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CAPITAL PROVIDER PROFILES

ith recent energy stock valuations not much to write home about, and interest rates still hovering near record lows, raising

capital in the public equity markets has been largely abandoned this year by producers and service providers. Instead,
these companies are focusing on debt financing—both public and private—and private equity transactions.

But where to turn for debt, or private equity, if one happens to be a small- or midcap independent or service company? And
just what type and level of debt or equity might be appropriate in the capital structure of an emerging or an already fast-growing
company? Also, with the exodus of the likes of Shell Capital from the mezzanine-financing arena—and a paucity of players
remaining that provide this sort of debt with an equity kicker—how selective is that source of capital now likely to be?

In this supplement, five very distinct providers of debt, private equity and mezzanine capital discuss not only the range and types
of energy financing their firms provide, but also the profiles of the companies they target, and their overall financing strategy.

Wells Fargo’s Tim Murray points out, for instance, that unlike many of the newer, consolidated commercial banks that have
gone up-market—and are now tying lending to investment-banking services—his is still a traditional lending institution, providing
reserve-based loans in the $1-million to $100-million range, and nonrecourse development and mezzanine financings between
$1- and $20 million. “As part of being a full-service financial partner, we also seek to help our clients manage risk.”

Weisser, Johnson & Co., an arranger of private equity, debt and mezzanine capital in the range of $15- to $50 million, cites
the current abundance of private equity capital for the energy industry, but the dirth of mezzanine-capital providers. Says Frank
Weisser, “The [mezzanine| providers now have more deals to choose from and are more selective than ever; this is where we can
help companies as an experienced advisor."

Aquila Capital, which primarily provides private debt capital in the $10- to $100-million range, brings to the table such forms of financ-
ing as mezzanine debt, credit facilities, volumetric production payments, and various forms of corporate and project equity. “We expect to
focus our efforts in the near term on development projects that cannot be financed with traditional bank debt,” says Aquilas Ken Wyatt.

Natural Gas Partners, an institutional money manager which makes private equity investments in the $10- to $60-million
range, targets not only producers with low-risk projects, but also oil-service companies, gas gatherers and other energy-related
companies. Natural Gas Partners’ particular strength lies in establishing relationships with relatively young companies, which
often means funding at the start-up stage, says NGPs Kenneth A. Hersh.

Scotia Capital recently created a nationwide U.S. energy team, expanding its commitment and focus to financing the industry.
U.S. team leader Mark Ammerman says, “Helping clients take advantage of business opportunities is our highest priority, whether
its M&A advisory services, equity or debt issuance, corporate lending or other capital markets products.”

At a time in the energy industry when consolidation within the financial community is creating a capital vacuum for many
small- to midcap producers and service companies, these five sources of debt, private equity and mezzanine funding offer access
to both start-up and growth capital that may loom in importance as opportunities in the asset-divestiture market heat up later this year.

—Brian A. Toal, Senior Financial Editor
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CORPORATE BACKGROUND

quila Capital Services, created in

1998, is a business unit of Aquila

Inc., an international energy and
risk management company that is No.
33 in the Fortune 100. Aquila Capital
provides capital to a wide range of cus-
tomers through highly structured finan-
cial transactions that serve as alternatives
to traditional financing and provide flex-
ible capital solutions to help asset own-
ers maximize acquisition and develop-
ment opportunities.

Since its inception, Aquila Capital
has provided capital products to 26
energy clients in more than 55 transac-
tions resulting in capital commitments
of more than $1 billion. Aquila Capital’s
commitment to customer service is evi-
denced by repeat business averaging
more than two transactions per client.
This client loyalty results from Aquila
Capitals ability to provide responsive
and innovative financing solutions
throughout the energy value chain.

INVESTMENT PROFILE

Aquila Capital primarily provides private
debt investments ranging from $10 mil-
lion to $100 million for the acquisition,
refinancing and/or development of proven
oil and gas reserves. Aquila Capital has
also expanded its business lines to include

coal, power and midstream projects. This
has further pushed the need to tailor
financial instruments to fit a broad spec-
trum of energy related projects.

Structuring alternatives typically
include traditional mezzanine debt,
credit facilities, volumetric production
payments, and various forms of corpo-
rate and project equity—including roy-
alty and net profits interests, and con-
vertible preferred equity in public com-
panies. Aquila Capital attempts to fit
the terms of transactions to the individ-
ual financial goals of the client.

In analyzing an oil and gas financing
request, Aquila Capital’s focus will be on
the experience of the management team,
Aquilas ability to market the physical
hydrocarbon volumes, the application of
price risk management techniques, and
the competency of reservoir engineering.

CLIENT PROFILE

Aquila Capital is focused on providing
innovative financial products to a high-
quality client base that fully understands
the risks and rewards inherent in the cycli-
cal energy industry. Our clients are usual-
ly leaders in a specific area, with front-end
operations and execution expertise, as well
as the necessary back-room support func-
tions to manage the business. Given the
cyclical nature of the industry, Aquila
Capital’ clients are generally opportunistic

Who helps you land the
capital when you need a
bigger hook? Aquila.

Approximately $1 billion committed since
September 1998
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GETTING STARTED

To tailor your financing needs to

your goals, Aquila must understand
the specific project and your long-term
plans. Tell us your story with the
following information:

Reservoir engineering report;
Business plan;

Management profile;

Project description;

Current financials;
Commodity detail (marketing
arrangements, transportation,
quality specifications;
delivery points; and access
to commodity.

in their acquisition strategy and are focus-
ed on building equity value using a pru-
dent amount of leverage. Geographically,
Aquila Capital is active in both the U.S.
(onshore and offshore) and in Canada.

CAPABILITIES

Aquila Capital has a strong transaction
team that listens to clients’ needs and
structures transactions that best meet
each party’s requirements. This is comple-
mented by a strong technical, due dili-
gence and administrative team to effec-
tively support transactions from initial
screening through post-deal manage-
ment. The team is comprised of in-house
staff with many years of reservoir engi-
neering and geological experience; strong
analytical support; due diligence manage-
ment with land, title and marketing
expertise; and experience in E&P opera-
tions and financial management.

In addition, Aquila Capital is affiliated
with one of the largest and most respon-
sive energy marketing and risk manage-
ment organizations in North America.

CORPORATE SPOTLIGHT

Oil and Gas Investor spoke with Ken
Wyatt, vice president of Aquila Capital,
about the services the firm offers.
Investor: Please explain Aquila Capital’s
overall business strategy.

Wyatt: The energy business is a complex
sector in which volatile commodity prices
lead to volatile capital availability. Because
there are opportunities at all points
throughout the cycle, it is our goal to nav-
igate through all stages of the cycle and
find the management teams who know
how to take advantage of these opportuni-
ties. Our track record of continual and
increasing capital commitments since our
inception in 1998 has demonstrated our
ability to do this.

Aquila Capital can provide stability in
accessing the capital markets, allowing
management teams to focus on opera-
tions in the field as well as the back office.
At Aquila Capital, we believe a lender
must develop a dynamic strategy using
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all available current information. We
understand that nothing goes exactly as
planned but recognize that those who
make decisive and timely corrections will
be the ones that succeed.

Investor: How does Aquila Capital differ
from others providing these capital services?
Wyatt: Before we set up this business
nearly four years ago, we spent a lot of
time evaluating our competitors’ track
record. We also paid careful attention to
emerging market dynamics. We decid-
ed that if we were going to be success-
ful, we had to create a fast, responsive
process without compromising risk
controls.

We are also committed to finding the
simplest structure that accomplishes all
the goals of the client and Aquila Capital.
We avoid complexity: it slows down the
process, runs up legal costs and leads to
misunderstandings. We also avoid last-
minute surprises in the final deal struc-
turing. Due diligence nearly always turns
up surprises. At Aquila Capital, we let
the client help shape how those changes
affect the financing structure.

Also, we do not have an E&P compa-
ny in our corporation that could present
either a conflict or distraction. However,
we have highly experienced professionals
with significant E&P experience.

Back, [-r: Mike Fiuzat, Tony Schnur and Rick Adams. Front, l-r: Tim Lindvall, Ken Wyatt
and John Howard.

Investor: What changes do you foresee for
Aquila Capital or the capital markets for
the remainder of 2002?

Wyatt: The market for the issuance of
corporate equity is likely to stay dor-
mant as long as interest rates stay at
current levels, and producers will con-
tinue to focus on restructuring debt
until rates begin to rise. We expect to
focus our efforts in the near term on
development projects that cannot be
financed through traditional bank debt.
As interest rates move back up and
bank debt becomes more expensive, we

expect to see an increase in acquisition
activity and financing.

We expect the resurgence of the
mergers and acquisitions market but see
it as unlikely to gain much strength dur-
ing the remainder of 2002. The exception
to this will be a couple of large packages
up for sale from a few major companies
who are high-grading their assets. Until
such a resurgence, capital markets are
expected to focus on general corporate
debt restructuring with a few market-
makers pushing the envelope through
increased developmental funding.

CONTACT INFORMATION PERSONNEL
Aquila Energy Capital Corp. Ken Wyatt
it T8y Lapt P 303-892-5659 Denver
2 Houston Center 713-336-7475 Houston
909 Fannin Street, Suite 1850 kwyatt@utilicorp.com
Houston, TX 77010-1007 Mk Adams
713-336-7400 rick.adams@agquila.com
Fax: 713-336-7404 Tim Lindvall
713-336-7466
tim.lindvall@aquila.
Dominion Plaza Jl;; érrlel:ﬁqeraqw eom
600 17th Street, Suite 2100 S. 816-527-1047
Denver. CO 80202 jay.brehmer@agquila.com
’ Tony Schnur
303-892-5659 713-336-7437
Fax: 303-534-7917 anthony.schnur@agquila.com
Jeff Gutke
713-336-7379
Jjeff.gutke@aquila.com
John Howard
713-336-7463
john.howard@aquila.com
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NATURAL GAS PARTNERS

CORPORATE BACKGROUND

atural Gas Partners is a private
equity investment firm focused
exclusively on providing growth
capital to energy companies. Senior
management has worked together since
NGP5s formation in 1988, providing the
continuity and depth of experience need-
ed in an effective financial partner. The
firm is owned solely by its principals.
NGP5s investment record displays
unrivaled maturity and depth. More than
$780 million has been invested in 51 enti-
ties since inception. Among these invest-
ments, 33 have been fully realized through
outright sales, mergers or other forms of
exit. Of the 18 companies currently in its
portfolio, six are operated by people with
whom NGP has invested in the past.
The firm focuses on building lasting
investment relationships with skillful
management teams. NGP is particularly
adept at identifying and investing with
relatively young companies, which often
means funding them at the start-up stage.
NGP likes to invest between $5 million
and $60 million in its portfolio companies.
Smaller investments are considered when
the potential for meaningful incremental
investments exists. More than 70% of
NGP’s capital is invested with com-
panies that acquire and exploit produc-
ing oil and gas properties. In addition,
NGP actively seeks to invest in the oil-
field service, gas gathering, power
generation and other energy-related fields.

INVESTMENT PROFILE

The character and skills of NGP5 portfolio
company “owner-managers” form the
keystone for each investment. NGP often
finds owner-manager teams in small, pri-
vate companies, but it also has teamed
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:
m  Invest much of their liquid net worth
in the enterprise;
m  Devote all of their efforts to increasing
the equity value of a single enterprise;

CP4

= Demonstrate a unique
and sustainable flow of
transaction opportuni-
ties; and
= Buy or sell opportunis-
tically as business
conditions fluctuate.
Where these traits are
in place, NGP is able to
achieve its primary goal
of aligning interests of
operators with investors.
The financial commit-
ment made by the owner-manager team
is usually invested in the same security
purchased by NGP. Success in building
value is recognized chiefly by manage-
ments participation in company stock
options.

L-R, David Albin, John Foster and Kenneth Hersh.

INITIAL RELATIONSHIP

Not all capital is created equally NGP
believes entrepreneurs should consider
not only the terms under which they
raise capital but also the relationship they
expect to form with their capital provider.

2001-02 INVESTMENTS

May 2002

April 2002

March 2002

February 2002

September 2001

August 2001

July 2001

May 2001

March 2001

January 2001

Start-up of Craton Energy Corp. (Houston) with a $15MM
equity commitment for oil and gas property acquisitions

in north Louisiana and east Texas.

($10.2MM investment in Anderson Energy Ltd. (Calgary)

for 0&G property acquisitions in western Canada.

Start-up of White Oak Holdings Corp. (Houston) with a
$10MM equity investment to facilitate a $20MM Gulf Coast
0&G property acquisition.

Start-up of Grid Resources Ltd. (Calgary) with a C$1IMM
investment for 0&G property acquisitions in western Canada.
Start-up of Northern Crown Resources Ltd. (Calgary) with a
C$1.5MM investment to facilitate a C$2MM 0&G property
acquisition in western Canada.

Start-up of Action Energy Inc. (Calgary) with management
from Action Energy Corp., a successful prior NGP company.
Provided C$2.5MM for 0&G property acquisitions in western
Canada.

Start-up of Rising Star Holdings Corp. (Dallas) with a $25MM
equity commitment for 0&G property acquisitions in Texas
and the Midcontinent.

Start-up of NGP Power Corp. (Irving, Texas) with a $15MM
equity commitment for development of power projects.
Start-up of Classic Petroleum Inc. (Dallas) with management
from Classic Resources Inc., a successful prior NGP company.
Provided a $16MM equity commitment for 0&G property
acquisitions in east Texas.

Start-up of Trioco Resources Inc. (Calgary) with management
from EBOC Energy Ltd., a successful prior NGP company.
Provided a C$15MM investment to facilitate a purchase

of 0&G properties in western Canada.
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L-R, Billy Quinn, John Weinzierl and Dick Covington.

Often, the differences are identifiable
upon the initial introduction. With NGP,
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 teams
technical and transactional skills.

With its sharp focus on the people
involved, NGP5 decision process is straight-
forward and can lead to the crafting of an
investment proposal within a week or two.
The structure usually involves the purchase
of common stock. NGP realizes that
common equity provides the most financial
flexibility in the early stages of a business.
This is especially important given the
unpredictability of commodity prices.

AFTER CLOSING

NGP provides significant assistance to its
family of portfolio companies, using
both its financial and industry network
to enhance the ability to succeed. NGP’s
sponsorship results in more flexible
terms, faster executions and larger
commitments from third-party follow-on
capital sources, providing meaningful

advantages over companies oper-
ating on their own.

NGP participates actively on
the board of directors, preferring
to entrust the day-to-day operat-
ing issues to its owner-managers.
NGP understands that the cycli-
cal nature of the energy business
is inescapable. It views industry
downturns as a positive condition
that creates attractive acquisition
Or expansion opportunities.
It also sees industry upturns,
while enjoyable, as providing potential
selling windows for specific assets or
entire companies.

The viability of NGP5s approach is
measurable in the high number of its cur-
rent owner-managers who are running
their second or third company to be
backed by NGP. By focusing on getting into
and then staying in business with the best
people, NGP has created a unique invest-
ment franchise for the benefit of both its
investors and its portfolio companies.

CORPORATE SPOTLIGHT

Oil and Gas Investor Investor spoke to
Kenneth Hersh and David Albin, manag-
ing partners of Natural Gas Partners.
Investor: Please explain your firm’s overall
investment strategy.

Albin: We apply a leveraged build-up
strategy that is used by many private equity
firms. It works well in deal-driven
industries like ours and generates
returns that do not depend on catching
commodity prices just right. We particu-
larly like the results we can achieve in

the acquisition and exploitation business.
Hersh: The risks that are unique to the
energy industry are all overshadowed by
the bigger risk of investing in the wrong
people. When compared to finding the
right people, finding good assets is easy!
Investor: How does your firm differ from
others that provide these types of invest-
ment services?

Hersh: There has been a lot of change
among private energy investors in the last
year. Some are out of business, new play-
ers are trying to get involved, and others
changed their investment style. Choosing
a capital provider that lacks durability, is
inexperienced or is changing its spots can
lead to unexpected headaches. NGP is
owned by its principals and we have
invested in private equity for more than 13
years. Our strategy allows us to be a con-
stant source of capital for the industry no
matter what oil and gas prices are doing.
Albin: Private equity firms differ in the
way they participate on the board, provide
in-depth proprietary research or help with
executing hedging strategies. We try to be
hands-on with the highest degree of
integrity, building up a trusting, two-way
relationship. Thats easy for us to say, so
anyone seeking capital needs to do their
own due diligence on NGP as much as
we're doing it on them.

We openly recommend contacting the
portfolio companies of each equity provider
they are considering. When this is done,
NGP competes very effectively We are
proud of our active partnerships with our
portfolio companies, the value that we
add, and the repeat investments we have
done with several management teams.

CONTACT INFORMATION

Irving, Texas

Kenneth A. Hersh, Managing Partner
khersh@ngptrs.com

Richard L. Covington, Managing Director
rcovington@ngptrs.com

William J. Quinn, Managing Director
bquinn@ngptrs.com

John A. Weinzierl, Principal
jweinzierl@ngptrs.com

125 E. John Carpenter Freeway, Ste. 600
Irving, Texas 75062

972-432-1440

Fax: 972-432-1441
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Santa Fe, New Mexico

David R. Albin, Managing Partner
dalbin@ngptrs.com

100 North Guadalupe, Ste. 205
Santa Fe, N.M. 87501
505-983-8400

Fax: 505-983-8120

Greenwich, Connecticut

John S. Foster, Managing Director
Jjfoster@ngptrs.com

500 West Putnam Ave., Fourth Floor
Greenwich, Conn. 06830
203-629-2440

Fax: 203-629-3334
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@& Scotia Capital

CORPORATE BACKGROUND

Scotia Capitals recent creation of

a nationwide U.S. energy team

demonstrates its expanded com-
mitment and focus to financing the indus-
try. Scotia Capitals energy group, which
has provided up to $8 billion in loans to
North American companies, has expanded
its U.S. team and reorganized its corporate
structure to make an even greater commit-
ment and focus to the energy industry,
largely by concentrating resources to
address the financing needs of U.S.-based
companies. For oil and gas exploration
and production companies, Scotia Capital
is consistently a top provider of debt and
lending services, and now will be concen-
trating its efforts to expand its presence in
related investment products, advisory serv-
ices and international services leveraging
its position as Canadas most international
bank. “We are lenders first and foremost,”
says Mark Ammerman, managing director
and industry head of energy in the U.S.

Scotia Capital previously focused on
up to 20 different industries. Now, with a
recent U.S. reorganization, it has narrowed
its business focus to eight industries, with
energy and power being two of the largest.
“Since we are organized around core
industry groups, and have a nationwide
mandate, our industry specialists can work
closely with our product professionals,
ensuring that we develop customized
solutions for a company’s needs to assist
in providing a competitive advantage,”
Ammerman says.

Scotia Capital has maintained an
energy lending office in Houston since
1962, serving a four-state oil-producing
region. It has historically focused on inde-
pendent producers, pipelines and special-
ty chemical companies, with an emphasis
on bank lending. In the past three years,
however, this emphasis has been rede-
fined with services added or augmented.
For example, merger and acquisition
advisory services, corporate bond place-
ment, foreign exchange, and interest-rate
risk management services are all tied-in to
Scotia Capitals product offerings.

CP6

To better coordinate its product mix
and services, Scotia Capital has expanded
the jurisdiction of its Houston-based
office to cover the entire U.S., and beefed
up the staffing by four additional officers,
including one with capabilities in Spanish
and Portuguese. Now its U.S.-based team
operates parallel to its Canadian counter-
part, headed by managing director Mike
Jackson, and a new London-based energy
team headed by former JPMorgan Chase
banker Guy Spaull, now managing direc-
tor in London. Requests for capital, origi-
nated in the U.S., Canada or Europe, can
be screened, customized and processed
by a team of industry experts located in
each respective market.

The U.S. energy team has eight man-
aging directors and directors in Houston,
each averaging more than 10 years of
industry experience. Ammerman has 18
years experience in banking and two in
investment banking, providing capital
and M&A advisory services for independ-
ent E&P oilfield service and diversified
energy companies. A recent addition, Jim
Allred, managing director and team leader
for the oil and gas producers segment, has
14 years in oil and gas and oil-services
financing. Joe Lattanzi, well known in the
energy market, leads the team covering
refining and specialty chemicals and also
oversees the groups efforts in energy-
related project finance.

E&P FINANCING

Scotia Capitals roster of existing U.S.
energy client relationships includes more
than 85 companies. Its energy lending
covers four segments: E&P companies;
gas transmission, pipelines and master
limited partnerships; refining and petro-
chemicals; and oilfield services. The U.S.
team covers more segments than does the
Canadian team that limits itself to financ-
ing pipelines and E&P

The firms energy-industry commit-
ments are generally equally divided among
investment and non-investment grade
borrowers and evenly distributed among
industry segments, but Ammerman
expects that with the expansion of the

US. team, oil and gas producers will
become the largest. Scotia Capital is making
an increased commitment to the E&P
sector at a time when some lending insti-
tutions are shying away from the industry,
Ammerman says, or their commitments
have remained stagnant. The E&P segment
will be a growth area for Scotia Capital,
which will form the “bedrock” for the
U.S. team.

While Scotia Capital has provided
capital for several high-profile projects,
its client base generally is the junior and
midsize independents. “We always have
focused on the $25 million to $50 million
loan size as our bread and butter,”
Ammerman says.

In 17 years of energy financing, the
company has no upstream E&P loan losses.
Maintaining that record will require disci-
pline, diligence and relationship building,
Ammerman says, as it does no party any
good to provide capital to parties that can't
meet terms, when the oil and gas indus-
try—characterized by price cycles—
encounters a dip. “I learned my under-
writing skills under some of the best
bankers around at First City in the 1980s,
and we didn't lose any money during the
1986 downturn.”

TRANSACTIONS

Scotia Capital provides senior debt, corpo-
rate and high-yield bond capability, project
finance and crossborder advisory:. Its lending
culture emphasizes highly structured and
customized solutions. It looks for deals of a
minimum of $15 million to $20 million,
unless a smaller project has a larger upside
potential for additional development.

Scotia Capital combines the strength
of a global investment firm with that of a
large international bank to service its
clientele. “Helping clients take advantage
of business opportunities is our highest
priority, whether its M&A advisory services,
equity or debt issuance, corporate lending
or other capital markets products,”
Ammerman says.

Scotia Capital employs a relationship-
driven philosophy stressing, consistency,
continuity, credit culture and capital struc-
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Mark Ammerman

Mike Jackson

ture solutions. “Scotia Capitals integrated
structure and client focused approach
means we are now able to offer greater
opportunity to U.S. clients, as well as to
Canadian companies, including crossborder
opportunities,” Ammerman says.

Scotia Capital’s three-fold approach is
to offer an array of products, industry
knowledge, and relationships. “Our corpo-
rate and investment-banking professionals
work closely with corporate clients to
structure the debt or equity package that

is right for the borrower,” he says. “In the
U.S. alone, it has provided advisory services
for U.S/Canadian crossborder deals, with
transactional value totaling more than
$5 billion.”

Debt and lending services include a
wide range of debt products, such as:
acquisition financing, public and private
debt issuance, securitizations, structures
leases and financings, commercial paper
and related liquidity credit back-up, oil and
gas reserve-based loans, project financing,
high-yield issuance, and bank credit for
general corporate purposes. Corporate
Banking is responsible for all credit-
related activities. These responsibilities
include identifying opportunities, structur-
ing of appropriate solutions, managing the
credit process, and negotiating the credit
documentation.

“For both debt and equity products, we
have a strong syndication and distribution
capability and have recently acquired some
well-known players from other major
banks, underscoring our ability to ensure
efficient syndication and placement,”
Ammerman says. For corporate finance
and distribution, Scotia Capital utilizes a
fully integrated deal team approach to
syndication, in which the entire deal
team is involved in each phase of the
transaction. The emphasis is on under-
standing and effectively communicating
the issuer’s story.

Scotia Capital provides a range of M&A
services including takeover, divestiture,
restructuring, reserves valuation, and
related services. The Houston- and Canada-
based teams work closely to provide
services related to crossborder acquisitions.
When a transaction occurs, the company
is a major underwriter of debt and equity
securities for Canadian issuers.

THE FirM’S HISTORY

Scotia Capitals history dates back to
1832—the year its parent company,
The Bank of Nova Scotia, was founded.
For the duration of that century and
throughout the next, bank branches
expanded across Canada, into the U.S.
and overseas. In addition to its growing
retail services, The Bank of Nova Scotia
began providing corporate banking
services from its New York offices in the
early 1980s. By 1983, in response to
increasing client demand, corporate-
banking services were offered in other
U.S. cities and Canada. In 1987, The Bank
of Nova Scotia acquired McLeod Young
Weir, later renamed ScotiaMcleod Inc., a
leading Toronto brokerage company.

In November 1995, ScotiaMcLeod
was formally integrated with the capital
markets business of The Bank of Nova
Scotia, under the marketing banner
Scotia Capital Markets. On Nov. 1, 1999,
The Bank of Nova Scotia combined the
strength of both its Corporate Banking
and Scotia Capital Markets divisions,
integrating them under the name Scotia
Capital.

The Bank of Nova Scotia has more
than $50 billion in commitments to U.S.
borrowers and over 250 energy relation-
ships worldwide. Scotia Capital utilizes a
team of four petroleum engineers, which
assesses the lending value of all reserves
associated with The Bank of Nova Scotia’s
worldwide energy-lending business.
“Scotia Capital, and its predecessors,
have long had a huge exposure to the
energy industry, and under the recent
expansion of its U.S. energy office is
poised to take advantage of the compa-
nys heritage, resource base, and experi-
ence,” Ammerman says.

CONTACT INFORMATION

uU.S.

Mark Ammerman

713-759-3441
Mark_Ammerman@scotiacapital.com

Canada

Mike Jackson

403-298-4096
Mike_Jackson@scotiacapital.com
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U.K., Europe and Africa
Guy Spaull
011-44-0-202-7826-5804
Guy_Spaull@scotiacapital.com

® Scotia Capital
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WEISSER, JOHNSON & CO.

CORPORATE BACKGROUND

eisser, Johnson & Co. is a lead-
ing investment banking advisor
to oil and gas companies and
other energy companies on private equity
and mezzanine financing, and assists in
property sales and merger transactions.
Since its founding in 1991, the firm has
arranged numerous financings, mergers,
and asset sales ranging in size from sever-
al million dollars to more than $400 mil-
lion. To date, the firm has completed more
than $600 million of A&D transactions.
The two co-founders offer clients
experience in energy investment banking,
spanning a combined 50 years, 30 of them
on Wall Street. Prior to forming Weisser
Johnson, they had successful careers with
top firms: Goldman Sachs, Merrill Lynch,
Morgan Stanley and Bear Stearns.
Additional firm professionals have oil
industry, petroleum engineering and ener-

gy consulting backgrounds. The firm has
successfully completed transactions with
clients spanning the spectrum from early-
stage private companies to large public
companies in the upstream, midstream
and service sectors.

PRIVATE FINANCINGS

Private financings—equity, debt or mezza-
nine—provide energy companies with a
sophisticated, flexible and customized
source of capital. Structures can be tailored
to fit the clients specific timing, cash flow
and risk level. Many investors are looking
for long-term relationships where they can
invest capital over several years.

Weisser Johnson has raised more than
$250 million for growing energy compa-
nies. Financings are typically between $15
million and $50 million, but the firm has
completed larger transactions.

The firm helps clients assess valuation
and a financial investors likely perception

EXAMPLES OF DEALS
Osprey Petroleum

$40MM mezzanine (debt with royalty) for offshore

exploration and development.

Tipperary

$17MM mezzanine for development of Australian

coal-seam gas project.

Antara Resources

Sale of substantially all of the company’s assets,

in Colorado and on Gulf Coast.

Benz Energy

$30MM mezzanine for refinancing and

development drilling.

Xplor Energy

$25MM convertible preferred to repay bridge loan

and fund exploration; $60MM preferred stock
and warrants to fund exploration.

Vessels Energy

Sold assets in Colorado and Wyoming in two

transactions for $28MM.

South Coast
Exploration

Arranged sale of common stock and established an LP
to fund exploration. Advised company on its stock

merger with Araxas to form Xplor Energy.

Magnum Hunter

$10MM of convertible preferred stock to fund

acquisitions and exploitation.

Natural Gas
Clearinghouse

Costilla Petroleum

$120MM sale of majority interest.

$10MM preferred and common equity for acquisition

and drilling prior to IPO.

United Gas Pipe Line

Republic Gas
Partners

CP8

$400MM+ sale to Koch Industries.
$20MM private debt placement for the acquisition
of Mid Louisiana Gas.

of risk profile and of a business strategy’s
strengths and weaknesses. Weisser Johnson
then advises a client on the financing
approaches most likely to bring success,
and helps to package and present their
story in a way that will attract the greatest
interest from the investment community.
The goal is to bring multiple investors to
the table to receive maximum value and to
choose a financial partner that best fits the
clients needs. Focused targeting and opti-
mal presentation are more important than
ever in the current environment where
some of the sources of financing in past
years are 1o longer active.

CLIENT PROFILE

A&D (acquisition and divestiture) clients
are private and public energy companies of
all sizes seeking to grow and/or optimize
their asset portfolios. Financing clients are
often (but not always) small to midsize
independents and other energy companies
seeking capital to fund accelerated growth,
focused on specific niches of expertise.

Equity investors usually expect a rate
of return of at least 25% to 30% and focus
on finding a management team with a
demonstrable record of success in making
money with a strategy similar to the pro-
posed business plan.

Mezzanine investors concentrate on
drilling projects and acquisitions with
high-quality development and exploitation
opportunities, often with some existing
production, where they have little risk of
losing their capital and a good chance
of earning a return in the neighborhood
of 20%.

MOHAJIR A&D ALLIANCE

Weisser Johnson has established a strategic
alliance with petroleum engineering firm
Mohajir Engineering Group to offer sale
and divestiture clients a unique blend of
investment banking expertise combined
with engineering, geological and geophys-
ical skills. Traditionally, A&D advisory
firms have been either engineering-driven
or investment banking-driven. By teaming
with Mohajir, Weisser Johnson offers the
best of both of these worlds.
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Mohajir brings a uniquely appealing
tool to the A&D alliance: the Mohajir
Virtual Office (MVO). This web-based
service, which Mohajir has offered since
1994, provides a controlled access display
of the full spectrum of information con-
cerning a set of properties on the Internet,
from a descriptive memorandum to reserve
reports, maps, logs, seismic images, and
well files.

In addition, the MVO allows for online
reserve reporting and data transfer
between the client, Mohajir and approved
buyers. The MVO can save both time and
money, as it replaces overnight shipping of
data to multiple parties and permits
immediate distribution of revisions of
data. It can also allow prospective buyers
to quickly review the data most important
to them while retaining access to all the
remaining data when they need it. The
result is more attention and interest from
buyers who are too short on time to review
massive piles of paper-based information.

CORPORATE SPOTLIGHT

Oil and Gas Investor editors spoke to Scott
Johnson and Frank Weisser about the firm
and its services.
Investor: What recent trends have you seen
in the mezzanine financing market?
Johnson: Some of the most active
providers of mezzanine financing for
development drilling and acquisitions
have withdrawn, including Shell Capital
and TCW, whose mezzanine fund is fully
invested. Enron Capital & Trade is no
longer active, and some other firms have
pulled back due to after-effects of the
Enron bankruptcy:.

There remains a number of suppliers

From the left, David Taylor, Scott Johnson, Frank Weisser and Lynn Bass.

of mezzanine capital, but they now have
more deals to choose from and are more
selective than ever. This increases the
importance of making the best possible
first impression and of making a clear and
concise presentation that covers all of the
key points that interest them. We think
that in this environment, we can be espe-
clally effective in our role as an experi-
enced advisor who can help companies
improve their chances of success.
Investor: What’s happening in private equity
financing?

Weisser: Private equity investors have
reacted to the roller-coaster of commodity
prices differently from public market
investors. Through the high gas price envi-
ronment of 2000-01, private investors
held back, believing that there was too
great a risk of falling commodity prices
destroying investment values. In early
2002, with lower gas prices, private
investors were eager to find attractive
opportunities.

Until oil and gas prices reach levels
that once again are viewed as unsustain-
able, we think private investors will active-
ly continue to seek managements with

strong value creation records that they can
back. As always, the trick will be getting
the investor and the company to agree on
valuation, but that is where our experience
and leading position as an advisor on pri-
vate equity deals comes in handy.
Investor: Where is the A&D market going?
Johnson: For some time, many in the
industry have expected a flood of proper-
ty sales, partly as a result of some of the
megamergers. We had thought the decline
in commodity prices in late 2001 might
encourage more sales of properties which
are viewed as noncore or marginal by the
larger companies. As a result of the quick
rebound in commodity prices, that flood
may be somewhat delayed and moderated,
but we still expect an increase in activity.

Sellers should view this as an attractive
time to market nonstrategic properties.
Working jointly with Mohajir, we are well
qualified to assist companies in evaluating
and presenting the potential of their prop-
erties, or to evaluate and pursue merger
and other strategic and financial alterna-
tives. We are also well positioned to evalu-
ate the financial capability of the buyer or
merger partner.

CONTACT INFORMATION PERSONNEL

Weisser Johnson & Co. Frank M. Weisser

1 Houston Center fweisser@weisserjohnson.com

1221 McKinney, Suite 3175 Scott W. Johnson

Houston. Texas 77010 sjohnson@weisserjohnson.com

, . o

713-659-4600 David R. Taylor w

Fax: 713-659-6020 I(f/tIayLlor@\geisserjohnson.com Jgﬁg:;n
. Lynn Bass

Web: Weisser]Johnson.com lbass@weisserjohnson.com
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CORPORATE BACKGROUND

ells Fargo is celebrating its 150-

year anniversary in 2002. The

fifth largest U.S. bank, with
more than $300 billion in assets, Wells
Fargo is headquartered in San Francisco
and has more than 5,000 banking
locations in 23 states.

Wells Fargo has been serving the
energy industry for more than 30 years,
employing over 50 representatives in
Houston, Dallas, Midland and Denver.
The energy portfolio includes almost
$4 billion of commitments, approximately
half to the E&P sector, with the balance
in the oil-service and other sectors.
In addition to traditional senior credit
facilities, Wells Fargo provides asset-
based and equipment financing, leases,
development/mezzanine loans and equity
to energy industry clients. Wells Fargo
Energy Capital has been active over five
years providing development financing
and nonrecourse loans to assist clients
in exploiting their proved undeveloped
reserves.

Further demonstrating Wells Fargo’s
commitment to the energy sector, Wells
Fargo Energy Advisors was formed in
2001 to complement Wells Fargos ener-
gy banking franchise. Wells Fargo Energy
Advisors provides focused, high-quality
advisory and divestment services to the
oil and gas industry. Since its inception,
Energy Advisors have been engaged on
15 assignments involving firms such as
Burlington Resources, Pure Resources,

3Tec Energy, EnerVest and St. Mary Land
& Exploration.

Tim Murray, an 18-year veteran of
Wells Fargo, manages the Energy Group.
Murray earned degrees in chemical
engineering and an MBA and has two
years of refining and six years of petroleum
engineering experience with major
oil companies before joining Wells
Fargo. The technical background and
$10-million loan approval authority
enables Murray to quickly assess and
respond to middle-market opportunities,
a primary focus of Wells Fargo.

LENDING PROFILE

For reserve-based loans, Wells Fargo
extends commitments ranging from $1
million to more than $100 million. For
smaller independents, the bank provides
loans, treasury and investment manage-
ment, advisory services, and acquisition
and divestiture (A&D) opportunities to
help the client grow. Wells Fargo seeks to
underwrite and arrange syndicated credit
facilities or play a significant role in
syndicated credits for larger independents.

Wells Fargo Energy Capital provides
development financing for established
independents with a well-defined
development program. Development and
mezzanine financings range in size from
$1 million to $20 million dollars. Typical
development loan structures include a
higher degree of performance monitoring,
requirement to hedge the commodity
price risk, and an equity participation
feature (ORRI or NPI).

In the oilfield-service and equipment
segment, Wells Fargo is one of the most
active lenders and a leading provider of
purchasing card and treasury management
services. The banks dedicated oilfield-
service group provides financial services
to large publicly traded as well as private
companies, across all segments of
the industry. Wells Fargo extends
commitments from $10 million to more
than $50 million. The bank generally
leads or plays a significant role in most of
the credit facilities in which it participates.

CLIENT PROFILE

In the E&P sector, Wells Fargo caters to
the small to medium-sized independents
that are focused on domestic activity.
Wells Fargo has the geographical reach
and resources to support an indepen-
dents growth. Wells Fargos typical oilfield
service client is the larger, geographically
diversified company in need of compre-
hensive financial services. Smaller service
companies with a significant market
position or niche focus are also preferred
clients. In the pipeline and gas gathering/
processing arena, the bank has led and
participated in a number of transactions
with both private and public entities.

CORPORATE SPOTLIGHT

Oil and Gas Investor talked to Tim Murray,
Wells Fargos energy group manager,
about the firm’ services.

Investor: Please explain your overall
energy strategy.

EXAMPLES OF DEALS

Bonneville Fuels Corp. manages the domestic operations for its parent, Carbon Energy Corp. (Amex: CRB). Wells Fargo’s Denver
Energy Office provides a $20-million revolving line of credit as well as comprehensive treasury management services. Wells Fargo
has assisted Bonneville Fuels in managing its risk profile by providing interest rate protection, commodity hedges and foreign
exchange services. Private Client Services provides personal banking and investment services to company employees. Bonneville
Fuels is a prime example of relationship banking as Wells Fargo defines it.

Wells Fargo co-arranged a $200-million unsecured revolving credit facility for Noble Drilling Corp. Noble uses the Wells Fargo
Purchasing Card to streamline the payments process through automated downloads of the small-dollar purchasing card transactions
and to reduce the number of payments, invoices and vendor setups previously required by its accounting and treasury staff. In
January 2001, Wells Fargo launched an award winning global payment system that allows Noble to process its worldwide payments
seamlessly through a direct transmission from its ERP system (SAP).
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Murray: Our strategy is to become a
full-service financial partner and form
strong relationships with our clients.
We define a “relationship” as a financial
partnership, in which we provide more
than just a loan. We seek to assist our
clients in managing risk with commodity
and interest-rate hedges, and foreign
exchange protection. We help clients
maximize cash flow and reduce expenses
with sophisticated treasury management
services and purchasing cards. Our
investment management and private
banking services assist clients in managing
their investments.

For middle-market clients that
are capital-constrained, Wells Fargo
provides alternative sources of capital
asset-based lending,
leasing and equipment finance groups.
Wells Fargo Energy Capital provides
higher risk capital such as nonrecourse

through our

development loans, mezzanine facili-
ties, and subordinated debt. For larger
clients with access to the capital
markets, we seek to arrange and
lead syndicated credit facilities.

Wells Fargo Securities is a full

service investment bank that can serve
the capital market needs of middle-
market clients.

Wells Fargo Energy Advisors serves as
an intermediary, helping client acquire or
divest assets.

Investor: How does your bank differ from
other banks?

Murray: 1 believe that the primary
difference is our ability to deliver
big bank services to middle-market
companies in a responsive fashion. At
Wells Fargo, our corporate mantra is
“Run it like you own it.” We enjoy
significant autonomy in running our
business to serve the clients in our best
judgment. The flat organizational
structure and Energy Group credit
approval limits enable us to be very
responsive to the needs of our middle-
market clients. Wells Fargo Energy
Capital provides alternative sources of
capital and A&D services to help our
clients grow.

Unlike many banks, Wells Fargo will
remain a traditional commercial bank
focused on loans, treasury and investment
management, trade services, risk man-

agement, and private banking services.
For clients that require investment-
banking services, Wells Fargo Securities
can provide them. Our approach will
remain focused on delivering excellent
client service on the traditional commercial
banking services.

Investor: Why did Wells Fargo form an
A&D Group? Isn't that already a very com-
petitive market?

Murray: The A&D business is not rock-
et science--it has many similarities to
We've
hired two very experienced principals

the loan syndication business.

that manage the business, with addi-
tional manpower supplied when
required by bank or Energy Capital per-
sonnel. We place great emphasis on this
business since it does not require capi-
tal and enhances the relationship prof-
itability so that we can price our loans
more competitively. It's a win-win for
us and our clients. Ibelieve that we will
be very successful in the A&D business
for one very simple reason: we are
serving our clients and to us, its not
just another transaction, its a relation-
ship builder.

CONTACT INFORMATION

Wells Fargo Bank

Tim Murray, EVP

Wells Fargo Energy Group
1000 Louisiana, 3rd Floor
Houston, TX 77002
713-319-1360

Fax: 713-739-1087
murrayt@wellsfargo.com

Bret West, Team Leader

Oilfield Service and Manufacturing
713-319-1371
westbret@wellsfargo.com

Paul Cornell, Team Leader
Houston Energy Office
713-319-1367
cornelpe@wellsfargo.com

Lester Keliher, Team Leader
Dallas Energy Office

1445 Ross Ave, Suite 2360
Dallas, TX 75202
214-661-1231

Fax: 214-661-1242
keliherl@wellsfargo.com
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Frank Muscara, Team Leader
Denver Energy Office

1740 Broadway

Denver, CO 80203
303-863-5017

Fax: 303-863-5196
muscaraf@wellsfargo.com

Wells Fargo Energy Capital

Tim Murray, President

1000 Louisiana St., Suite 600
Houston, TX 77002
713-319-1360

Fax: 713-739-1087
murrayt@wellsfargo.com

Gary Milavec
713-319-1612

Fax: 713-652-5874
milavecga@wellsfargo.com

Mark McKinney

500 West Texas Avenue
Midland, TX 79702-2097
915-685-5149

Fax: 915-685-5441
mark.d.mckinney@wellsfargo.com

Wells Fargo Energy Advisors

Miles Redfield (713-319-1614)
Doug Perley (713-319-1613)
1000 Louisiana St., Suite 600
Houston, TX 77002

Fax: 713-652-5874
redfieldmc@wellsfargo.com
perleydd@wellsfargo.com
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Scotia Capital”

is pleased to announce our expanded U.S. Energy Team

James R. Allred
Managing Director & Team Leader
Oil and Gas Producers

Joseph P. Lattanzi
Managing Director & Team Leader
Petrochemicals and Project Finance

Bryan F. Bulawa
Director
Midstream, Pipelines and MLP’s

Randy B. Crath
Director
Diversified Energy & Oilfield Services

Gregory E. George
Director
Major & Senior Oil and Gas Producers

Gregory D. Smith
Director
Independent Oil and Gas Producers

Janice Ver Hoeve
Director
Project Finance, Refining & Petrochemicals

Tracy T. Butz
Associate

John A. Frazell
Associate

Richard C. Hawthorne
Associate

Michael S. Roberts
Associate

Julie M. Smith
Associate

J. Trey Cooley
Associate

Chief Engineer, Calgary
Frank Molyneaux
Managing Director

Senior Petroleum Engineer

(713) 759-3436

(713) 759-3435

(713) 759-3427

(713) 759-3433

(713) 759-3430

(713) 759-3440

(713) 759-3445

(713) 759-3448

(713) 759-3426

(713) 759-3432

(713) 759-3449

(713) 759-3442

(713) 759-3451

(403) 221-6566

Mark A. Ammerman

jim_allred@scotiacapital.com

joe_lattanzi@scotiacapital.com

bryan_bulawa@scotiacapital.com

randy_crath@scotiacapital.com

gregory_george@scotiacaptial.com

gregory_d_smith@scotiacapital.com

janice_verhoeve@scotiacapital.com

tracy_butz@scotiacapital.com

john_frazell@scotiacapital.com

richard_hawthorne@scotiacapital.com

michael_roberts@scotiacapital.com

julie_smith@scotiacapital.com

james_cooley@scotiacapital.com

frank_molyneaux@scotiacapital.com

Managing Director & Industry Head — Energy U.S.

(713) 759-3441

(713) 951-9755 FAX
mark_ammerman@scotiacapital.com

Scotia Capital provides Senior Debt, Corporate and High Yield Bond Capability, Project Finance and Cross-
Border Canadian Advisory Capabilities to the following sectors: Exploration and Production Companies,
Pipelines, Gas Processing and Marketing, Oil Field Service, Refining and Petrochemicals.

Scotia Capital
1100 Louisiana, Suite 3000
Houston, TX 77002
(713) 752-0900
(713) 752-2425 FAX




Qiland Gas
Investor

4545 Post Oak Place, Suite 210
Houston, Texas 77027-3105
713-993-9320
Fax; 713-840-8585
www.oilandgasinvestor.com



