Eschelon Energy Partners

712 Main Street, Suite 2200

Houston Texas  77002-3290

713-546-2621 • 713-546-2620 (fax)

February 27, 2010
Dear Investors, Colleagues, and Friends:

Re:  Eschelon Energy Partners Update

Since our last letter in October 2008, Eschelon Energy Partners (“EEP”) wanted to update you on our progress.  Overall macroeconomic conditions in the energy industry have been challenging and volatile. Therefore, finding high quality management teams with appropriately priced opportunities that can navigate these waters, a weak but improving economy, and worldwide political and environmental conditions remains the challenge.  Once made, such investments must be actively monitored and managed given that the 2009 rebound in oil prices was offset by significant weakness in natural gas prices and worldwide product demand.

With this in mind, EEP has focused its efforts on seeking out such opportunities while aggressively managing its current portfolio.  Key accomplishments, by company were:
Chroma Exploration & Production: great results at the company’s key South Texas property, Vaquillas Ranch, are driving growth in reserves and production.  The company is focused on doubling reserves and production in the next year to prepare for monetization.
Itron (“ITRI”):  the company completed two equity financings during 2009 that strengthened its balance sheet and prepared it for growth in smart grid activity.  Major rollouts of Itron smart meters at large electric utilities were initiated and picked up in pace in 2009.

Milagro Exploration:  the company closed its financial restructuring this month without dilution to its common holders.  This will allow the company to grow with significantly less leverage and take advantage of an industry rebound.  Management plans a low risk development, exploitation, and acquisition strategy going forward to build reserves, production, and the reserves to production ratio while paying down remaining debt.  
Pine Brook Texas:  the fund is doing very well with Common Resources, a significant Haynesville operator in the Texas portion of this shale play, the star performer of the portfolio.  Phoenix, a Gulf Coast producer, has had significant reserve additions through drilling and protected revenues through an active hedging program.  Global Oilfield Services, focused on lift systems for oil production, was formed. It is led by experienced industry executives from Schlumberger and Vetco 
Saber Resources:  with the receipt of the last escrow amounts on its August 2008 sale in December, Saber’s final return numbers were 2.24 times invested capital and a 25 % annual internal rate of return.
Sagebrush Oil and Gas:  formed in December 2008 and led by Tripp Wommack, CEO of Saber, EEP advised on and invested in the startup of this Permian Basin oil property acquisition and development company.  Lead investor is Energy Special Situations Fund, a Houston based energy private equity firm.  Progress to date has been slow given the tightness and pricing of the asset market in the region but the company is expected to turn cash flow positive this quarter.
Strand Energy:  company formed a $50m sidecar drilling and acquisition entity in 2009 with Cadent, a New York based energy private equity fund.  Major projects for 2010 include a drilling program in a Texas shale play on a large block assembled by the company.

For future updates and information on EEP do access the web site at www.eschelonenergypartners.com or reach me at the contact data listed above or at tsg@eschelonenergypartners.com.  We continue our efforts to build a premier source of private equity capital for small capitalization energy companies in North America and provide our investors with first quartile returns.  We also look forward to contacting you in the near future as new investment opportunities mature and are ready for review and funding.

In addition, and based upon the progress of its portfolio, Eschelon expects to go to market in 2011 to raise a blind pool fund, possibly in conjunction with another sponsor.  As discussions with lead investors progress we will keep you fully informed on this opportunity.
Thank you for your support of and interest in EEP.

Sincerely yours, 

Thomas S. Glanville 

Managing Partner 
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