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EXECUTIVE SUMMARY

The organizations belgwepresenting the electric and natural gas indusandserving nearlall energy
customes in the United States, support the goals of the Administration and Congiegy doe
transparencynd reduce systemic rigk overthe-counter OTC) derivatives marketsAs the Senate
considers financial reform legislation, we believe it is essential thétpreserve the ability of companies
to access critical OTC energy derivativeproducts and markes.

Energy commodities compose a small fractidass than one percenbf the global OTC derivatives

market, but ar members rely on these products and markets to manage price risk and keep rates stable and
affordable for retail consumersmportantly, we would like to clarify thaive represenbnly the listed

energy sector organizations and not any financial or bamkgtigutions. Ourme mb enteredis are

focused on commercial risk management and-fueittioningenergy markets.

Specific example from our organizations show that mandatory clearing or margining requirements could
have many adverse and unintended consequences for legitimaisegadnd the public:

A In 2009, an independent exploration and production company would have had $7@0les cash
to invest in natural gas production, eliminating 240 wells in the Fayetteville shale and costing the
community areconomic loss of $1.9 billion and 1,500 fewer j¢d&samplel).

A Rural electric cooperatives, which serve 18 million homes, fasoi®ols and businessesy not
be able to meet their sys andcoddde forcetl tobosrawrlamge t ur e
sums at unaffordable ratésxample 2).

A Publicly-owned electric utilities woultbse access to an extremely important feiag toot tax
exempt financing for the prepayment of letegm natural gas and electricity supply contracts
(example 3; see section on AMandatory Cl eari ng

A A public gas utility would need to obtain a line of credit of at least $500 million and pasglthr
borrowing costs that wouleffectively double the cost of interstate pipeline transportatiwhraise
distribution rates more than 10 percent (examdple

A A large dectric power compancould immediately faceost increases of 5 to 15 percérdt waild
ultimately be passed on to custom@sampleb).

A A regulatecelectric utility that provides transmission and distribution services would ref@0@ to
$400millionincashmargindi r ect ly jeopardizing its iamdvest me
transmission for renewable pow@xamples).

A Similarly, a regulated natural gas utility could require hundreds of millions of dollars in cash margin
andmay be forced toeduce ocease hedding, drastically increasing price volatility for its custemer
(example 7).

A Unable to secure transactions with liens on their power plants, U.S. wholesale ptegéic
developers, including wind developers, may or may not be able to obtain credit faotalesy $75
to $100 billion. In the current and foreabée economic environment, such credit may simply not be
available (exampl®).
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A A competitive electric power supplier would need to provide $1 to $2 billion in cash margin to its
counterparties. Thisevere outcomeould likely result in theseompanies T hedging or

substantially reducing cash devoted to infrastructure development and existing facility upgrades
(example9).

A Large natural gas producers would needdfer 25 percent or more of their capital budgets away
from core investments U.S. exploation and production activities (example 10).

A Barring clarification in final law, overlapping regulation of organized electricity markets, such as
Regional Transmission Organization (RTO) marketsildresult inall electric utilitiesi investor
owned, public and cooperatiVeacingsubstantial additional cosits managing their use of the
electric transmission system (example 11).
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1. INDEPENDENT OWDAGAS PRODUCER

Source: Southwestern Energy Company, member of American Exploration & Production

Counci |, Natwral Gas@Aldadce and the Independent Petroleum Association of
America

Exploration & Production
Council

AMERICAS NATURAL GAS ALLIANCE

(== ]

[ America's Oil & Gas Producers
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The Real Cost of EIiminating OoTC Hedging

What would be the impact on Sout hweste
shale had the Company been prevented from hedging 48% of its estimated
2009 production?

AARAAAAAAAAARAAAAAAAAARRAARA

No hedges i place due (0 SAAAALAALAAALALAALAAAARARAL
cash margin requirements.
ginreq AAAARAAAAAARRRARAARRAAAAAAAA
AAAAARAAARAAAARAAAAAAAAAAAAA
AAAAAAAAARRARAAAAAAAAARRARAR
AAAAARAAARAAAAAAAAAAAAAAAAAA
$700 million less cash available for AAAAARAARAAARARAAAAAAARRAAAR
investing, O
------------- 'AARAAAAAAAAA
l ARARARARRARAAAARAARARRAARARA
ARARARAARAAAARAARAAARAAAAARA
— _ ARARARRARARARARARAAARAAAAARA
Elimination of 240 Fayetteville AAARARAAAAAAAAAAAAAAAAAAAAAA
shale wells from our program. AAARRAARARARARAAAAAARAAAAAAA
ARARARRARARAAARARAAARAAARARA
AAAAARAAAAAAAAARAARAAAAAAAAA
ARARARARAAAARARAAARAAR

A 2009 Program = 470 operated wells

The Real Cost of EIiminating OoTC Hedging

If Southwestern had been prevented from hedging 48% of its estimated 2009
production, what would the impact be?

Value Added: $600 MM

PV of Revenue for
Royalty Owners

$289 MM

PV of Ongoing
Expenses that
Generate
Economic Activity

PV of Property

PV of Severance / Taxes: $15 MM

Taxes: $48 MM
State Revenue
PV of State Income
Taxes: $17 MM Impact: $80/MM
Total: $1,300 MM
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The Real Cost of Eliminating OTC Hedging
Economic Impact
Direct Impact $ 1,220 million
Indirect Impact $ 561 million
State Tax Revenue Impact $ 80 million
Total Impact $ 1,861 million
Employment Impact
Oil and Gas Related Job Impact 1,000
Indirect / Induced Job Losses * 500
Total Impact 1,500

Point of Contact:

Jim Tramuto

Vice President, Governmental & Regulatory Strategies
Southwestern Energy

281-618-2818

[tramuto@swn.com
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2. RURAL ELECTRICOPEBRATIVES

Source: National Rural Electric Cooperative Association

z, National Rural Electric
Cooperative Association
A Touchstone Energy* Cooperative ﬂ’t
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Testimony of the Honorable Glenn English, CEO
National Rural Electric Cooperative Association

Before the
United States Senate
Committee on Agriculture

November 18, 2009




