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About Energy Solutions, Inc.

1 An INDEPENDENT consulting company
since 1996

B No affiliation with any marketer, broker,
agent, utility, pipeline or producer.
} More than two decades of natural gas
experience.

B Experience In all aspects of the natural gas
iIndustry.

1 We specialize in one area 0 natural gas

buying advice and strategic proactive
purchasing plans.

.



Regulations: History

+  Futures market was created to serve the direct needs of
buyers and sellers of commodities.

A tool to manage risk.

Position limits established by NYMEX for any player which is not
oexempt o.

Natural Gas: 12,000 net futures contracts and 1,000 in the last three
days prior to expiration

1 In 1999, Goldman Sachs convinced the CFTC that they
were entitled to the same regul
as market participants genuinely hedging their physical
requirements.

1 In 2000, the Enron Loophole allowed over - the- counter
trades and electronic trading to be exempted from
government regulatlons.

B Over- the - counter (OTC) trading is trading of financial instruments
between two parties vs. exchange trading, which occurs via facilities
constructed for the purpose of trading.

Allowed players to avoid NYMEX position limits.

The 2008 Farm Bill tried to fix the Enron Loophole b¥1allowing the CFTC

to regulate exempt contracts. CFTC  first used that authority in July 2009
relative to the ICE natural gas swap contract. The ICE swap contract i$ a
2,500 MMBtus contract settled at the Henry Hub in Louisiana (the

physical trading point for the NYMEX natural gas contract).




Regulations: The Problem

1 Speculators spent a lot of money on
lobbying and campaign contributions.

1 Classification by CFTC not diversified
enough.

B19900s: Two new types of
arose 0 hedge funds and Exchange - Traded
Funds (ETFs).

Use the futures market as a profit making tool.

Distorts commodity values because investments
exceed physical supply value.

.



Regulations: The Abusers

1 UNG

B Estimated that in August, UNG held the
equivalent of 125,000 natural gas contracts
(10,000 MMBtus each).

B Rollover dates.

v Amaranth Advisors
B Over- extended positions and collapsed in
September 2006.
B Held 40% of open natural gas contract
positions prior to collapse.

B October 2006 NYMEX price fell to $4.201 per
MMBtu ($2.40 less than Sept 2006).

.



Regulations: Signaling Change

1 CFTC and SEC working together to

prepare a Sept. 30 report.

B Working on harmonization as part of Obama
Administration reform plan released in mid -
June.

1 CFTC very vocal in the need for position
limits.
B In August, the CFTC withdrew relief that allowed some
ETFO0s managed by Deutsche Bank
corn and wheat futures that exceeded federal
speculative position limits.

B Recently broke weekly traders report into four
categories from two.




y  Modification of Position Limits
B Authority changed to CFTC versus the NYMEX.

B Dally trading limits and/or aggregate position
limits across all exchanges and OTC trades.

Will require additional data to be reported to the
CFTC.

Position limits expected to be stricter on
monthly contracts near expiration.

1 Tighter proof of exemption requirements
and a reduction in exemptions granted.
B Better accountability of position limits.

B Revised system on how to classify players.
Breaking trades into the appropriate category.




