-equity funds.

“The client shouldnt waste a lot of time chasing a

structure or financing alternative that is not

going to work....”

—Bill Dunn,

Meagher Dunn Capital

Its business today is roughly 50-50 divestments and
private placements, ranging from $10- to $250 milion
in size and averaging some $60 million. It completes a
total of eight to 10 assignments of both types a year.

“We started out doing financing work for midsize
and small public and private companies. As that busi-
ness grew, we began doing divestiture activity as well.
Over the years, we've developed into a full-service
investment-banking firm.”

As a registered broker-dealer, the firm can do
underwriting but chooses to stick to private-place-
ment and M&A work. “We don’t just focus on prop-
erty sales, and we don’t just focus on financing. We
want to be there for several deals.”

Ben Davis, vice president, says, “I don’t know any
other group that truly does what we do on both sides
of the investment-banking coin, with the exception of
some of the larger investment-banking groups, and
that has the track record.”

Benson says, “If a client needs to do some financing
work, we will help on that; if they’re looking to sell,
we'll help on that too; or if they want to do both.

“The client deserves to understand what the
options are.”

The best structure around a property purchase may
not be a volumetric production payment (VPP) or
senior subordinated debt. “It may be a more creative
transaction with a different type of investor. Exploring
all of these creates a competitive process for the
financing, just as in a property sale.

“This isn’t a cookie-cutter business. It’s not ‘one
deal fits all.” You have to understand the players in the
marketplace and be able to fit the right peg in the
right hole.” H
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INTERNATIONAL FINANCE

Parlez-Vous Capital?

Funding for overseas projects can be challenging but several capital providers are

willing to back the right ventures.

ARTICLE BY JODI WETUSKI

prospects to grow their companies, but finding capi-

tal providers that are equally enthusiastic about
these international plans can seem daunting. Potential
sources of money for internationally minded indepen-
dents include private-equity providers, multilateral
agencies and farm-in partners. Each route presents its
own obstacles.

A new company, Dallas-based Kosmos Energy LLC,
has successfully tapped the private-equity markets this
year to fund its plans for exploration in West Africa.
Kosmos founders, Warburg Pincus and Blackstone
Capital Partners, the latter an affiliate of The
Blackstone Group, have made provisional commit-
ments of up to $300 million.

It is rare for a start-up focusing internationally to be
so well-funded. Many entrepreneurial teams from the
U.S., the U.K. and Australia that have set out to
explore internationally have been underfunded and
ended up not being able to land the big fish they catch,
says James C. Musselman, Kosmos chairman and chief
executive.

This deal is unique in a number of other ways as
well. It is Blackstone’s first upstream energy investment,
and Warburg Pincus’ first purely international deal.

What was it about Kosmos that inspired these pri-
vate-equity providers to stretch their boundaries? For
one, Kosmos has an excellent management team, sever-
al of whom could be CEOs in their own right, accord-
ing to Warburg Pincus decision-makers.

Musselman is a former Triton Energy chief execu-
tive, who led that company during its discovery of the
Ceiba Field in Equatorial Guinea. Triton was later sold
to Amerada Hess Corp.

Also on the Kosmos team are Brian Maxted, former-
ly senior vice president of global exploration and new
ventures at Amerada Hess and senior vice president of
exploration at Triton; W. Greg Dunlevy, formerly CEO
at Moncrief Oil International and senior vice president
and chief financial officer of Triton; Craig Glick, for-
merly senior vice president of business development at
Hunt Qil Co. and executive vice president, CFO and
general counsel at Gulf Canada Resources; Douglas G.
Manner, most recently CEO at Mission Energy and vice
president and chief operating officer at Gulf Canada
Resources; Paul Dailly, formerly exploration manager at
Amerada Hess and senior geologist at Triton; and

Increasingly, independents are turning to overseas

Kenny Goh, formerly senior geophysical advisor at
Amerada Hess and chief geophysicist at Triton.

Lending further credibility to Kosmos is an agree-
ment with Pioneer Natural Resources Co. to jointly
explore an area along the west coast of Africa from
Morocco through Angola, excluding Gabon where
Pioneer is currently active.

Under the agreement, Kosmos will show Pioneer
everything it generates, and Pioneer has the right to
participate with 50% interest. “This gives us arguably
$600 million to spend over the next several years—it
gives us the ability to walk into any ministry with confi-
dence and the ability to do what we say we’ll do,”
Musselman says.

Overseas assistance

Multilateral and bilateral agencies also can help inde-
pendents with international projects. However, money-
seekers need to keep in mind that these agencies are not
commercial banks, and different techniques are required
to navigate the system.

International law firm Chadbourne & Parke LLP has
created a niche practice in multilateral financing for
international E&P that is staffed with attorneys who
have worked for these agencies in the past.

“We understand how these agencies work,” says
Peter Fitzgerald, a Chadbourne & Parke attorney who
used to work for the Overseas Private Investment Corp.
(OPIC). “The culture of each is very, very
different... These are not banks.”

These agencies include the likes of OPIC, which
helps U.S. businesses invest overseas; The Export-
Import Bank of the United States (Ex-Im Bank), which
assists in financing the export of U.S. goods and services
to international markets; and the International Finance
Corp. (IFC), which promotes sustainable private sector
investment in developing countries as a way to reduce
poverty and improve people’s lives.

The top concerns of these agencies aren’t necessarily
financial. They are quite concerned with issues sur-
rounding the environment, worker rights, human rights
and corrupt practices. It's vital that they like you and
your project; throwing around a tough attitude just
won’t work with them, Fitzgerald says. Unlike some
bankers, the people who work at these agencies aren’t
too concerned about getting fired over a deal that goes

south, he added.
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At a recent energy conference in Houston, Rashmi
Nehra, senior investment insurance officer for OPIC,
talked about the requirements that her agency has for
projects.

OPIC does not want to displace the private financial
markets, if they are willing to back an investment.
What it does want is to facilitate new investment,
rather than existing projects; contribute to host-country
development, such as through job-creation, for exam-
ple; to back projects that are environmentally safe; to
support worker and human rights; and to make sure
that its investments do not result in negative U.S. eco-
nomic effects, such as a loss of U.S. jobs.

For energy projects, OPIC will make direct loans of
$100,000 to $10 million, and will do loan guarantees up
to $400 million. It will not fund exploration, it wants
an independent engineer to verify the reserves of a pro-
ject, and it requires at least 25% equity participation by
the U.S .sponsor.

No rush

W. Russell Scheirman, president of publicly held
Vaalco Energy Inc., Houston, has had experience deal-
ing with both private-equity providers and multilateral
agencies. When his company was looking for capital for
E&P activities in Gabon a few years ago, he found that
U.S. lending institutions were not very interested in
Gabon. And European banks, while interested in
Gabon, were wary about working with an American
company they did not know.

So in 2001, Vaalco went to the IFC, which had not
done a project in Gabon in a while, and it was interest-
ed in Vaalco. However, IFC did not want to take any
completion risk. That created a Catch-22 for Vaalco,
which needed money to get its project on production.

So, executives turned to the private bank Brown
Brothers Harriman, which was willing to back Vaalco
with the understanding that the IFC would step into
the project once the field was online.

Once Vaalco began production, the IFC came in
with a $10-million financing. It was an attractive deal,
in part, because of the political-risk insurance coverage
the IFC offers, Scheirman says.

The IFC is a bureaucratic organization, he adds. It
took 16 months after the first meeting for Vaalco to
receive funding. “They don’t get in a rush for any-
thing,” Scheirman says. Also, the IFC was adamant
about getting letters from the oil minister and financial
minister of Gabon in support of the project, which took
time to collect.

Another option for funding international projects
is, of course, to recruit farm-in partners. But shopping
around development prospects can be quite time-con-
suming and difficult.

William Divine, president of Concessions

International Inc., Houston, assists companies in find-
ing partners for projects around the world. “Companies
spend millions to get concessions, then can’t make the
project come together,” he says. “You may fall in love
with your deal, but will anybody else?”

Divine keeps a database of companies that are look-
ing for farm-in partners, and organizations that want to
invest in certain countries. Matches are never easy to
make, but the more contacts one has, the better.

“If you're a domestic company going international
and no one’s ever heard of you, you need to establish
relationships,” he said. H

—Jodi Wetuski

LOOK BEFORE YOU LEAP

Peter Fitzgerald, a Chadbourne & Parke attor-
ney who used to work at the Overseas Private
Investment Corp., offers this list of 10 points to
remember when seeking financing from multi-
lateral agencies for international projects.

1. Spend time getting to know the agencies.
Come to town and talk to people. Become
familiar with the culture of each agency.

2. Agencies attract two types of workers:
ambitious people, and those who are more
advanced in their careers and want to slow
down. The type of person who gets assigned
to your deal team greatly affects your project.

3. If you get a weak team, don’t despair.
Make sure you hire an outside lawyer with a
long history with the agency.

4. Avoid confrontation with agency folks.
You want them to like you and your project.

5. Use position papers if you're dealing
with an inexperienced lawyer or financier on
the other side of the table. Help them under-
stand your issues.

6. Go over the head of your deal team only
if you really must. Even then, do it sparingly.
You may win the battle but lose the war.

7. Don't try to negotiate any changes to
their forms.

8. Manage the loan-documentation process
intensely. Make up task lists each week, and
make sure you have a closing checklist.

9. Don’t go home when you’'re making
progress, especially if you've been lucky
enough to gather representatives from multi-
ple agencies in the same room.

10. Keep the number of agencies you're
working with to a minimum. If you can't keep
it to just one, have everyone agree to the
inter-creditor principals up front.
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CAPITAL SOURCES

Finance: A Directory

Although not exhaustive, the firms noted here are among known providers and/or arrangers of capital to the upstream
energy industry. They include commercial banks, investment banks, capital intermediaries and advisors, and private-capi-
tal sources. In some instances, commercial banks are listed once although they may have a non-regulated capital-provider

business as well.

AG Edwards Investment Banking
T. Frank Murphy

314-955-2371
Murphytf@agedwards.com

Altira Group
Dirk McDermott
303-592-5500

dmcdermott@altiragroup.com

American National Bank
Todd Berryman
303-394-5424
TBerryman@anbbank.com

Americrest Bank
Bob Holmes
405-945-8100

bholmes@acbmail.com

Ammonite Capital Partners
P. Richard Gessinger
203-966-1543
PRGI@Optionline.net

ANZ Investment Bank
Brian D. Knezeak
212-801-9139

bknezeak@anz.com

ARC Financial Corp.
Kevin Brown, 403-292-0680

ArcLight Capital Partners
Daniel Revers

617-531-6300

Banc One Capital Markets

E. Murphy Markham 1V
214-290-2290
Murphy_markham@bankone.com

Bank of America
John Norris
713-247-6575

john.norris@bankofamerica.com

Bank of Oklahoma
Michael M. Coats
918-588-6409
Mcoats@bokf.com

Bank of Scotland
Richard Butler
713-651-1870

Bank of Texas
Tim Merrell
214-987-8873
Tmerrell@bokf.com

Bank of Toyko Mitsubishi Ltd., The
Kelton Glasscock
713-655-3888

Barclays Capital
John Sullivan
212-309-0740

Black Rock Energy Capital Ltd.
Cathy Sliva

281-376-0111 x 301
csliva@blackenergy.com

BNP Paribas
Barton Schoest
713-982-1100

Calyon Securities (USA) Inc.
Dennis Petito
713-890-8601

Dennis.petito@clamericas.com

Carl H. Pforzheimer & Co.
Francis J. Reinhardt Jr.
212-223-6500

frank@chpco.com

CarlyleGroup/Riverstone Holdings
John Lancaster Jr.
212-993-0076

CIBC World Markets
Ronald Ormand
713-650-2552

Ron.ormand@us.cibc.com

Citigroup
M. Scott Van Bergh
212-816-0982

m.scott.vanbergh@citigroup.com

Citizens Bank
Charles Spradlin
903-984-8671
Llong@kilgore.net

C.K. Cooper & Co.
Alex Montano

949-477-9300

Comerica Bank
Mark Fuqua
214-969-6562

mark_fuqua@comerica.com

Community National Bank
Danny Campbell
432-685-8470
dcampbell@cnbtx.com

Compass Bank
Dorothy Marchand
713-968-8272

dorothy.marchand@compassbank.com

Concert Capital
Key Wyatt
713-336-7475

HERE'S THE MONEY: CAPITAL FORMATION 2004, OIL AND GAS INVESTOR

Constellation Energy Group
John Thompson

713-652-1260
john.thompson@constellation.com

Cornerstone Ventures LP
Hal Miller
713-952-0186

Cosco Capital Management
Cameron Smith
212-889-0206

Cos@coscocap.com

Credit Suisse First Boston
Steve Webster
713-890-1401

Dillard Anderson Group, The
Max Dillard
281-873-6100

Emerging Markets Finance Int’l
John H. Works Jr.
720-932-8866

EnCap Investments LP
Marty Phillips
713-659-6100

EnerVest Management Partners
James Vanderhider
713-659-3500

jvanderhider@enervest.net

Energy Capital Solutions
J. Russell Weinberg
214-219-8201

rweinberg@nrgcap.com

Energy Spectrum
James P. Benson
214-987-6103

jim.benson@energyspectrum.com

First Albany Capital
James Hansen
713-964-2634

jim.hansen@fac.com

First American Bank
Glen Davis
979-361-6229

FirstEnergy Capital Corp.
W. Brett Wilson
403-262-0600
Whwilson@firstenergy.com

First Reserve Corp.
Will Honeybourne
713-437-5113

whoneybourne@frcorp.com



Foundation Energy

Eddie Rhea

972-934-8385
erhea@foundationenergy.com

Friedman Billings Ramsey
Patrick Keeley
703-469-1221
Pkeeley@fbr.com

Frost Bank
Andrew A. Merryman
713-388-70255

Andy.merryman@frostbank.com

Galway Group LP
H.J. (Hal) Miller
713-952-0186
hmiller@galwaylp.com

GE Structured Finance
John Cleveland
303-824-6125
johnacleveland@ge.com

GE Capital
Mike DePriest
203-357-4391

mike.depriest@gecapital.com

GeosCapital LLC
Carl J. Tricoli
713-871-4496

Carl.tricoli@geoscapital.com
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Goldman Sachs
Chansoo Joung

713-276-3500

Goldman Sachs E&P Capital
Kurt A. Talbot
713- 658-2680

Greenbhill Capital Partners
V. Frank Pottow
212-389-1515
fpottow@greenhill-co.com

Growth Capital Partners
John MacNabb
281-445-6611

jmac@growth-capital.com

Guaranty Bank

Arthur R. “Buzz” Gralla Jr.
713-890-8865
Arthur.gralla@guarantygroup.com

Harris Nesbitt
Charles H. Prioleau
713-546-9791

Charlie.prioleau@nharrisnesbitt.com

Hibernia Southcoast Capital
Pierre Conner III
504-528-9174

pconner@sccc.com

Howard Weil
Bill Walker
504-582-2500

Jefferies & Co.
Todd A. Dittmann
713-658-1100
tdittman@jefco.com

Johnson, Rice & Co.
Gregory Minor
504-525-3767

JPMorgan Partners

Christopher C. Behrens
212-899-3650
christopher.behrens@jpmorganpart-
ners.com

Kayne Anderson Capital Advisors
Danny Weingeist
713-665-7351

Dweingeist@kayne.com

KeyBanc Capital Markets
Brian Akins
317-464-1581

bakins@keybanccm.com

Laredo National Bank
Delbert Pierson
713-967-7252

djpierson@Inb.com

Knowledge.
Experience.

Committed.

Meet the Energy Lending team at Sterling Bank.
Dan Steele, Scott Wilson and Melissa Bauman.

With a combined 50 years of experience in energy lending,
these professionals share the commitment to service that you
have come to expect from Sterling Bankers.

=Sterling Bank -

Member FDIC

Energy Lending Expertise with emphasis on

reserve-based transactions.

ENERGY LENDING OFFICE ® 2550 NorRTH Loor WEST, SUITE 100 ¢ 713-507-7206
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Lehman Brothers Inc.
Gregory Pipkin
713-236-3954
gpipkin@lehman.com

Lime Rock Partners
Jonathan Farber
203-293-2752
Jf@Irpartners.com

M1 Energy Capital Securities LLC
Rich Bernardy
713-652-3888

rbernardy@mecapital.com

Macquarie Energy Capital
Paul Beck
713-986-3600

paul.beck@macquarie.com

Meagher Dunn Capital
Bill Dunn
303-721-6354

bdunn@meagheroil.com

Merrill Lynch
Samuel Dodson
713-759-2500

Mitchell Energy Advisors
Michael W. Mitchell
469-916-7484

Mmitchell@mitchellenergypartners.com

Morgan Keegan
Kevin Andrews
713-840-3600

kevin.andrews@morgankeegan.com

Morgan Stanley
Michael Dickman
212-761-7236

michael.dickman@morganstanley.com

Municipal Energy
Michael J. Rosinski
713-888-3308

mike.rosinski@municipal.com

Natural Gas Partners
Kenneth A. Hersh
972-432-1440
Khersh@ngptrs.com

Parks Paton Hoepfl & Brown
W. Allen Parks

713-821-1331
Allen@parkshoepflco.com

Peters & Co. Ltd.
Michael Tims
403-261-4850

Petrie Parkman & Co.
Sylvia Barnes
713-650-3383

sharnes@ppchouston.com

Petrobridge Investments
Rob Lindermanis
713-490-3861
Robl@petrobridge.net

PetroCap Inc.
John Sears

214-871-71967

PetroGrowth Advisors
Grant Swartzwelder
972-432-1470

Grant@petrogrowth.com

Premier Capital Ltd.
J.W. Brown
214-273-7209

Prudential Capital Group
Randall Kob
214-720-6200

Quantum Energy Partners
S. Wil VanLoh ]Jr.
713-225-4800

swv@quantumep.com

Randall & Dewey Partners
David Bole

281-774-2023
dbole@randew.com

Capital

for the

Energy Industry

Project Equity + Mezzanine Debt

Monetization of Proved Producing Reserves

CARL J. TrRICOLI
PHN: 713.871.44906
CARLATRICOLI@GEOSCAF’ITALACOM

JEFF D. GUTKE
PHN:713.871.454 |
JEFF.GUTKE@GEOSCAPITAL.COM

KRISTEN N. MCDANIEL
PHN:713.871.4418
KRISTEN.MCDANIEL@GEOSCAPITAL.COM

GEOSCAPITAL

11451 KATY FREEWAY, SUITE 400 HousToN, TX 77079
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Raymond James & Associates
Allen Lassiter
214-720-1314

allen.lassiter@raymondjames.com

RBC/Royal Bank of Canada
Joe Cunningham

713-403-5600

Red Oak Capital Management
James M. Whipkey
281-493-4450 x 104
whipkey@redoakcap.com

Riverstone Holdings LLC
John Lancaster
212-993-0076

Rivington Capital Advisors
Scott Logan
303-225-0900

slogan@rivingtoncap.com

Royal Bank of Scotland
Jim McBride
713-221-2400

Sandefer Capital Partners
Jeff Sandefer
512-495-9925

jsandefer@sandefer.com

Sanders Morris Harris
Ric Saalwachter
713-220-5138

Sayer Securities Ltd.
Frank Sayers
403-266-6133

fsayer@sayersecurities.com

SCF Partners
Andrew Waite
713-227-7888

awaite@scfpartners.com

Scotia Capital
Mark A. Ammerman
713-759-3441

Mark_ammerman@scotiacapital.com

SG Capital Partners
212-278-5206

Soft Rock Investments
Roger Eustance
203-857-3440

rgeustance@hotmail.com

Sigmund Kane and Hatch
Paul Sigmund
713-782-1075
psigmund@skhinc.com

GALWAY GROUP Lp

INVESTMENT BANKERS & ENERGY CONSULTANTS

Mergers * Acquisitions * Divestitures
Corporate & Project Finance * Energy Consulting
Business Valuations * Fairness Opinions
Regulatory and Litigation Support

The firm’s principals have more than 100 years
of diverse energy-related experience
(upstream, midstream, and downstream) with
emphasis on project development,
both domestic and international.

(NASD affiliate: Cornerstone Ventures, L.P.)

Contact:

Hal Miller, Managing Director
William A. Smith, Managing Director
Robert G. Hardy, Managing Director
A. Wayne Perry, Managing Director

6363 Woodway, Suite 970
Houston, Texas 77057-1735
Tel: 713-952-:0186 Fax: 713-952-9861
www.galwaylp.com
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Simmons & Co. International
Matt Simmons
713-236-9999

msimmons@simmonsco-intl.com

Southwest Bank of Texas
Stephen Kennedy
713-235-8870
Skennedy@swbanktx.com

Stellar Energy Advisors
John McCallum
011-44 (0) 20 7493 1977

johnmccallum@stellarlimited.com

Sterling Bank

Daniel G. Steele
713-507-7206
Dan.Steele@banksterling.com

Stonington Corp.
Bill Foster
212-551-3550

wdf@wforster.com

TCW
Patrick Hickey
713-615-7413

QA Fi

w4 Compass Bank

ACQUISITION AND
DEVELOPMENT FINANCING

FOR THE

INDEPENDENT PRODUCER

HOUSTON OFFICE
MURRAY BRASSEUX
(713) 968-8271

DOROTHY MARCHAND
(713) 968-8272

DENVER OFFICE
JOHN FALBO
(303) 217-2227
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Texas Capital Bank
Terry Owen McCarter Jack S. Steinhauser
214-932-6716 303-840-2011

Terry.mccarter@texascapitalbank.com  jacksteinhauser@attbi.com

Upstream Energy Capital

U.S. Bank
Charles S. Searle
303-585-4209

charles.searle@usbank.com

Texas State Bank
Keri L. Herrin
713-561-0426
k.herrin@txstbk.com

Tristone Capital Inc.
George Gosbee
403-294-9541

ggosbee@tristonecapital.com

Vulcan Capital Management
Ford F. Graham
212-980-9520

fgraham@vulcancapital.com

UBS Warburg Wachovia Capital Markets

Bryon Dunn Bill Haskins

713-759-6996 713-346-2700
bill.haskins@wachovia.com

UF] Bank Ltd.

Lad Perenyi
713-654-9970

Union Bank NA
John Davis
405-782-4237

jdavis@ubokc.com

Warburg Pincus LLC
Jeffrey A. Harris
212-878-0638

jharris@warburgpincus.com

Washington Mutual
Gardner Cannon

713-543-3472

Waterous & Co.
Adam R. Waterous
403-261-4240

awaterous@waterous.com

Union Bank of California
Carl Stutzman
214-992-4200

Carl.stutzman@uboc.com

[iobrie

Irvestment Managemant LLC

Weisser, Johnson & Co.
Frank Weisser
713-659-4600

Fweisser@weisserjohnson.com

Wells Fargo

Tim Murray
713-319-1360
Murray@wellsfargo.com

Wells Fargo Energy Capital
Gary Milavec
713-319-1612

West Texas National Bank
Sid Smith
432-570-6688

Whitney Bank
Robert C. Stone
504-299-5034

rstone@whitneybank.com

Yorktown Partners LLC
Peter Leidel
212-575-2100
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PETROBRIDGE INVESTMENT MANAGEMENT, LLC
1600 SMITH STREET, SUITE 4250
HOUSTON, TEXAS 77002
713.490.3860 / 713.490.3867 FAX

“CAPITAL PROVIDERS TO THE E&P INDUSTRY”

MIKE KEENER
MKEENER@PETROBRIDGE.NET

JUSTIN TELTSCHIK
JTELTSCHIK@PETROBRIDGE.NET

ROB LINDERMANIS
ROBL@PETROBRIDGE.NET

WALT D. HAMILTON
WDHAMILTON@PETROBRIDGE.NET
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Energy. Means. Gapital.

Tim Merrell
Dallas
(214) 987-8873

Mickey Coats
Tulsa
(918) 588-6409

Doug Fuller
Oklahoma City
(405) 936-3744

Marty Wilson
Houston
(713) 289-5820

Tom Foncannon
Denver
(303) 534-9461

7\ BANK OF
=2 OKIAHOMA..:

As subsidiaries of BOK Financial Corp.,
we are the preeminent energy lenders
in the southwest (mid-continent) region.
With strong regional coverage and
extensive financial resources, Bank of
Oklahoma and Bank of Texas are the
natural choices to help you explore,

produce and market energy resources.

Call us. Our team is one of the most
experienced oil and gas teams in the
business. With more than $1.2 billion
in outstanding energy loans, we have
proven that we have the energy, the
means and the capital to be your

financial resource.

7~ BANK
=2 OF TEXAS..

Visit us at www.bok.com or www.bankoftexas.com

Member FDIC /Equal Opportunity Lender




Does your lawyer know his MCF
from his MMBTU?

Porter & Hedges. We speak ENERGY. We know the business.

@, PORTER & HEDGES, r.LPr.
$

85 lawyers strong in Houston
www.porterhedges.com



