Energy Credit Risk

Risk Management Development

Energy MAS ‘s

Energy Management Advisory Service: a consulting organization dedicated to improving an organization’s bottom line through effective risk
management tools and downstream marketing applications.



The Credit Dilemma within the Energy Industry

Risk Management Objectives

* |dentify ™= Measure ™= Monitor ™ Report

Energy volatility is here to stay and in many cases growing at an alarming rate within
seasonal cycle periods during a calendar yeatr.

Exposure to commodity and cash flow risk is greater than ever causing companies to
rely more and more on the OTC market to execute trades and manage risk.

The growth in the OTC market is causing an increased exposure to counterparty
credit risk. Overall commodity risk is placing additional pressure to an organizations
cash flow, banking collateral requirements, and external credit rating.

Linking the initial risk exposure directly with on going commodity price movements
and changes in an organization’s overall working capital situation are key.

The exposure and mismanagement of these various factors has caused some large
investment grade companies to sell off assets at inopportune periods to raise cash.
Some companies had no option but to eventually filed for bankruptcy protection and
distribute losses to their counterparties.

Today its more important than ever to implement an effective Real Time Credit
monitoring and reporting process.
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Natural Gas a Quick Look:
Energy Volatility is Growing

Historical Natural Gas Volatility Yearly High — Low
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The OTC Derivative Market relationship to the Energy Industry is
growing.

What are some of the issues that impact your risk?

Over-the-Counter Hedging - managing price risk off-exchange with a financial contract

Bankof America. ___

« Advantages per a Bank America Financial Desk presentation 7

 Disadvantages per EnergyMAS

OTC transactions are highly tailored (basis, volume, structure).

Longer trading maturities are available in the OTC markets than are available on the futures
market.

The financial benchmarks available include NYMEX crude oil (WTI) as well as Brent crude
and for natural gas include NYMEX natural gas as well as more than 60 other indexes.

The OTC market may offer better liquidity in the medium and long term (beyond six months).
Confidentiality can be assured.

No additional commissions, fees, and potentially no initial/maintenance margining.
Management of an OTC program can be much easier than an exchange-traded program.

s

You would be exposed to the credit quality of your counterparties.

There is little price transparency (no screen) that limits your ability to receiving fair value and
latter contributes to MTM verification and reporting limitations.

Usually a market maker generates execution margins ranging from 3 — 6 percent from the
counterparty thereby reducing your ultimate net back price

Contractual rights and obligations as to credit assurances in the agreement are not standard.
Market liquidity is limited during extreme volatility periods.
Off balance sheet corporate obligation is not reported until material price changes set in.

Planning and anticipating margin requirements to hold position open in the future. I~
[



Real Time Monitoring and Evaluation Process

Involves creating a formal policy and implementing procedures that takes information
and analysis from different sources and consolidates the data into a discipline
evaluation that provides daily insight to your ongoing credit exposure.

Real time market information on
counterparties
Credit swaps and bond market
Commaodity volatility
Stock and Financial Markets
Counterparty networking & news
Internal Ranking system
Charting and portfolio analysis
Committee oversight and review

Contractual Status and Rights

Financial assurances

Netting agreements

Financial obligations in the future MTM
Settlement rights

Traditional Monitoring

Historical information
Account receivable balances
Account payable balance
Current activity
Financial MTM instruments
Netting agreements
Financial MTM obligations
Payment history
Financial statement review

Internal Analysis

Establishment of credit limits
Change in trends or results
Counterparty setup and approval

Implementation of a Credit Policy and
procedures

Credit modeling




Credit Policy and Procedures.
Getting paid what you have earned - the goal

A goal of any policy should be to heighten the awareness of credit
risk through documentation and formally linking the front, middle,
and back offices in a effort to actively manage the exposure.

Proper reporting to management provides effective oversight as to
overall exposure.

Incorporating real time information through an internal rating system
reflects not only a current status but anticipated changes.

Advance Modeling with a Credit Var calculation is neat but more
Important is the identification and documentation of real time
information. The formal discussion of counterparty rankings between
groups creates an open dialog and improves the sharing of
information.

Understanding your portfolio along with your contractual rights and
how future marketplace volatility impacts your exposure is the
ultimate goal.



SemGroup Case Study - Just a simple review

Accessing real time data with a focused and discipline approach is invaluable in identifying potential
working capital items at risk with your counterparties.

Like with the development of a major storm, most credit casualties show early signs and clues of the
troubling exposure that lies ahead. A discipline approach with consistent monitoring would have
provided proper lead time to manage the SemGroup credit risk.
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SemGroup Financial Statement Review
Balance Sheet August 2007

Consolidared Balance Sheets*
(Unaudited)

June 30, December 31,
(DAORErs in ThouSands Excant L 2007 2006
Asselts
Current Assets
Cash and cash equivalants % 41,859 % TE.TTa4
Trade receivables. less allowances of $2.095 and $1.652 at
June 30, 2007, and December 31, 2006, respectively 1,934 9523 13271 407
Inventories TO8.593 Sa9T . 524
Derivative assets 140,099 51.449G
Margin deposits T24.417F S59. 260
Other current assets 45,549 31057
Total Current Assets 32.655.475 2. 889 468
Property. Plant and Equipment, net of accumulated depreciation of $1732. 059 and $128 440
at June 20, 2007, and December 31, 2006, respectively 1.242 557 1.063. 855
Goodwill, net 130,453 128,080
Longternm derivative assets 24 592 20,915
Other assets, nast TS . 951 348 . 257
Total Assets 5 5.429.038 $ 4.448.605
Liabilities and Partners’ Capital
Current Liabilities
Trade accounts payakble % 1.664956 $ 1,300 3230
Accrued liakilities 165,988 185,193
Deferred income taxes 8 29 T45
——  Derivative liabilities 1.013.068 T14.67T3 _  ——
Current porucn of ToNETETTIT OomEartorTs EToD =1%=Jrp. |
Total Current Liabilities 2,860,955 2,210,965
Longternm debt 1,957,819 1871614
Minority Interest 2,000 -
Other longterm liabilities 202 440 206,937
Total Liakilities 2,032,214 4.029.116

FPartners’ Capital:
22632185 and 20,945,756 units outstanding at June 30, 2007, and December 31, 2006, respactively

Limited partners’ capital 225,298 30T . 824
General partner's capital 9.482 9 252
Accumulated other comprehensive income S1.0449 42,413
Total Partners’ Capital 395.824 359.489
Total Liabilities and Partners’ Capital $ 5,429,038 $ 4,448 605




SemGroup Financial Statement Review
Income Statement August 2007

semGroup, L.P.
Consolidated Income Statements#
(Unaudited and abbreviated)
Six Months Ended June 30,

semGroup, L.P.
consolidated statements of Cash Flows#
iUnaudited and abbreviated]

S Manths Ended June 30,

{Coliars in Thousands) 2007 2006 {Coars in Thousands) 2007 2006
Sales § 6484534 § 8706755 Met income (loss) § 51630 & 124067
ot of seles 2927328 8197142 Norrcash ems in operating actvities 54093 194622)
':-:rCIE-E 'Tli.'.rg N 55-"':'1':' 589,613 D'Itllgﬁﬂ "W |1?E; |:|33| Iﬂ,-‘iﬁ?l
(Operating and (&4 sxpenzes 278,807 227738 TEt cash provided by/(used in)

(ther (income) expense {42.427) {104.474) operating activities (60,310) 6,998
EBITDA** 320830 386,349 Acquistions B85, 545] 1154 315

Gapital expenditures 1117 6&0)

(127.026]

Unrealized (gain)/loss on derivative instruments 21912 : " ;
] » .ﬁt 'ngl L J o0 OETVENE ietumen lﬁi - TR Other investing activities (19,791) (47134}
ERIECANON SXRETE ot S, Net cash used in investing activites (220 316 329,075
ierest expense B2 849 49,980

c W fr sl Hae "" 7
Ihcome before income Les 59870 101657 Gash flows fram financing activities 264920 285733
Income tax expense (beneft) 8240 (22 410 Effect of exchange rate changes in cash 117 209 (9,066
< Tetincome (loss| F-L%/JJD Net increase/(decresse) in cash {36,915) {45,450)
. . — . — (ash and cash eguivalents &t beginning of period 18,774 76,968
*The infarmation containgd in these stalemeants has besn obiained fom e unaladiisd s months |:ﬁ5|| i.'.r'd cash qu.i'.-'d|'Ef1E at E'Ilﬂ le pErIEd $ 41859 $ 115]_8

envizd June 30, 2007, and June 30, 2008, Anancial sitements and the audied and resfated
Decamber 31, 2006, financial statements of SemGroup LA

*+E5mings before inerest, taves, dspreciation, amorization ang befre the erfecds of SFAS 133 and
£onsistent wih the (ompany's bong indeniure.




SemGroup Credit Rating Situation

Changing of the credit score develops over time.

05/22/08

August 2007 November 2007 February 2008 May 2008 . Bankruptcy
May 2007 Creditor's 07/22/08
2nd quarter 3nd quarter filing 2007 filing 1st Quarter window
1st quarter filin B
filing g filing

Investment grade counterparty Require Letter of Credit Require Prepayments

»
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Risk Management Credit Implementation

The goal is to develop formal steps that empowers employees to work together in

building a repeatable process that eventually becomes a competitive asset advantage.

Organizational Overview Study Process Evolution

An Organization’s Maturity Progression

. ion: i ' Quantitative
Commercial operation: information and process flow _ o Polcies, i Wi dess,
dependent on established process and process sour ci ;?
indivia and standards improvements and OOTpELIVG
heroics repefitive clearly defined fisk assessment advantage

Real time :
Reporting,
benchmarking
Individual Repeatable efined Measurable Optimizing
Y —
Information Real time Initiatives
data

A focus on process management creates efficiencies and measurable quantitative feedback.




Enhanced Credit review is a real time process

Proper process designed is key in order to successfully link several aspects of the back office
accounting and cash flow management systems.

Data Management Requirements - Current Credit Reporting Process Management Requires an Enhanced Credit Reporting Process
subjt | Traditional Credit Process AMhWTHL{ ‘ | subjct | Proposed Credit Reporting Process AulhurfT!lL{ ‘

Identifiable Credit Risk Reports Identifiable Credit Risk Reports

Hedging Activities Credit Exposure Hedging Activities Ciedit Expasuie
Financial * Financial *

Transparent Documentation

Commercial Activities Credit Reserve

Physical

Commercial Activities
Physical

=
=2
|
{e]
8=
=)
il

!

Credit Book Credit Book

=

Executive Summary page



Developing a Internal Rating System is the first step

towards evaluating your credit risk in a portfolio

Standard & Poor's Moody's Fitch IBCA Internal
Credit Rating Credit Rating Credit Rating Credit Rating
AAA Aaa AAA 1
AA+ Aal AA+ 1.2
AA Aa2 AA 1.4
AA- Aa3 AA- 16
A+ Al A+ 1.8
A A2 A 2
A- A3 A- 2.2
BBB+ Baal BBB+ 2.4
BBB+ Baa2 BBB 2.6
BBB- Baa3 BBB- 2.8
BB+ Bal BB+ 3
BB Ba2 BB 3.2
BB- Ba3 BB- 3.4
B+ Bl B+ 3.6

B B2 B 3.8

B3 B- 4

CCC+ Caal CCC+ 4.2

CCC Caa2 CCC 4.4

CCC- Caa3 CCC- 4.6

CcC Ca CcC 4.8
C C C

D D 5




Real time reporting improves results

Your credit counterparties cash flow position can change in a very short period of time. Linking your
current receivable balance to your contractual right is critical in minimizing any future default exposure.

We can assist you in creating a proprietary process and reporting structure in order to avoid surprises.
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How does EnergyMAS add value?

Fee based consulting service willing to under take projects on a turn key
basis to completion.

Improve your monitoring, reporting and management effort through a three
phase process review and implementation schedule.

o Phase | Review, Documentation, Compliance, Contractual Review and Bench Marking.

o Phasell Implementation, Over sight, Compliance, Monitoring, Reporting and Training.

o Phase lll Enhance Reporting, stress testing and report automation.

Eliminate the surprise effect if not the outright impact of a major credit loss.

Implement processes that reviews and improves your contractual rights
and lessens your outright credit exposure.

Link the front, middle, and back offices into a team effort in managing
ongoing credit exposure through real time information flow.

Additional training and follow up service review under a discount fee
structure with a long term retainer agreement.



Improve the flow of information

Real Time Monitoring
Energy Credit Risk Review - Preliminary Plan

Phase | Phasell Phase Il Totals
Review Implementation  MonitorReport
Banchmarks Documentation Optimization

Sign Confidentiality Agreement -
Sign Retainer agreement -
Rewview Current Policy - Procedures g8 g8
Validate Procedures wi Employees 8 8
Review Commercial Contracts - credit rights 4 4
Analysis of Accounts Receivables/Payables 8 8
Review OTC Derivative Agreamants 4 4
Intformation access - flow Front/Middle/Back 8 8
Risk management Recommendations-EnergyMAS 16 16
Review with management 4 4
Implement - Develop formal credit policy 16 16
Implement - Devalop/modify job manuals 12 12
Implement - Develop formal Ranking Sytem and rating process 24 24
Implement Basic - Develop Reporting structure wikIS 24 24
Review with management 4 4
Training and monitoring 20 20
Develop Enhance Credit Modeling wilIS B0 80
Develop Enhance reporting 80 80
Review with management 4 4
Training 20 20

Total Hours 60 100 184 344




EnergyMAS

ENERGYMANAGEMENT ADVISORY
Service wc
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