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Deferred Revenue 

Customers who are on budget-hilled plans pay for their natural gas or electricity at ratable monthly amounts, based on 
estimated annual usage, while the Company records revenue when the customer consumes the commodity. The cumulative 
difference between actual usage for these customers and the budget-bi1led amount actually invoiced, net of cash payments 
made by the customers, is equal to the net budget-billed variance. If the net budget-billed variance is a receivable from the 
customer at the balance sheet date, indicating that the customer's actual usage has exceeded amounts billed to the customer, 
the amount is reported as accounts receivable in the consolidated balance sheets. If the net budget-billed variance is a liability 
to the customer, indicating that amounts billed have exceeded actual usage, the amount is reported as deferred revenue in the 
consolidated balance sheets. 

Sales Incentives 

Cash rebates paid to customers under the terms of certain product agreements are recorded as a reduction of sales revenue. 
Non-cash incentives, such as free products or services, are recorded as marketing expenses. 

Collections of Sales Tax 

Sales tax is added to customer bills for many of the markets served by the Company. Sales tax collected from customers on 
behalf of governmental entities is recorded on a net basis. Such amounts are excluded from the Company's revenues and are 
recorded in accounts payable and accrued liabilities on the consolidated balance sheets until they are remitted to the 
appropriate governmental entities. 

Fair Value of Financial Instruments 

The fair value of a financial instrument is the amount at which the instrument could be exchanged in a current transaction 
between wi1ling parties, other than in a forced or liquidation sale. Where available, the Company uses quoted market prices as 
estimates of the fair value of financial instruments. For financial instruments without quoted market prices, fair value 
represents management's best estimate based on a range of methods and assumptions, which are described below. The use of 
different assumptions could significantly affect the estimates of fair value. Accordingly, the net values realized upon 
liquidation of the financial instruments could be materially different from the estimated fair values presented. 

Short-term Financial Assets and Liabilities 

The carrying value of certain financial assets and liabilities carried at cost is considered to approximate fair value because they 
are short-term in nature, bear interest rates that approximate market rates and generally have minimal credit risk. These items 
include cash and cash equivalents, restricted cash, accounts receivable, accounts payable and accrued liabilities, deferred 
revenue and short-term financing arrangements. 

The Company had $0 and $22.1 million invested in money market funds at June 30, 2010 and 2009, respectively. Each share 
ofthe money market funds was valued at $1.00 at June 30, 2009. 

Derivatives 

Derivatives are recorded at fair value. Since the Company has not elected to designate any derivatives as accounting hedges, 
any changes in fair value are adjusted through unrealized losses (gains) from risk management activities, net (for commodity 
derivatives) or interest expense, net of interest income (for interest rate swaps) in the consolidated statements of operations, 
with related outstanding settlement amounts recorded in unrealized gains asset accounts and unrealized losses liabiHty 
accounts in the consolidated balance sheets. 

As of June 30, 2010, natural gas, electricity and interest rate derivative instruments are generally with a single counterparty 
under the Company's Commodity Supply Facility. The Company generally enters into master netting agreements with hedge 
counterparties for settlement of derivative fair value assets and liabilities. The Company records such fair value assets and 
Habilities net on the consolidated balance sheets. 

The Company generally utilizes a market approach for its recurring fair value measurements. In forming its fair value 
estimates, the Company utilizes the most observable inputs available for the respective valuation technique. If a fair value 
measurement reflects inputs from different levels within the fair value hierarchy, the measurement is classified based on the 
lowest level of input that is significant to the fair value measurement. The key inputs and assumptions utilized for the fair 
value measurements recorded by the Company are summarized as follows: 

http://sec.gov/ Archives/edgar/dala/I375814/00011 0465910050293/al 0-18479_11 Ok.hlm 11112/2010 



Page 122 of 244 

71 

http://sec.gov/Archives/edgar/data/1375814/000110465910050293/aI0-18479_IIOk.htm 11112/2010 



Page 123 of 244 

Table of Contents 

Financial natural gas derivative contracts - NYMEX-referenced swaps are valued utilizing unadjusted market commodity 
quotes from a pricing service, which are considered to be quotes from an active market, but are deemed to be Level 2 inputs 
because the swaps are not an identical instrument to the NYMEX-referenced commodity. Basis swaps and options are 
generally valued using observable broker quotes. Other inputs and assumptions include contract position volume, price 
volatility. commodity delivery location, credit quality of the Company and of derivative cQunterparties, credit enhancements, if 
any, and time value. 

Financial electricity derivative contracts - Electricity swaps are valued utilizing market commodity quotes from a pricing 
service, which are deemed to be observable inputs. Other inputs and assumptions include contract position volume, price 
volatility, commodity delivery location, credit quality of the Company and of derivative counterparties, credit enhancements, if 
any, and time value. 

Physical forward natural gas and electricity derivative contracts - The Company utilizes market commodity quotes from a 
pricing service to value these instruments, which are deemed to be observable inputs. Other inputs and assumptions include 
contract position volume, commodity delivery location, credit quality of the Company and of derivative counterparties, credit 
enhancements, if any, and time value. 

Interest rate swaps - Interest rate swaps are valued utilizing quotes received directly from swap counterparties. Key inputs 
and assumptions include interest rate curves, credit quality ofthe Company and of derivative counterparties, credit 
enhancements, if any, and time value. 

Refer to Note 15 of these consolidated financial statements for additional infonnation r~garding the fair value of financial 
instruments. 

Long-term Debt 

At June 30, 2010, long-term debt includes the aggregate outstanding principal amount of Fixed Rate Notes due 2014 and 
Floating Rate Notes due 2011. The carrying values of long-term debt instruments are not necessarily indicative of fair value 
due to changing market conditions and terms for similar unsecured instruments. The Company has elected not to record these 
financial instruments at fair value at June 30, 2010. Refer to Note 15 of the consolidated financial statement for additional 
infonnation regarding the fair value of financial instruments. 

Foreign Currency -Translation 

The Company has Canadian operations that are measured using Canadian dollars as the functional currency. Assets and 
liabilities are translated into U.S. dollars at the rate of exchange in effect on the balance sheet date. Income and expenses are 
translated at the average daily exchange rate for the month of activity. Net exchange gains or losses resulting from such 
translation are included in common stockholders' equity as a component of accumulated other comprehensive loss. 

Cash and Cash Equivalents 

The Company's cash and cash equivalents consist primarily of cash on deposit and money market accounts. 

Restricted Cash 

Restricted cash consists of: (1) cash and money market funds required as security for surety bonds required by LDCs, utility 
commissions and pipeline tariffs and regulations at June 30, 2010 and 2009~ (2) cash deposits received from customers as of 
June 30, 2010 and 2009; (3) cash and money market funds required as security for letters of credit issued under the Company's 
Revolving Credit Facility as of June 30, 2009; and (4) money market funds held in escrow as contingent consideration related 
to acquisitions as of June 30, 2009. 

Accounts Receivable and Allowance for Doubtful Accounts 

The Company delivers natural gas and electricity to its customers through LDCs, many of which guarantee amounts due from 
customers for consumed natural gas and electricity. Accounts receivable, net primarily represents amounts due for commodity 
consumed by customers, net of an allowance for estimated amounts that will not be collected from customers. For those 
markets where accounts receivable are guaranteed by LDCs, the Company pays guarantee discounts that average 
approximately 1% of billed accounts receivable, which are charged to reserves and discounts in the consolidated statements of 
operations as revenue is billed. The Company does not maintain an allowance for doubtful accounts related to accounts 
receivable in guaranteed markets, as it does not expect to incur material credit losses from any ofthe respective LDCs. 
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]0 markets where no LDC guarantees exist, the Company calculates and records an allowance for doubtful accounts based on 
aging of accounts receivable balances, collections history, past loss experience and other current economic or other trends. 
Charge offs of accounts receivable balances are recorded as reductions of the allowance for doubtful accounts during the 
month when the accounts are transferred to outside collection agencies. Delinquency status for customer accounts is based on 
the number of days an account balance is outstanding past an invoice due date. Accounts are generally reviewed for transfer to 
collection agencies by 120 days from the initial invoice date. Recoveries of accounts receivable balances previously charged 
off are recorded when received as reductions from reserves and discounts in the consolidated statements of operations. 
Adjustments to the allowance for doubtful accounts are recorded in reserves and discounts in the consolidated statements of 
operations. 

Accounts receivable also includes cash imbalance settlements that represent the value of excess natural gas delivered to LDCs 
for consumption by our customers and actual customer usage. The Company expects such imbalances to be settled in cash in 
accordance with contractual payment arrangements. The Company bears credit risk related to imbalance settlement 
receivables to the extent that such LDCs are unable to collect imbalance settlements payable to them by other retail marketers. 
The Company records an allowance for doubtful accounts during the month that fuB collection of any such imbalance 
receivable balance becomes doubtful, with a corresponding charge to reserves and discounts. 

Natural Gas Inventories 

Natural gas inventories are valued at the lower of cost or market value on a weighted-average cost basis. The weighted
average cost of inventory includes related transportation and storage costs. Natural gas inventories also include estimated 
commodity delivery/usage imbalance settlement amounts that represent natural gas to be transferred to the Company from 
various third parties within the upcoming twelve-month period. 

Adjustments to the value of natural gas inventories on the consolidated balance sheets result in corresponding adjustments to 
cost of goods sold on the consolidated statements of operations. Such adjustments result from changes in inventory storage 
levels as natural gas is delivered to customers as well as changes in the weighted average cost of natural gas in storage. 

Other Current Assets 

Other current assets primarily include: (1) security deposits placed with commodity and other suppliers as collateral for future 
purchases in lieu of letters of credit or other credit enhancements; and (2) prepaid expenses and deferred charges, which 
include costs incurred that pertain to future benefit periods not exceeding twelve months. These costs are amortized to 
appropriate expense lines on the consolidated statement of operations over their estimated benefit period. 

Business Combinations and Goodwill 

Since its organization in 1999 and through June 30, 2009, the Company acquired the natural gas and electricity operations of 
numerous energy companies, each of which was recorded as a purchase business combination. For all purchase business 
combinations recorded through June 30, 2009, the purchase price was allocated to the net assets acquired based on their 
estimated fair values at the acquisition date. Costs incurred to effect the purchase business combination transaction (e.g., legal, 
accounting, valuation and other professional or consulting fees) were added to the costs ofthe acquisition and allocated 
accordingly to the net assets acquired. Certain intangible assets, such as customer acquisition costs and goodwill, were 
recorded as a result of purchase business combinations to the extent that the purchase price exceeded the values assigned to 
identifiable net assets. The initial purchase price allocation was reviewed and adjusted for a period of twelve months 
subsequent to the acquisition date as new or revised information became available. 

The Company has determined that its natural gas and electricity reporting units correspond with its business segments for 
management and financial reporting purposes. 

Effective July], 2009, assets acquired and liabilities assumed for purchase business combinations, if any, are recorded at their 
estimated fair values, regardless of their cost. Costs incurred to effect such transactions are recognized separately from the 
acquisition transaction and generally are expensed during the periods in which the costs are incurred and the services are 
received. Restructuring costs that the Company was not obligated to incur are also recognized separately from the purchase 
business combination transaction. 

As of June 30, 2009, goodwill of $3.8 mi1lion represents the excess of purchase price over the fair value ofidentifiable natural 
gas net assets acquired from Shell Energy Services Company L.L.C. ("SESCo") in August 2006. The Company assigned this 
goodwill to its natural gas business segment. Goodwill is not amortized, but rather is reviewed for impairment at least 
annual1y or more frequently if events or changes in circumstances indicate that the carrying amount may not be recoverable. 
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estimable earnings and a discounted multiple of earnings methodology to estimate a tennina} value. Critical assumptions used 
for the fair value model include: 

• earnings forecasts for the natural gas business segment for fiscal years 2011 through 2014, which reflect assumptions 
for growth in natural gas RCEs (net of attrition), expected gross profit and expense trends; 

• a terminal value multiple; and 
• the discount rate used to calculate the present value of future cash flows. 

Customer Acquisition Costs, Net 

The Company capitalizes costs associated with the acquisition of customers to the extent that they are incremental direct costs 
and that such costs can be recovered from the future economic benefit resulting from the customer relationship. The Company 
acquires customers as a result of the following activities: 

• bulk acquisitions and business combinations; 
• payments to third-party contractors for success-based marketing activities; 
• payments to third-party contractors for hourly paid direct-response telemarketing activities. 

Customer portfolios acquired through asset purchase acquisitions and business combinations are recorded at their allocated 
purchase price and amortized on a straight-line basis over the estimated life of the customers acquired. The Company 
currently estimates a three-year life for these assets. For customer portfolios acquired prior to July 1,2009, the Company 
adjusts the acquisition cost for contingent consideration paid subsequent to the acquisition date in accordance with the tenns of 
the respective acquisition agreement. The Company last acquired a customer portfolio in October 2008. 

Success--based marketing costs are incremental direct costs incurred and paid by the Company in connection with 
arrangements with third-party contractors. These costs represent customer contract origination fees paid to third party 
contractors for each customer that is approved and confirmed as a new customer. The Company currently am0l1izes these 
assets over their estimated three-year life. 

Hourly paid direct-response telemarketing costs are incremental direct costs incurred and paid by the Company in connection 
with arrangements with third-party contractors. These contractors are paid on an hourly basis with the expectation that they 
originate an agreed-upon minimum average number of new customers for every hour worked. Hourly paid direct-response 
telemarketing costs are capitalized by the Company to the extent that: 

• there is a direct relationship between the acquisition of a customer and the cost being deferred; 
• the purpose of the hourly paid telemarketing program is to elicit direct responses from customers in the form of sales 

in connection with customer contracts; and 
• it is probable the deferred costs will be recovered from the future economic benefit resulting from the customer 

relationship. 

Hourly paid direct-response telemarketing costs are amortized over the period during which the future economic benefits are 
expected to be realized. The Company currently estimates a three-year benefit period for these assets. 

Amortization of customer acquisition costs is included in depreciation and amortization on the consolidated statement of 
operations. 

The following costs are expensed as incurred by the Company, and are included in advertising and marketing expenses on the 
consolidated statement of operations: 

• administrative costs, occupancy costs or the cost of various advertising media, such as radio advertising, print 
advertising and billboards, that can not be associated directly with customer generation; 

• fees paid for lead generation or any other activity that does not result in generation of confirmed customers; and 
• costs incurred to renew or extend the term of customer contracts. 

Fixed Assets, Net 

Fixed assets consist primarily of computer hardware and software, office equipment and furniture. Fixed assets are stated at 
cost on the consolidated balance sheets, less accumulated depreciation. Depreciation is recorded on a straight-line basis over 
the estimated useful lives ofthe related assets, which generally range from three to five years. Depreciation expense is 
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fixed assets are generally expensed as incurred, and reported in general and administrative expenses on the consolidated 
statements of operations. 

Capitalized Software Costs 

The Company capitalizes costs of software acquisition and development projects, including costs related to software design, 
configuration, coding, installation, testing and parallel processing. Capitalized software costs are recorded in fixed assets, net 
of accumulated amortization, on the consolidated balance sheets. Capitalized software development costs generally include: 

• external direct costs of materials and services consumed to obtain or develop software for internal use; 
• payroll and payroll-related costs for employees who are directly associated with and who devote time to the project, 

to the extent of time spent directly on the project; 
• costs to obtain or develop software that allows for access or conversion of old data by new systems; 
• costs of upgrades and/or enhancements that result in additional functionality for existing software; and 
• interest costs incurred while developing internal-use software that could have been avoided if the expenditures had 

not been made. 

The following software-related costs are generally expensed as incurred and recorded in general and administrative expenses 
on the consolidated statements of operations: 

• research costs, such as costs related to the determination of needed technology and the formulation, evaluation and 
selection of alternatives; 

• costs to determine system perfonnance requirements for a proposed software project; 
• costs of selecting a vendor for acquired software; 
• costs of selecting a consultant to assist in the development or installation of new software; 
• internal or external training costs related to software; 
• internal or external maintenance costs related to software; 
• costs associated with the process of converting data from old to new systems, including purging or cleansing existing 

data, reconciling or balancing of data in the old and new systems and creation of new data; 
• updates and minor modifications; and 
• fees paid for general systems consulting and overall control reviews that are not directly associated with the 

development of software.. 

The costs of computer software obtained or developed for internal use is amortized on a straight-line basis over the estimated 
useful life of the software. Amortization begins when the software and all related software modules on which it is functionally 
dependant are ready for their intended use. Amortization expense is recorded in depreciation and amortization in the 
consolidated statements of operations. The Company's amortization period does not exceed five years for any capitalized 
software project. 

Capitalized software costs are evaluated for recoverability whenever events or changes in circumstances indicate that its 
carrying amount may not be recoverable, including when: 

• existing software is not expected to provide future service potential; 
• it is no longer probable that software under development will be completed and placed in service; and 
• costs of developing or modifying internal-use software significantly exceed expected development costs or costs of 

comparable third-party software. 

Income Taxes 

The Company files a consolidated federal U.S. income tax return that includes all of its consolidated subsidiaries, as well as 
various U.S. state returns. For operations in Canada, a Canadian federal tax return is filed, as well as an Ontario provincial 
return. 

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amount of assets and liabilities 
for financial reporting purposes and the amounts used for income tax purposes using enacted tax rates expected to be in effect 
for the year in which the temporary differences are expected to reverse. The Company records a valuation allowance if it is 
"more likely than not" that the related tax benefits will not be realized. 
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Derivatives and Hedging Activities 

Commodity Derivatives 

The Company utilizes physical and financial derivative instruments to reduce its exposure to fluctuations in the price of natural 
gas and electricity. Commodity derivatives utilized typically include, swaps, forwards and options that are bilateral contracts 
with cQunterparties. In addition, certain contracts with customers are also accounted for as derivatives. The Company has not 
elected to designate any derivative instruments as hedges under U.S. GAAP guidelines. Accordingly, any changes in fair 
value during the term of a derivative contract are adjusted through unrealized losses (gains) from risk management activities in 
the consolidated statements of operations with offsetting adjustments to unrealized gains or unrealized losses from risk 
management activities in the consolidated balance sheets. Unrealized gains from risk management activities on the 
consolidated balance sheets represent receivables from various derivative counterparties, net of amounts due to the same 
counterparties when master netting agreements exist. Unrealized losses from risk management activities represent liabilities to 
various derivative counterparties, net of receivables from the same counterparties when master netting agreements exist. 
Settlements on the derivative instruments are realized monthly and are generally based upon the difference between the 
contract price and the settlement price as quoted on the New York Mercantile Exchange C'NYMEX") or other published 
index. 

The recorded fair values of derivative instruments reflect management's best estimate of market value, which takes into 
account various factors including closing exchange and over-the-counter quotations, parity differentials and volatility factors 
underlying the commitments. In addition, the recorded fair values are discounted to reflect counterparty credit risk and time 
value of settlement. 

As of June 30, 2009, the Company had forward physical contracts to purchase natural gas and electricity. Based on the terms 
of these agreements, the Company had elected to treat all such contracts as "normal purchases" under U.S. GAAP, and 
therefore the contracts were not reported on the consolidated balance sheets at June 30, 2009. 

Under the terms ofthe Commodity Supply Facility, most of the outstanding physical forward agreements for the purchase of 
natural gas, and all physical forward agreements for the purchase of electricity, were novated to RBS Sempra during the fiscal 
year ended June 30, 2010. Based upon the terms of the ISDA Master Agreements, certain of these novated agreements no 
longer qualifY as "nonnal purchases." Since the novation dates of these agreements, changes in fair value have been reflected 
in earnings and recorded in unrealized gains and/or unrealized losses from risk management activities on the consolidated 
balance sheets at June 30, 2010. These agreements are included in the June 30, 2010 fair value measurements reported in Note 
15. 

Interest Rate Swaps 

The Company utilizes interest rate swaps to reduce its exposure to interest rate fluctuations related to its credit facility and 
floating rate debt. The swaps are fixed-for-floating and settle against the six-month LIBOR rate. None ofthe interest rate 
swaps has been designated as a hedge, and accordingly, these instruments are carried at fair value on the consolidated balance 
sheets with changes in fair value recorded as adjustments to interest expense. 

Debt 

Debt instruments are recorded at their face amounts on the consoHdated balance sheets, less any discount or plus any 
premium. Debt that the Company expects to repay within one year is classified as a current liability. 

Debt Issue Discounts and Debt Issuance Costs 

Debt issue discounts are recorded as decreases to recorded debt balances and are amortized to interest expense over the 
remaining life of the related debt instrument. Certain costs that are directly related to the issuance of debt, such as financing 
transaction fees, underwriting fees, legal fees and other professional services, are deferred and recorded in other assets on the 
Company's consolidated balance sheets and amortized to interest expense over the remaining life ofthe related debt 
instrument. In the event that debt instruments are partially or entirely repaid by the Company, a pro rata portion of related 
discount and debt issue costs are recorded as an increase to interest expense. 

Early Extinguishment of Debt 

During the period from August 2006 through June 30, 2009, the Company purchased approximately $24.8 million in aggregate 
principal amount of Floating Rate Notes due 2011 from the holders of the notes. These transactions were recorded 
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as early extinguishments of debt. Gains from these transactions, which result from the discounts paid by the Company for 
outstanding Floating Rate Notes due 2011, were recorded as adjustments to interest expense. 

Interest Expense 

Interest expense includes: 

• interest incurred for various debt instruments~ 
• fees incurred for issuance of letters of credit and other transactions related to the Company's supply, hedging and 

credit agreements; 
• amortization of debt issue discount and deferred debt issue costs; and 
• changes in the fair market value of interest rate swaps entered into by the Company to economically hedge its 

floating rate interest exposure. 

Interest expense on the consolidated statements of operations is presented net of interest income earned from cash and cash 
equivalents and restricted investments. 

Redeemable Convertible Preferred Stock 

At June 30, 2009, redeemable convertible preferred stock (the "Preferred Stock") was recorded at its estimated redemption 
value outside of stockholders' equity on the consolidated balance sheets since it was redeemable at the option of the holders of 
the Preferred Stock and it was probable that the Preferred Stock became redeemable at June 30, 2009. On September 22, 
2009, in connection with the Restructuring, the Preferred Stock was converted into the newly authorized Class C Common 
Stock. Refer to Notes 3 and 18 for additional information regarding Preferred Stock. 

Adjustments to the carrying value of the Preferred Stock to its estimated redemption value were recorded as a charge against 
retained earnings or, in the absence of retained earnings, by charges against additional paid-in capital. The $25.9 million 
excess of the redemption value over the aggregate fair value of common stock issued to the preferred shareholders in 
connection with the Restructuring was reclassified to stockholders' equity on the consolidated balance sheets. 

Stock Based Compensation 

Through September 22, 2009, the Company had three stock-based compensation plans in effect, under which stock options to· 
acquire the Company's common stock were granted to employees, directors and other non-employees ofthe Company. In 
addition, the Company issued warrants to purchase its common stock to certain employees and non-employees that were not 
issued under any of its three approved stock-based compensation plans. 

For stock option awards granted after June 30, 2006, the Company recognized compensation expense prospectively over the 
vesting period. Compensation expense for option awards subject to graded vesting was recognized based on the accelerated 
attribution method as specified under U.S. GAAP guidelines. The fair value of each option award granted subsequent to 
June 30, 2006 was estimated on the grant date using a Black-Scholes-Merton option valuation model. Certain key 
assumptions used in the model included share price volatility, expected tenn, risk-free interest rate and expected forfeiture 
rate. Total compensation expense to be recognized over the vesting period was based on: (1) the fair value of the Company's 
common stock at the quarterly reporting date immediately prior to the grant date; and (2) the total number of options expected 
to be exercised, net of expected forfeitures. The cumulative effect on current and prior periods of a change in the number of 
options expected to be exercised, net of forfeitures, was recognized in compensation expense in the period of the change. 

For stock option awards granted to employees prior to June 30, 2006, compensation expense was measured based on the 
intrinsic value ofthe stock or stock option at the grant date. For options granted to employees prior to June 30, 2006, the 
Company was not required to recognize compensation expense during the fiscal years ended June 30, 2009, 2008 or 2007 
because the exercise price for all such awards equaled or exceeded the estimated fair value of the Company's common stock at 
the grant date. . 

Prior to June 30, 2006, the Company issued warrants to certain employees and non-employees that pennitted the warrant 
holder the option to: (1) exercise such warrant for cash; or (2) exercise by withholding that number of common shares having a 
total fair value equal to the warrant exercise amount from the total number of common shares that would otherwise have been 
issued upon exercise of the warrant (a «cashless exercise"). Compensation cost was recorded as expense over the vesting 
period of such warrants using the accelerated expense attribution method. For these awards. it was presumed that the 
employee would elect the cashless exercise and compensation expense was adjusted periodically to reflect the amount by 
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the grant date and the exercise date resulted in corresponding increases or decreases, respectively, in compensation expense in 
the period in which the change in estimated fair value of common stock occurred. Accrued compensation for an award that 
was subsequently forfeited or cancelled was adjusted by decreasing compensation expense in the period of forfeiture or 
cancellation. 

In connection with the Company's debt and equity restructuring that was completed in September 2009 (the "Restructuring"), 
the Company tenninated its three existing stock-based compensation plans and offered cash settlements to holders of options 
and warrants in exchange for their agreement to cancel and tenninate such options and warrants. Compensation expense 
associated with awards under these plans was recorded through September 22, 2009. All outstanding options and warrants as 
of June 30, 2009 were cancelled and terminated as of September 22, 2009. Cash settlement payments of approximately $0.2 
million were recorded as general and administrative expense during the fiscal year ended June 30, 2010. 

In January 2010, Holdings' Board of Directors authorized the creation of the MXenergy Holdings Inc. 2010 Stock Incentive 
Plan (the "2010 SIP"), pursuant to which the Company may issue Class C Common Stock not to exceed 10% of Holdings' 
outstanding common stock (on a fully diluted basis) after giving effect to the Restructuring. Also in January 2010, Holdings' 
Board of Directors approved grants of restricted stock units ("RSUs") to certain senior officers, directors and a former director, 
pursuant to which the Company may issue approximately 2.9 million shares of Class C Common Stock, representing 5% of 
Holdings' outstanding common stock (on a fully diluted basis), subject to prescribed vesting requirements. The grant date fair 
value of the RSUs is based on: (I) the number ofRSUs granted; (2) the estimated fair value ofthe Company's Class C 
Common Stock on the grant date; and the estimated forfeiture rate over the tenn of the award vesting periods. 

Since the Company's common stock is not publicly traded, there is no readily-available market source ofinfonnation to 
estimate its fair value. Therefore, the Company utilizes an internal stock valuation model in order to calculate the grant-date 
fair value for stock-based compensation awards. At a minimum, the Company completes the stock valuation model on a 
quarterly basis, as of September 30m, December 31 st, March 31 st and June 30th of each fiscal year. For the June 30th model, the 
Company contracts with an independent valuation company to calculate a fair value at that date. For the remaining quarter
end valuation dates, the Company utilizes an internal valuation model that closely resembles the methodology utilized by the 
independent valuation company as of the previous June 30th valuation date. The grant date stock value assigned to stock-based 
compensation awards is generally detennined from the most recently completed quarter-end valuation model, unless any 
matters arose during the time between the most recent quarter-end model and the grant date that would have had a material 
impact on the stock valuation. 

Key estimates and assumptions used in the Company's stock valuation models include: 

• revenue and expense forecasts and assumed earnings multiples based on comparable companies; and 
• a discount rate applied to the future cash flows assumed to result from future earnings. 

The Company did not assume any forfeitures ofRSUs in its calculation of compensation expense for the fiscal year ended 
June 30, 2010, since it expects no forfeitures by directors prior to October 1,2010, which is the date on which the RSUs 
granted to directors will be completely vested without limitations, and no forfeitures by senior managers prior to 
September 22, 2010, which is the date on which the first third ofthe RSUs granted to senior managers will be completely 
vested without limitations. The forfeiture rate will be re-evaluated on each annual vesting date, or if any of the senior 
managers are tenninated. 

The RSUs granted in January 2010 are subject to a graded vesting schedule. Compensation expense is recognized based on 
the accelerated attribution method and is recorded in general and administrative expenses in the consolidated statements of 
operations. 

Transactions with Related Parties 

From time to time in the nonnal course of business, the Company enters into transactions with various non-employee related 
parties for financing arrangements, legal services, financial advisory services and management services. The Company 
utilizes accounting practices for these transactions that are consistent with similar transactions with unrelated third parties. 
Refer to Note 20 of the consolidated financial statements for a summary of the Company's related party transactions. 

Note 3. New Accounting Pronouncements 

Accounting Pronouncements Adopted During the Fiscal Year Ended June 30, 2010 

In June 2009, the Financial Accounting Standards Board (the "F ASB") issued Statement of Financial Accounting Standards 
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annual periods ending after September 15,2009, the Accounting Standards Codification (the "ASe") supersedes all existing 
accounting and reporting standards, excluding those issued by the SEC, and is now the single source of authoritative U.S. 
GAAP for entities that are not SEC registrants. Rules and interpretative releases ofthe SEC are also sources of U.S. GAAP 
for SEC registrants. The Company adopted the provisions of SF AS No. 168 effective for the financial statements included in 
this Fonn 10-K. The adoption of SF AS No. 168, as codified by ASC Topic 105, "Generally Accepted Accounting Principles," 
impacted the Company's financial statement disclosures, but did not have any effect on its financial position or results of 
operations. 

Effective July 1,2009, the Company adopted ASC guidelines regarding accounting and reporting for business combinations 
that are consummated after July 1,2009. These guidelines include certain changed principles and requirements related to: 
(1) recognition and measurements of identifiable assets acquired, liabilities assumed, goodwill acquired, any gain from a 
bargain purchase, and any noncontrolling interest in an acquired company; (2) application issues relating to accounting and 
disclosures for assets and liabilities arising from contingencies in a business combination; and (3) disclosures regarding 
business combinations in financial statements. The Company will apply the ASC guidelines prospectively to business 
combination transactions consummated after July 1,2009, if any. The Company did not consummate any business 
combination transactions during the fiscal year ended June 30, 2010. 

In August 2009, the FASB issued Accounting Standards Update No. 2009-05, "Fair Value Measurements and 
Disclosures" ("ASU 2009-05"). ASU 2009-05 amends ASC Topic 820, "Fair Value Measurements and Disclosures" by 
providing additional guidance clarifYing the measurement of liabilities at fair value. The amendments prescribed by ASU 
2009-05 became effective for the Company's quarterly reporting period ending December 31. 2009 and did not have any 
impact on the Company's financial position or results of operations. 

In February 2010, the F ASB issued Accounting Standards Update No. 2010-09, "Subsequent Events (Topic 855)
Amendments to Certain Recognition and Disclosure Requirements" ("ASU 2010-09"). ASU 2010-09 amends ASC Topic 
855, "Subsequent Events," by clarifYing the scope of disclosure requirements related to subsequent events. The amendments 
prescribed by ASU 2010-09 became effective for the Company's quarterly reporting period ending March 31, 2010 and did 
not have any impact on the Company's financial position or results of operations. Refer to Note 25 for disclosures regarding 
subsequent events. 

In January 2010, the FASB issued Accounting Standards Update No. 2010-06 ("ASU 2010-06"), which amends FASB ASC 
Topic 820, "Fair Value Measurements and Disclosures." The amended guidance in ASU 2010-06 requires entities to disclose 
additional information regarding assets and liabilities that are transferred between levels of the fair value hierarchy. ASU 
2010-06 also requires that required Level 3 disclosures regarding purchases, sales, issuances and settlements be reported on a 
gross basis. ASU 2010-06 clarifies existing guidance pertaining to the level of disaggregation at which fair value disclosures 
should be made and the requirements to disclose infonnation about the valuation techniques and inputs used in estimating 
Level 2 and Level 3 fair value measurements. The amended guidance in ASU 2010-06 pertaining to disclosure of transfers 
between levels ofthe fair value hierarchy, the level of disaggregation of disclosures and disclosure of valuation techniques and 
inputs used in estimating Level 2 and Level 3 measurements became effective and were adopted for the Company's quarterly 
reporting period ending March 31, 2010. 

The requirement to disclose Level 3 purchases, sales, issuances and settlements on a gross basis will become effective for 
fiscal years (and for interim periods within those fiscal years) beginning after December 15,2010. The Company intends to 
adopt these provisions effective for its quarterly reporting period ending September 30, 2011. 

Note 4. Debt and Equity Restructuring 

On September 22, 2009, the Company completed the Restructuring, which included a number of transactions and amendments 
to corporate documents. 

Amendment and Restatement of Corporate Documents 

On September 22, 2009, the Company's Certificate ofIncorporation and Bylaws were amended and restated, and the 
Company entered into new stockholder agreements with holders of various classes of newly authorized common stock. 
Effective July 27, 2010, the Company's Certificate ofIncorporation and Bylaws were further amended and restated and the 
stockholders agreement among holders of all classes of common stock dated September 22, 2009 (the "Stockholders 
Agreement") was amended. The amended and restated Certificate of Incorporation dated September 22, 2009 authorized 
issuance of new classes of common stock and changed the size and composition of the Company's board of directors (the 
"Board of Directors"). The amended and restated Certificate ofIncorporation dated July 27,2010 adjusts director and 
committee member compensation, reduces the number of committees of the board of directors and revises the definitions of 
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Exchange of Floating Rate Notes due 2011 for Cash, Fixed Rate Notes due 2014 and Class A Common Stock 

The Restructuring included a debt exchange transaction that was accounted for as a troubled-debt restructuring in accordance 
with U.S. GAAP, and therefore did not result in any gain or loss recorded in the consolidated statements of operations. 

On September 22, 2009, the Company exchanged $158.8 million aggregate principal amount of outstanding Floating Rate 
Notes due 2011 for $26.7 million ofeash, $67.8 million aggregate principal amount of 13.25% Senior Subordinated Secured 
Notes due 2014 (the "Fixed Rate Notes due 2014") and 33,940,683 shares of newly authorized Class A Common Stock. In 
addition, $9.0 million was transferred from unrestricted cash to an escrow account (the "Fixed Rate Notes Escrow Account"), 
which is maintained as security for future interest payments to holders of the Fixed Rate Notes due 2014. 

Refer to Note 17 for additional information regarding the Fixed Rate Notes due 2014 and the Floating Rate Notes due 2011. 

New Master Supply and Hedge Facility 

As of June 30, 2009, the Company relied on the following credit, commodity hedging and commodity supply arrangements for 
operation of its natural gas and electricity businesses: 

• A credit facility (the "Revolving Credit Facility") that was used primarily to post letters of credit required to 
effectively operate within the markets that the Company serves; 

• A hedge facility (the "Hedge Facility") that was used as the Company's primary facility to economically hedge 
variability in the cost of natural gas; 

• Commodity derivative arrangements with various counterparties were used to economically hedge variability in the 
cost of electricity; and 

• Arrangements with numerous commodity suppliers to supply thc natural gas and electricity necessary for customer 
consumption in the markets that the Company serves. 

Effective September 22, 2009 the Revolving Credit Facility and Hedge Facility were replaced by a new exclusive credit, 
supply and commodity hedging agreement (the "Commodity Supply Facility") with Sempra Energy Trading LLC ("RBS 
Sempra"), which replaced the separate credit, hedging and supply arrangements described above. As a result oftermination of 
the Revolving Credit Facility, $75.0 million of restricted cash held as collateral for obligations under the Revolving Credit 
Facility was released to unrestricted cash, which was used by the Company to fund various cash outlays in connection with the 
Restmcturing. 

Refer to Note 16 for additional information regarding the Commodity Supply Facility. 

Conversion of Redeemable Convertible Preferred Stock to Class C Common Stock 

As of June 30, 2009, the Company had 1,451,310 shares of Preferred Stock outstanding, which was recorded at its estimated 
redemption value of$54.6 million on the consolidated balance sheets. On September 22, 2009, all outstanding shares of 
Preferred Stock were exchanged for 11,862,551 shares of newly authorized Class C Common Stock. Refer to Note 18 for 
additional information regarding the Preferred Stock. 

Repayment and Termination of the Credit Agreement with Denham Commodity Partners Fund LP 

As of June 30, 2009, the Company had a $12.0 million outstanding balance under a credit agreement with Denham 
Commodity Partners LP (the "Denham Credit Facility"). On September 22, 2009, all amounts previously borrowed were 
repaid and the Denham Credit Facility was terminated. Refer to Note 20 for additional information regarding the Denham 
Credit Facility. 

Repayment and Termination of Bridge Financing Loans 

In connection with the Revolving Credit Agreement, Charter Mx LLC, Denham and four members of the Company's senior 
management team agreed to provide Bridge Financing Loans in an aggregate amount of$10.4 mi1lion by becoming lenders in 
a new bridge loan tranche under the Revolving Credit Agreement. The Bridge Financing Loan from Charter Mx LLC was 
repaid, with accrued interest, in April 2009. The Bridge Financing Loans from all other lenders were repaid, with accrued 
interest, in connection with the Restructuring. Refer to Note 20 for additional information regarding the Bridge Financing 
Loans. 
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Settlement and Cancellation of Outstanding Stock Options and Warrants 

As of June 30, 2009, the Company had options and warrants outstanding which were, or may be, exercisable for 1,008,770 
shares of common stock. The vast majority of these options and all of the warrants were "out of the money" as of the 
consummation date of the Restructuring (e.g., the agreed-upon price for which the option/warrant holder may purchase the 
Company's common stock exceeded the current fair value of the common stock). In connection with the Restructuring, the 
Company terminated its existing share-based compensation plans and offered a cash settlement to holders of options and 
warrants to cancel and terminate such options and warrants. Refer to Note 19 for additional information regarding equity
based incentive plans. 

New Equity Incentive Plan and Bonuses 

In connection with the Restructuring. the shareholders agreed to create a new equity-based incentive plan. pursuant to which 
the Company may issue Class C Common Stock not to exceed 10% of Holdings' outstanding common stock (on a fully diluted 
basis) after giving effect to the Restructuring. In January 2010, Holdings' Board of Directors authorized a new plan and 
approved grants of RSUs to certain senior officers, directors and a former director. Refer to Note 19 for additional information 
regarding equity-based incentive plans. 

Other Restructuring Activity 

In connection with various Restructuring transactions, the Company incurred $6.4 mi1lion of legal, consulting and other fees 
that were recorded as deferred debt issuance costs ($6.1 million) and stock issuance costs that were recorded as a reduction of 
additional paid in capital ($0.3 million). The deferred debt issue costs will be amortized as an increase to interest expense over 
the remaining terms of the related agreements. 

The Company also recorded approximately $2.2 million of incremental, non-recurring expenses. including: 

• Upon completion of the Restructuring, the Compensation Committee of the Board of Directors approved a total bonus 
pool of approximately $0.8 million, which was paid to 19 of the Company's executive officers and employees, 
including the Company's chief executive officer and chief financial officer. These bonuses were included in general 
and administrative expenses during fiscal year 2010. 

• The Company incurred approximately $0.2 million of severance costs, included in general and administrative 
expenses during fiscal year 2010, which related to certain employees terminated in September 2009 as part of an 
initiative to streamline the Company's organizational structure and control operating costs; and 

• The Company incurred approximately $1.2 million of professional fees, included in general and administrative 
expenses during fiscal year 2010. in connection with various potential Jiquidity events considered during fiscal year 
2009 and the first three months of fiscal year 2010. 

Note 5. Seasonality of Operations 

Natural gas and electricity sales accounted for approximately 82% and 18%, respectively, of the Company's total sales for the 
fiscal year ended June 30, 2010. The majority of natural gas customer consumption occurs during the months of 
November through March. By contrast, electricity customer consumption peaks during the months of June through 
September. Because the natural gas business segment comprises such a large component ofthe Company's overall business 
operations, operating results for the second and third fiscal quarters represent the vast majority of operating results for the 
Company's full fiscal year. 

Cash collections from the Company's natural gas customers peak in the spring of each calendar year, while cash collections 
from electricity customers peak in late summer and early fall. The Company utilizes a considerable amount of cash from 
operations to meet working capital requirements during the months of November through March of each fiscal year. In 
addition, the Company utilizes considerable cash to purchase natural gas inventories during the months of April through 
October. 

Weather conditions have a significant impact on customer demand and market prices for natural gas and electricity. Customer 
demand exposes the Company to a high degree of seasonality in sales. cost of sales, billing and collection of customer 
accounts receivable, inventory requirements and cash flows. In addition, budget billing programs and payment terms of LDCs 
can cause timing differences between the billing and collection of accounts receivable and the recording of revenues. 
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The impact of rapidly rising or falling commodity prices also varies greatly depending on the period oftime in which they 
occur during the Company's fiscal year. Although commodity price movements can have material short-term impacts on 
monthly and quarterly operating results, the Company's economic hedging and contract pricing strategies are designed to 
reduce the impact of such trends on operating results for a full fiscal year. Therefore, the short-term impacts of changing 
commodity prices should be considered in the context ofthe Company's entire annual operating cycle. 

Note 6. Accounts Receivable. Net 

Accounts receivable, net is summarized in the following table. 

Billed customer accounts receivable: 
Guaranteed by LDCs 
Non-guaranteed by LDCs 

Unbi1led customer accounts receivable (1): 
Guaranteed by LDCs 
Non-guaranteed by LDCs 

Total customer accounts receivable 
Less: Allowance for doubtful accounts 
Customer accounts receivable, net 
Cash imbalance settlements and other receivables, net (2) 

Accounts receivable, net 

$ 

$ 

Balances at June 30, 
2010 2009 

(in thousands) 

11,736 $ 7,768 
21,543 26,679 
33,279 34,447 

10,206 5,737 
7,211 10,547 

17,417 16,284 
50,696 50,731 
(5,074) (7,344) 
45,622 43,387 

3,303 4,211 
48,925 $ 47,598 

(1) Unbilled customer accounts receivable represents estimated revenues associated with natural gas and electricity consumed 
by customers but not yet billed under the monthly cycle billing method utilized by LDCs. 

(2) Cash imbalance settlements represent differences between natural gas delivered to LDCs for consumption by the 
Company's customers and actual customer usage. The Company expects such imbalances to be settled in cash within the 
next 12 months in accordance with contractual payment arrangements with the LDCs. 

The Company operates in 41 market areas located in 14 U.S. states and two Canadian provinces. The Company's diversified 
geographic coverage mitigates the credit exposure that could result from concentrations in a single LDC territory or a single 
regulatory jurisdiction, from extreme local weather patterns or from an economic downturn in any single geographic region. 

The Company has limited exposure to risk associated with high concentrations of sales volumes with individual customers. In 
April 2010, the Company began delivering natural gas to an LDC in Ohio as part ofa new Standard Service Offer program 
(the "SSO Program"; refer to Note 22 for additional information). As a result of the Company's participation in the SSO 
Program, the LDC in Ohio became the Company's largest single customer during fiscal year 2010, accounting for 
approximately 3.6% of the Company's natural gas sales volume. 

The allowance for doubtful accounts represents the Company's estimate of potential credit losses associated with customer 
accounts receivable in markets where such receivables are not guaranteed by LDCs. The Company assesses the adequacy of 
its allowance for doubtful accounts through review of the aging of customer accounts receivable and general economic 
conditions in the markets that it serves. Based upon this review as of June 30, 2010, and for the fiscal year then ended, the 
Company believes that its allowance for doubtful accounts is adequate to cover potential credit losses related to customer 
accounts receivable. An analysis ofthe allowance for doubtful accounts is provided in the following table. 

Allowance for doubtful accounts: 
Balance at beginning of period 
Add: Provision for doubtful accounts 
Less: Net charge ofTs of customer accounts receivable 
Balance at end of period 

$ 

$ 

Fiscal Year Ended June 30, 
2010 2009 

(in thousands) 

7,344 $ 5,154 $ 
5,164 12,009 

17,434) (9,819) 
5,074 $ 7,344 $ 

2008 

5,259 
5,050 

(5,155) 
5,154 
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Provision for doubtful accounts as a percentage of sales 
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17.6% 

1.79% 

19.7% 

2.79% 
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customer accounts receivable within markets where such receivables are not guaranteed by LDCs as well as discounts related 
to customer accounts receivable that are guaranteed by LDCs. For the fiscal year ended June 30, 2010, approximately 51 % of 
the Company's total sales of natural gas and electricity were within markets where LDCs do not guarantee customer accounts 
receivable while 49% of total sales were within markets where LDCs guarantee customer accounts receivable at a weighted 
average discount rate of approximately 1 %. Such discount is the cost to guarantee the customer accounts receivable. In 
markets where the LDC guarantees customer accounts receivable. the Company is exposed to the credit risk of the LDC, rather 
than that of its customers. The Company monitors the credit ratings ofLDCs and the parent companies ofLDCs that 
guarantee customer accounts receivable. The Company also periodically reviews payment history and financial information 
for LDCs to ensure that it identifies and responds to any deteriorating trends. As of June 30, 2010, all of the Company's 
customer accounts receivable in LDC-guaranteed markets were with LDCs with investment grade credit ratings. 

The lower provision for doubtful accounts during fiscal year 2010 was primarily due to the following factors: 

• Sales of natural gas and electricity in markets where customer accounts receivable are not guaranteed by LDCs 
decreased 33% during fiscal year 2010, as compared with the same period in the prior fiscal year; 

• The aging of the Company's customer accounts receivable deteriorated in certain ofits larger markets in Georgia, 
Texas and the northeastern U.S. during fiscal year 2009, which resulted in charge-offs of customer accounts 
receivable and provisions for doubtful accounts for those markets that were higher than historical levels. Credit 
environments have generally stabilized in these markets during fiscal year 2010; 

• The company's acquisition of Catalyst Natural Gas, LLC in October 200S resulted in higher reserves against 
customer accounts receivable deemed uncollectible and incremental charge-offs of customer accounts receivable, 
which contributed to a higher provision for doubtful accounts in the Company's Georgia natural gas market during 
fiscal year 2009 and the first quarter of fiscal year 2010. There were no purchase acquisitions of customer accounts 
during fiscal year 2010 that resulted in incremental charge-offs or provisions for doubtful accounts; and 

• Dming fiscal-year 2009, the Company initiated more stringent credit standards for its new and existing customers, 
which resulted in generally higher credit quality in its customer portfolio during fiscal year 20]0. 

Note 7. Natural Gas Inventories 

Natural gas inventories are summarized in the following table. 

Storage inventory for delivery to customers 
Imbalance settlements in-kind (I) 

Total 

$ 

$ 

Balances at June 30. 
2010 2009 

(in thousands) 

9,956 $ 24,457 
5,905 4,958 

15,861 :::,$ __ 2:;,9;,;,4;,:1;;,5 

(1) Represents inventory to be transferred to the Company or its customers from LDCs as a result of an excess of natural gas 
deliveries over amounts used by customers in prior periods. The company expects these inventories to be transferred to 
the Company or its customers within the upcoming twelve-month period. 

The volume of natural gas held in storage decreased 63% from 4,900,000 million British thennal units ("MMBtus") at 
June 30,2009 to I.S million MMBtus at June 30, 2010. Prior to the Restructuring, the Company managed storage capacity for 
its natural gas inventory. During the months of April through October, the Company traditionally purchased natural gas to be 
held in natural gas inventory until such inventory was transported to LDCs for distribution to the Company's customers during 
the winter months. Natural gas inventories recorded on the consolidated balance sheets at June 30, 2009 included this activity. 

In connection with the Commodity Supply Facility, the Company released a substantial portion of its storage capacity to RBS 
Sempra during the fiscal year ended June 30, 2010. The Company enters into physical forward contracts to purchase a similar 
quantity of natural gas from RBS Sempra during the winter months, at a cost that will approximate the cost to the Company 
had it retained that storage capacity. As of June 30, 2010, the Company had entered into physical forward contracts to 
purchase approximately 4.3 million MMBtus of natural gas from RBS Sempra. 

The weighted-average cost per MMBtu of natural gas held in storage increased 9% from June 30, 2009 to June 30, 2010, 
which partially offset the impact of lower volume of natural gas held in storage by the Company. 

Note 8. Goodwill 
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impact on the fair value of the natural gas business segment and the recorded value of goodwill. During the fiscal year ended 
June 30, 2010, the Company evaluated the impacts of various transactions consummated in connection with the Restructuring 
and concluded that they did not have any impact on the recorded carrying value assigned to goodwill. 

The Company completed its annual impairment test of goodwill as of June 30, 2010 and determined that the fair value of the 
natural gas reporting unit exceeded its carrying value. As a result, no impairment loss was required to be recognized. Since 
the testing date, there were no material events, transactions or changes in circumstances that warranted consideration for their 
impact on the recorded carrying value assigned to goodwill. 

Note 9. Customer Acquisition Costs, Net 

Customer acquisition costs and related accumulated amortization are summarized in the following tables. 

Balance at June 30, 2010 
Gross Accumulated 

Book Value Amortization Net Book Value 

Customer contracts acquired from: 
Asset acquisitions and business combinations (1) 
Success-based third-party marketing activities 
Hourly-paid, third-party direct-response telemarketing activities 
Totals 

Customer contracts acquired from: 
Asset acquisitions and business combinations (1) 
Success-based third-party marketing activities 
Hourly-paid third-party direct-response telemarketing activities 
Totals 

$ 

$ 

$ 

$ 

(in thousands) 

8,196 $ 6,424 $ 
42,010 17,237 
13,261 9,381 
63,467 $ 33,042 $ 

Balance at June 301 2009 
Gross Accumulated 

Book Value Amortization 
(in thousands) 

48,832 $ 42,553 $ 
24,438 8,620 
16,306 10,453 
89,576 $ 61,626 $ 

1,772 
24,773 

3,880 
30,425 

Net Book 
Value 

6,279 
15,818 
5,853 

27,950 

(1) Includes the fair value of customer portfolios acquired in transactions accounted for as asset acquisitions or business 
combinations. Also includes contingent consideration paid by the Company subsequent to the acquisition date in 
accordance with the respective acquisition agreements. 

Amortization expense relating to capitalized customer acquisition costs was approximately $19.8 million, $29.8 million and 
$23.4 million for the fiscal years ended June 30, 2010, 2009 and 2008, respectively. Amortization expense associated with 
customer acquisition costs capitalized as of June 30, 2010 is expected to approximate $17.0 million, $9.0 million and $4.4 
million for the fiscal years ending June 30, 2011, 2012 and 2013, respectively. 

The value and recoverability of customer acquisition costs are evaluated quarterly by comparing their carrying value to their 
projected future cash flows on an undiscounted basis. During the fiscal year ended June 30, 2010, no impairment was 
indicated as a result of these comparisons. Additionally, the Company evaluated the impacts of various transactions 
consummated in connection with the Restructuring and concluded that they did not have any impact on the recorded carrying 
value assigned to customer acquisition costs. 

As of June 30, 20]0, the weighted-average remaining amortization period for customer acquisition costs is approximately 1.6 
years. 

Note 10. Fixed Assets, Net 

Fixed assets, net are summarized in the following table. 
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Estimated 
Balance at June 30, Useful 

Fixed Asset Category 2010 2009 Lives 
(in thousands) 

Computer equipment $ 6,381 $ 6,OSO 3 years 
Computer software and development 22,273 25,607 3-5 years 
Office furniture and equipment 1513 1,502 3-5 years 

30,167 33,IS9 
Less: accumulated depreciation and amortization (27,428) (29,461) 

2,739 Fixed assets, net ;:;$~~~~;;; $ 3,72S 

The Company capitalized approximately $1.0 million of software development costs during the fiscal years ended June 30, 
2010 and 2009. Capitalized software costs related to various project designed to reduce the number of software systems 
utilized to service customer accounts and to enhance the overall capabilities of existing software. Amortization expense 
relating to capitalized computer software costs was approximately $1.8 million, $6.4 million and $7.7 million for the fiscal 
years ended June 3D, 2010, 2009 and 200S, respectively. 

Depreciation expense relating to computer equipment, office furniture and other equipment was approximately $0.6 million, 
$1.4 million and $1.6 million for the fiscal years ended June 3D, 2010, 2009 and 200S, respectively. 

Note 11. Other Current Assets 

Other current assets are summarized in the following table. 

Security deposits: 
Collateral required by hedging counterparties 
Collateral posted in connection with the SSO Program 
Collateral required by transmission, pipeline and transportation 

counterparties 
Prepaid expenses 
Other 
Total other current assets 

Note 12. Income Taxes 

Income tax benefit (expense) is summarized in the following table: 

$ 

$ 

June 30, 
2010 

Balance at 
June 30, 

2009 
(in thousands) 

6,180 $ 
4,569 

4,157 

3,295 5,202 
1,448 1,332 

780 1,393 

16,272 ;::,$~~~12;;,;,0;,:;S:;:4 

Fiscal Years ended June 30, 
2010 2009 2008 

(in thousands) 

Current: 
Federal $ 5,054 $ 4,666 $ 599 
State (645) (S23) 434 

4,409 3,843 1,033 
Deferred: 

Federal (16,312) 18,892 (15,000) 
State (2,789) 4,514 P,18S) 

(19,101) 23,406 (1S,18S) 
Total income tax (expense) benefit $ (14,692) $ 27,249 $ (17,155) 

As of June 30, 2010, the Company has net operating loss carryforwards of approximately $2.6 million and $0.6 million related 
10 its U.S. and Canadian operations, respectively. The net operating loss carryforwards related to u.S. operations will expire 
in fiscal year 2029. The net operating loss carryforwards related 10 Canadian operations will expire during fiscal years 2014 
through 2030. 

As a result of the Restructuring, the U.S. net operating loss carryforward that relates to operations prior to the Restructuring is 
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The provision for income taxes varied from income taxes computed at the statutory U.S. federal income tax rate as a result of 
the following: 

Fiscal Yean ended June 30, 
2010 2009 2008 

Federal statutory rate 
State statutory rate, net of federal benefit 
Total statutory rate 
Impact of prior year adjustments on current and deferred income taxes 
Impact of changing tax rates on prior year deferred balances 
Impact of reversal of deferred tax asset for stock compensation expense 
Impact of permanent differences 
Impact of novated interest rate swaps 
Impact of recording valuation allowance 
Other 

Effective tax rate 

35.0% 
4.0 

39.0 
2.2 

(1.3) 
6.3 

(0.4) 
(11.4) 
20.8 

0.9 
56.1% 

35.0% 
3.9 

38.9 

(0.2) 

(17.3) 

21.4% 

35.0% 
4.5 

39.5 
(0.6) 
1.0 

1.0 

40.9% 

Major taxing jurisdictions for the Company and tax years for each that remain subject to examination are as follows: 

Taxing Jurisdiction 

U.S. Federal 
U.S. states and cities 
Canada 

Open Fiscal Years 

2007 and later 
2002 and later 
2004 and later 

The significant components of the Company's deferred tax assets and liabilities are summarized in the following table. 

Deferled tax assets: 
Depreciation and amortization 
Net umealized losses from risk management activities 
Allowance for doubtful accounts 
Tax loss carry forwards 
Accrued bonuses 
Stock compensation expense 
Novation of interest rate swaps 
Other reserves 
Valuation allowance 

Total deferred tax assets 
Deferred tax liabilities: 

State tax liability 
Total deferred tax liabilities 

Net deferred tax asset 

Balance sheet classification: 
Current deferred tax asset 
Long-term deferred tax asset 
Current deferred tax liability 

Net deferred tax asset 

$ 

$ 

$ 

$ 

Balance at June 30. 
2010 2009 

(in thousands) 

18,751 $ 
3,197 
1,992 
3,652 
1,540 

901 
2,996 

133 
(28,123) 

5,039 

32 
32 

5,007 $ 

1,378 $ 
3,629 

5,007 $ 

18,982 
18,693 
2,860 
2,724 
1,707 
1,642 

165 
(22,664) 
24.109 

24,109 

9.020 
15,089 

24,109 

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amount of assets and liabilities 
for financial reporting purposes and the amounts used for income tax purposes. The Company's policy is to establish a 
valuation allowance ifit is "more likely than not" that the related tax benefits will not be realized. At June 30, 2010 and 2009, 
the Company determined that it was "more likely than not" that a portion of its deferred tax assets would not be realized. 

An analysis of the valuation allowance is provided in the following table. 
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Balance at beginning of period 
Net increase (decrease) during the period 

Balance at end ofperiod 

$ 

$ 

Page 152 of 244 

Fiscal Year Ended June 30, 
2010 2009 2008 

(in thousands) 

22,664 $ $ 
5,459 22,664 

28,123 $ 22,664 $ 

The Company has deferred tax assets related to unrealized losses from risk management activities. The Company anticipates 
that these deferred tax assets will be realized in future periods when sales of fixed price commodities, to which the unrealized 
losses from risk management activities relate, occur. Therefore, the Company did not establish a valuation allowance for these 
deferred tax assets. 

For the remaining deferred tax assets, the Company determined based on available evidence, including historical financial 
results for the last three years, that it is "more likely than not" that a portion ofthese items may not be recoverable in the 
future. The Company increased its valuation allowance by $5.5. million related to its u.s. operations, due to a change in the 
mix of related deferred tax assets, resulting in a charge to tax expense recorded for fiscal year 2010. 

At June 30, 2010, the Company had an uncertain tax position of$0.9 million for a timing issue related to compensation 
expense. There was no change in the effective tax rate as a result of this item during the fiscal year ended June 30, 2010, and 
the Company expects this item to be settled within the next twelve months. 

The Company recognizes accrued interest and penalties related to income tax liabilities in accrued liabilities in the 
consolidated balance sheet and interest expense in the consolidated statement of operations. As of June 30, 2010, the 
Company accrued less than $0.1 million for potential interest and penalties for the compensation-related timing issue described 

. above. There was no Jl1aterial change in ·ihis amount during the fiscal" year ended June 30, 2010. . 

The Worker, Homeownership and Business Assistance Act of2009 (the "WHBA Act"), which was signed into law on 
November 6, 2009, contains a number of tax law changes, including a provision that permits companies to elect to carry back 
certain net operating losses for up to five years. As of June 30, 2010, the Company expects to carry back approximately $15.7 
million of current year tax losses to tax years ending June 30, 2005 and 2006 under the provisions of the WHBA Act, which is 
expected to result in approximately $5.5 million of tax refunds. 

Note 13. Accounts Payable and Accrued Liabiiities 

Accounts payable and accrued liabilities are summarized in the following table. 

Balance at 
June 30, June 30, 

2010 2009 
(in thousands) 

Trade accounts payable and accrued liabilities (1) 
Accrued commodity purchases 
Interest payable (2) 
Payroll and related expenses 
Sales and other taxes 
Other 
Total accounts payable and accrued liabilities 

$ 

$ 

16,069 
2,083 
3,951 
4,301 

3,898 
30,302 

$ 13,952 
9,847 
8,946 
4,761 
2,193 
3,448 

$ 43,147 

(1) Includes $0.2 and $1.9 million due to related parties at June 30, 2010 and 2009, respectively, for legal services, financial 
advisory services and management fees. Refer to Note 20 for additional infonnation regarding related party transactions. 

(2) Includes $ 1.0 million of accrued interest at June 30, 2009 related to Bridge Financing Loans and the Denham Credit 
Facility. All amounts due to the Bridge Financing Loans lenders and Denham were repaid in September 2009 in 
connection with the Restructuring. Refer to Note 20 for additional information regarding related party transactions. 

Trade accounts payable and accrued expenses include amounts accrued for transportation and distribution charges, imbalances, 
other utility-related expenses and general operating expenses. Interest payable primarily includes accrued and unpaid interest 
associated with the Fixed Rate Notes due 20]4 and the Floating Rate Notes due 2011. 
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Note 14. Derivatives and Hedging Activities 

The Company is exposed to certain risks relating to its ongoing business operations. The primary risks managed by using 
derivative instruments are commodity price risk and interest rate risk. The Company has a risk management policy that is 
intended to reduce its financial exposure related to changes in the price of natural gas and electricity and to changes in the 
interest rates associated with its Commodity Supply Facility and Floating Rate Notes due 2011. The Company's risk 
management policy defines various risk management controls and limits that are designed to monitor its commodity price risk 
position and ensure that hedging performance is in line with objectives established by its Board of Directors and management. 
Speculative trading activities are explicitly prohibited under the Company's risk management policy. 

The Company utilizes derivative financial instruments to reduce its exposure to fluctuations in the price of natural gas and 
electricity. Commodity derivatives utilized typically include swaps, forwards and options that are bilateral contracts with 
counterparties. In addition, certain contracts with customers are also accounted for as derivatives. The Company has not 
elected to designate any derivative instruments as hedges under U.S. GAAP guidelines. Accordingly, any changes in fair 
value during the term of a derivative contract are adjusted through unrealized losses (gains) from risk management activities in 
the consolidated statements of operations with offsetting adjustments to unrealized gains or unrealized losses from risk 
management activities in the consolidated balance sheets. Unrealized gains from risk management activities on the 
consolidated balance sheets represent receivables from various derivative counterparties, net of amounts due to the same 
counterparties when master netting agreements exist. Unrealized losses from risk management activities represent liabilities to 
various derivative counterparties, net of receivables from the same counterparties when master netting agreements exist. 
Settlements on the derivative instruments are realized monthly and are generally based upon the difference between the 
contract price and the settlement price as quoted on NYMEX or other published index. 

The recorded values of derivative instruments reflect management's best estimate of fair value, which takes into account 
various factors including closing exchange and over-the-counter quotations, parity differentials and volatility factors 
underlying the commitments. In addition, 'the recorded fair values are discounted to reflect counterparty credit risk and time 
value of settlement. 

Gross volumes associated with commodity and interest rate derivative contracts that are recorded at fair value on the 
consolidated balance sheets, which expire at various times through March 2013, are summarized in the following table. The 
volumes in the table do not quantify risk or represent assets or liabilities ofthe Company, but are used in the calculations of 
fair value and cash settlements under the contracts. 

Natural gas instruments (amounts reflected in MMBtus) (1): 
Financial forward derivative contracts: 

NYMEX-referenced over the counter contracts 
Basis contracts 
Option contracts 

Physical forward contracts (2): 
Physical fixed contracts 
Physical basis contracts 
Physical index contracts 

Electricity instruments (amounts reflected in MWhrs) (3): 
Financial forward derivative contracts: 

Swaps and fixed price contracts 
Physical forward contracts (2) 

Interest rate swaps (in millions) $ 

Open Positions as of 
June 30, 

2010 

21,358,000 
18,794,000 

550,000 

4,218,000 
276,000 

1,375,000 

677,000 
139,000 

80.0 $ 

2009 

32,298,000 
22,172,000 

2,015,000 

168,000 

110,0 

(1) Million British thennal units, a standard unit of heating equivalent measure for natural gas. A unit of heat equal to 
1,000,000 Btus, or I MMBtu, is the !hennal equivalent of approximately 1,000 cubic feet of natural gas. 

(2) Represents agreements for the purchase and sale of natural gas or electricity that are accounted for as derivatives because 
they did not qualify for the "nonnal purchases and sales" exclusion under U.S. GAAP as of the respective period-end date. 

(3) Megawatt Hours, each representing 1 million watt hours or a thousand kilowatt hours, which is the amount of electric 
energy produced or consumed in a period of time. 
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The fair value of these derivative instruments recorded on the Company's consolidated balance sheets is summarized in the 
following table. 

Impact of 
Master Netting 

Type oCDerivative Location on the Consolidated Balance Sheet 
Prior to 
Netting Agreements After Netting 

Fair value as of 
June 30, 2010: 
Asset derivatives: 

(in thousands) 

Commodity 
derivatives 

Total 
Unrealized gains from risk management activities, net $ 

$ 
13,756 $ 
13,756 $ 

(13,756):::..$ __ _ 
(13,756);;;,$ __ _ 

Liability Derivatives: 
Commodity 

derivatives Unrealized losses from risk management activities, net $ 26,315 $ (13,756)$ 12,559 
Interest rate 

derivatives Unrealized losses from risk management activities, net 6,029 6,029 

Total $ 32,344 $ (13,756)$ 18,588 

Fair value as of 
June 30, 2009: 
Asset derivatives: 

Commodity 
derivatives Unrealized gains from risk management activities, net $ 24,649 $ (24,3)5)$ 294 

Total $ 24,649 $ (24,355)$ 294 

Liability Derivatives: 
Commodity 

derivatives Unrealized losses from risk management activities, net $ 64,347 $ (24,355)$ 39,992 
Interest rate 

derivatives Unrealized losses from risk management activities, net 8,303 8,303 

Total $ 72,650 $ (24,355)$ 48,295 

The effect of derivative instruments on the Company's consolidated statements of operations is summarized in the following 
table. 

Type or Derivative 
Instrument 

Commodity 

Location of (Gains) Losses Recognized on the 
Consolidated Statement of Operations 

Cost of goods sold - realized (gains) losses from risk 

Amount of (Gains) Losses Recognized fOI" 

the Fiscal Year Ended June 30, 
2010 2009 2008 

(in thousands) 

management activities, net $ 48,211 $ 72,824 $ 6,747 
Commodity 

lnterest rate 

Total 

Cost of goods sold - unrealized (gains) losses from risk 
management activities, net 

Interest expense, net of interest income 

Commodity Price Risk Management Activities 

(27,139) 87,575 (67,168) 

-;;-----:(~2>;,2::::7 4",)-;;----,,-;73 ,,,,69":;03 :;;----;;:3",,2,;,:,9;:;.0 
$ 18,798 $ 164,092 $ (57,131) 

The Company utilizes swap instruments and, to a lesser extent, option instruments to economically hedge the anticipated 
natural gas and electricity commodity purchases required to meet expected customer demand for all accounts served under 
fixed price contracts (up to 110% in the winter months with respect to customer demand in certain natural gas utility service 
areas with daily balancing requirements and up to 110% in the summer months with respect to customer demand in certain 
electricity utility service areas). 

Financial Natural Gas Derivative Contracts 
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The Company utilizes the Commodity Supply Facility to enter into NYMEX-referenced over-the-counter swaps, basis swaps 
and options to economically hedge the risk of variability in the cost of natural gas. Under the Commodity Supply Facility, as 
of June 30, 2010, the Company has the ability to enter into NYMEX and basis swaps through March 2013. 

In connection with the Commodity Supply Facility, during the fiscal year ended June 30, 2010, certain of the Company's 
natural gas hedge agreements under the former Hedge Facility were novated to RBS Sempra from the previous counterparty. 
Such novations did not have any impact on the Company's rights, obligations, risks or accounting methodology associated 
with the agreements. 

Physical Forward Natural Gas Derivative Contracts 

As of June 30, 2009, the Company had forward physical contracts to purchase natural gas beginning in July 2009 and ending 
in November 2010. Based on the tenns ofthese purchases, the Company had elected to treat all such contracts as "normal 
purchases" under u.s. GAAP. and therefore the contracts were not reported on the consolidated balance sheets at June 30, 
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2009. 

Under the terms of the Commodity Supply Facility, most of the outstanding physical forward agreements for the purchase of 
natural gas were novated to RBS Sempra during the fiscal year ended June 30, 2010. Based upon the terms of the ISDA 
Master Agreements, certain of these novated agreements no longer qualifY as "normal purchases." Since the novation dates of 
these agreements, changes in fair value have been reflected in earnings and recorded in unrealized gains and/or unrealized 
losses from risk management activities on the consolidated balance sheets at June 3D, 2010. These agreements are included in 
the June 30,2010 fair value measurements reported in Note 15. 

Financial Electricity Derivative Contracts 

As of June 30, 2009, the Company did not have an exclusive agreement with any single hedge provider for electricity. The 
Company managed its exposure to risk associated with its electricity hedge providers through a formal credit risk management 
process and through daily review of exposures from open positions. As of June 30, 2009, all of the Company's electricity 
hedge positions were with counterparties with investment grade credit ratings. The Company generally was required to post 
letters of credit to cover its liability positions with various counterparties in accordance with electricity hedging agreements. 

Effective September 22, 2009, under the Commodity Supply Facility, the Company has an exclusive agreement with RBS 
Sempra for electricity economic hedging activities. Subsequent to the Restructuring, the Company's existing electricity swap 
agreements with other counterparties were novated to RBS Sempra. Such novations did not have any impact on the 
Company's rights, obligations, risks or accounting methodology associated with the agreements. 

Physical Forward Electricity Derivative Contracts 

As of June 30, 2009, the Company had physical forward contracts to purchase electricity beginning in July 2009 and ending in 
September 2011. Based on the tenns of these purchases, the Company had elected to treat all such contracts as "nonnal 
purchases" under U.S. GAAP, and therefore the contracts were not reported on the consolidated balance sheets at June 30, 
2009. 

Under the tenns of the Commodity Supply Facility, all physical forward agreements for the purchase of electricity were 
novated to RBS Sempra during the second quarter of fiscal year 2010. Based upon the terms of the ISDA Master Agreements, 
certain ofthese novated agreements no longer qualify as "nonnal purchases." Since the novation dates of these agreements, 
changes in fair value have been reflected in earnings and recorded in unrealized gains and/or unrealized losses from risk 
management activities on the consolidated balance sheets at June 30, 2010. These agreements are-included in the June 30, 
2010 fair value measurements reported in Note 15. 

Interest Rate Risk Management Activities 

The Company utilizes interest rate swaps to manage its exposure to interest rate fluctuations by utilizing interest rate swaps to 
effectively convert the interest rate exposure from a variable rate to a fixed rate of interest. Under the Commodity Supply 
Facility, the Company is subject to variable interest rates in connection with cash borrowings and credit support, primarily in 
the fonn of letters of credit, provided by RBS Sempra. The total amount of letters of credit outstanding under the Commodity 
Supply Facility will fluctuate throughout the Company's fiscal year due to the seasonality of its business. As of June 30, 2010, 
approximately $34.0 million ofletters of credit were outstanding under the Commodity Supply Facility. The Company is also 
exposed to interest rate fluctuations in connection with the $6.4 million aggregate principal amount of Floating Rate Notes due 
2011 that was outstanding at June 30, 2010. 

As of June 30, 2010, an $80.0 million swap was outstanding, which expires on August 1,2011. The fixed-for-floating swap 
effectively fixes the six-month LIBOR rate at 5.72% per annum. During the fiscal year ended June 30, 2010, the $80.0 million 
interest rate swap agreement was novated to RBS Sempra from the previous counterparty, as required by the tenns of the 
Commodity Supply Facility. Such novation did not have any impact on the Company's rights, obligations, risks or accounting 
methodology associated with the interest rate swap agreement. 

At June 30, 2010, the Company posted $6.0 million of cash as collateral against its mark-to-market exposure related to the 
outstanding interest rate swap agreement, which is recorded in other current assets on the consolidated balance sheets. 

The Company has not designated interest rate swaps as hedges and, accordingly, changes in the market value ofthe interest 
rate swaps are charged directly to interest expense. Changes in the market value of interest rate swaps resulted in increases 
(decreases) to interest expense of $2.3 million, $(3.7) million and $(3.3) million for the fiscal years ended June 30, 2010, 2009 
and 2008. 
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Credit Risk Associated with Derivative Financial Instruments 

The Company is exposed to credit risk associated with its economic hedging program and derivative financial instruments. 
Credit risk relates to the potential loss resulting from the nonperformance of a contractual obligation by a derivative 
counterparty. Historically, the Company has executed its fixed price derivative positions to include a master netting agreement 
that mitigates the outstanding credit exposure. Under the Commodity Supply Facility, the Company's risk management 
activities are with a financial institution that has an investment grade credit rating. The Company's risk management policy 
sets forth guidelines for monitoring, managing and mitigating credit risk exposures, establishes credit limits and requires 
ongoing financial reviews of counterparties. 

Note 15. Fair Value of Financial Instruments 

The Company measures assets and liabilities associated with various financial forward derivative instruments and physical 
forward purchase and sale agreements at fair value on a recurring basis, and categorizes these fair value measurements in 
accordance with a fair value hierarchy that prioritizes the assumptions, or "inputs," used in applying valuation techniques. The 
three levels of inputs within the fair value hierarchy are: 

• Levell - Observable inputs that reflect unadjusted quoted prices for identical assets and liabilities in active markets 
as of the reporting date. 

• Level 2 - Inputs other than quoted prices included in Level 1 that represent observable market-based inputs, such as 
quoted market prices for similar assets or liabilities in active markets or quoted market prices for identical assets or 
liabilities in markets that are not considered to be active. Level 2 also includes unobservable inputs that are 
corroborated by market data. 

• Level 3 - Inputs that are not observable from objective sources and therefore cannot be corroborated by market data. 

The fair value of the Company's assets and liabilities that are measured at fair value on a recurring basis is summarized by 
level within the fair value hierarchy in the following tables. 

Balance at June 30, 2010 
Levell Level 2 Level 3 Total 

(in thousands) 
IJiabilities: 

Commodity derivatives $ $ 12,559 $ $ 12,559 
Interest rate derivatives 6,029 6,029 

Total $ $ 18,588 $ $ 18,588 

Balance at June 30, 2009 
Levell Level 2 Level 3 Total 

(in thousands) 
Assets: 

Commodity derivatives $ $ 294 $ $ 294 
Total $ $ 294 $ $ 294 

Liabilities: 
Commodity derivatives $ $ 39,992 $ $ 39,992 
Interest rate derivatives 8,303 8,303 

Total $ $ 48,295 $ $ 48,295 

The Company has elected not to record the Fixed Rate Notes due 2014 or the Floating Rate Notes due 201 1 at fair value. The 
aggregate principal amount of long-tenn debt recorded on the consolidated balance sheets, before original issue discount, is 
$73.7 million at June 30, 2010. Utilizing observable market data, the aggregate fair value of the Fixed Rate Notes due 2014 
and the Floating Rate Notes due 2011 was approximately $66.0 million as of June 30, 2010. 

Note 16. Commodity Supply Facility and Revolving Credit Facility 

Commodity Supply Facility 

In connection with the Restructuring consummated on September 22, 2009, the Revolving Credit Facility, Hedge Facility and 
various arrangements for the supply of natural gas and electricity were replaced by the Commodity Supply Facility. Under the 
Commodity Supply Facility, the primary obligors are Holdings' two significant operating subsidiaries, MXenergy Inc. 
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and MXenergy Electric Inc. All obligations under the Commodity Supply Facility are guaranteed by Holdings and its other 
domestic subsidiaries and are secured by a first priority lien on substantially all existing and future assets of Holdings and its 
domestic subsidiaries other than the Fixed Rate Notes Escrow Account described in Note 17. The maturity date of the 
Commodity Supply Facility is August 31, 2012. RES Sempra has the right to extend such maturity date by one year in its sole 
discretion, ifRBS Sempra provides notice no later than April 30, 2011. 

The Commodity Supply Facility provides for the exclusive supply of physical (other than as needed for balancing) and 
financial natural gas and electricity, credit support (including letters of credit and guarantees) for certain collateral needs, cash 
advances for natural gas inventory and seasonal financing as needed, and associated hedging transactions in order to maintain 
the balanced trading book required by the Company's risk management policies. The Commodity Supply Facility provides for 
certain volumetric fees for all natural gas and electricity purchases. 

The Commodity Supply Facility is governed by the separate ISDA Master Agreements for natural gas and electricity. During 
fiscal year 2010, the Company entered into amendments to the ISDA Master Agreements for natural gas and electricity, 
respectively, with the Company and certain of its subsidiaries, as guarantors, and RBS Sempra. These amendments resulted in 
the following material changes to the ISDA Master Agreements: 

• The definition of Adjusted Consolidated Tangible Net Worth in the ISDA Master Agreements was amended to 
exclude non-cash charges associated with any deferred tax valuation allowances; 

• The date by which the Company was required to release or arrange for the release of all of its pipeline transportation 
and storage capacity on interstate and inter provincial pipelines directly to RBS Sempra was extended to April 1, 
2010 from December 31, 2009; . 

• Certain fees related to natural gas supply and hedging activity specifically related to the SSO program were revised; 
and 

• Natural gas purchased by the Company from RBS Scmpra under the SSO Program was specifically excluded from 
certain volume limitations and/or minimum purchase requirements under the ISDA Master Agreements. 

As of June 30, 2010, the Company was in compliance with all provisions of the ISDA Master Agreements. 

In accordance with the terms of the ISDA Master Agreements, the Company is required to maintain a minimum collateral 
coverage ratio (the "Collateral Coverage Ratio") of 1.25:1.00 for the months of October through March (inclusive) and 
1.40: 1.00 for any other calendar month. The Collateral Coverage Ratio is calculated as the ratio of: (1) certain assets of the 
Compa!ljl, primarily including cash, amounts due from RBS Sempra representing the Company's opentting <;:ash, accounts 
receivable from customers and LDCs and natural gas inventories; to (2) certain liabilities of the Company, primarily arising 
from exposure and/or amounts due to RBS Sempra (including amounts due for the purchase of natural gas and electricity, 
accrued but unpaid financing fees and settlements arising from derivative contracts). 

As of June 30, 2010, the Company had a Collateral Coverage Ratio of approximately 3.41 :1.00. The calculation of the 
Collateral Coverage Ratio as of June 30, 2010 resulted in available liquidity of approximately $62.3 million. At June 30, 
2010, the Company had no outstanding cash advances and had $34.0 million of letters of credit outstanding under the 
Commodity Supply Facility. 

In connection with the Commodity Supply Facility, the Company must maintain a consolidated tangible net worth, as defined 
in the ISDA Master Agreements, of at least $60.0 million. As of June 30, 2010, the Company's consolidated tangible net 
worth exceeded $60.0 million. 

Provided that the Company is in compliance with the Collateral Coverage Ratio requirement, as described above, the 
Commodity Supply Facility provides for cash advances of up to $45.0 million to finance seasonal working capital 
requirements. These cash borrowings will accrue interest at the greater of: (I) RBS Sempra's cost of funds plus 5%; or 
(2) L1BOR plus 5%. Outstanding credit support (e.g., letters of credit andlor guarantees) provided by RBS Sempra will accrue 
interest at LIBOR plus 3%, with a minimum rate of 4%, except that, if the cash held in certain collateral accounts exceeds all 
outstanding settlement payments under the Commodity Supply Facility by $27.0 million, interest will accrue at a reduced rate 
of 1 % on the amount of outstanding credit support in excess of $27.0 million. 

Underthe supply terms of the Commodity Supply Facility, the Company has the ability to: (I) seek commodity price quotes 
from third parties for certain physically or financially settled transactions with respect to gas and electricity; and (2) request 
that RBS Sempra enter into such transactions with such third parties at such prices and to concurrently enter into back-to-back 
off-setting transactions with the Company with respect to such third party transactions. Such transactions with third parties are 
subject to RBS Sempra approval, and to a requirement that the volumes of those transactions do not exceed certain annual 
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Under the Commodity Supply Facility, the Company is obligated to purchase a minimum of 130,000,000 MMBtus of natural 
gas from RBS Sempra, for physical delivery in accordance with the following schedule: (1) 39,000,000 MMBtus during the 
first contract year; (2) 44,000,000 MMBtus during the second contract year; and (3) 47,000,000 MMBtus during the third 
contract year. In addition, the Company is obligated to purchase a minimum of 1,850,000 MWhrs of electricity from RBS 
Sempra, for physical delivery in accordance with the following schedule: (1) 500,000 MWhrs during the first contract year; 
(2) 650,000 MWhrs during the second contract year; and (3) 700,000 MWhrs during the third contract year. The estimated 
total value ofthese purchases will depend upon the market price of natural gas at the time of purchase. The Company will be 
obligated to pay a volumetric fee for any unused balance of the minimum volume purchase requirement for any contract year, 
or ifthe agreement is tenninated prior to the end of the contract. The excess of actual commodity purchases from RBS 
Sempra over the minimum purchase requirement for any contract year, if any, will be deducted from the minimum purchase 
requirement for the subsequent contract year. As of June 30, 2010, the commodity to be purchased for delivery to the 
Company's customers during the first and second contract years ofthe Commodity Supply Facility is expected to exceed the 
minimum purchase obligation for natural gas and electricity for those years. 

The Commodity Supply Facility provides that the Company will release natural gas transportation and delivery capacity to 
RBS Sempra and for RBS Sempra to perfonn certain transportation and storage nominations. The Commodity Supply Facility 
also provides for RBS Sempra to act on the Company's behalfto satisfY the requirements of regional electricity transmission 
operators for capacity rights and ancillary services. 

Under the hedging terms ofthe Commodity Supply Facility, the Company's aggregate outstanding notional amount of fixed 
price physical and/or financial hedges is limited to $260.0 million. Fixed price hedges are limited to a contract term of24 
months. In addition, the fixed price portfolio of hedges is limited to a weighted-average volume tenor not to exceed 14 months 
in duration. As of June 30, 2010, the Company was in compliance with each ofthese requirements. 

With regards to the Company's fixed price customer mix, the Company may not enter into any fixed price contracts, excluding 
renewals of existing fixed price contracts, if: -

• During any twelve-month period, more than 75% of al1 residential customer equivalents ("RCEs") have been added 
under fixed price contracts; 

• During any twelve-month period, more than 235,000 RCEs have been added under fixed price contracts; and 
• The Company's fixed price RCEs exceeds 325,000 at any time. 

In connection with the f:ommodity Supply Facility, duri"8 the fiscal j~ar t'nded June. 30, '2010, certain of the Company's 
natural gas hedge agreements under the former Hedge Facility and all of the Company's existing electricity swap agreements 
with other counterparties were novated to RBS Sempra. Additionally, certain ofthe Company's forward physical agreements 
for the purchase of natural gas and all of the Company's forward physical agreements for the purchase of electricity were 
novated to RBS Sempra. Such novations did not have any impact on the Company's rights, obligations, risks or accounting 
methodology associated with the agreements. 

During fiscal years 2009 and 2010, the Company incurred approximately $10.7 million oflega) fees, consulting fees and other 
costs directly related to the Commodity Supply Facility, which were deferred on the consolidated balance sheet and are being 
amortized as an increase to interest expense over the remaining tenn of the Commodity Supply Facility. These deferred costs 
include the value of 4,002,290 shares of Class B Common Stock issued to RBS Sempra in connection with the Restructuring. 
Amortization expense associated with these deferred costs was approximately $2.8 million for the fiscal year ended June 30, 
2010, respectively. 

The ISDA Master Agreements contain customary covenants that restrict certain activities including, among other things, the 
Company's ability to: 

• incur additional indebtedness; 
• create or incur liens; 
• guarantee obligations of other parties; 
• engage in mergers, consolidations, liquidations and dissolutions; 
• create subsidiaries; 
• make acquisitions; 
• engage in certain asset sales; 
• enter into leases or sale-leasebacks; 
• make equity distributions; 
• make capital expenditures; 

http://sec.gov/Archives/edgar/datalI3758141000110465910050293/aI0-18479_IIOk.htm 11112/2010 



Page 165 of 244 

• make loans and investments; 
• make certain dividend, debt and other restricted payments; 

93 

http://sec.gov/Archives/edgar/data/I375814/000110465910050293/aI0-18479_IIOk.htm 1111212010 



Page 166 of 244 

Table of Contents 

• engage in a different line of business; 
• amend. modify or tenninate certain material agreements in a manner that is adverse to the lenders; and 
• engage in certain transactions with affiliates. 

The ISDA Master Agreements also contain customary events of default, including: 

• payment defaults; 
• breaches of representations and warranties; 
• covenant defaults; 
• cross defaults to certain other indebtedness (including the Fixed Rate Notes due 2014) in excess of specified amounts; 
• certain events of bankruptcy and insolvency; 
• ERISA defaults; 
• judgments in excess of specified amounts; 
• failure of any guaranty or security document supporting the Commodity Supply Facility to be in full force and effect; 
• the tennination or cancellation of any material contract which termination or cancellation could reasonably be 

expected to have a material adverse effect on us; or 
• the occurrence of a change of control. 

Net Accounts Receivable from or Payable to RBS Sempra 

The agreements that govern the Commodity Supply Facility include provisions that allow for net settlement of amounts due 
from and due to RBS Sempra. Accordingly, the Company reports amounts due from and due to RBS Sempra net on the 
consolidated balance sheets. At June 30, 2010, the net $43.1 million amount due from RBS Sempra is reported as accounts 
receivable, net -- RBS Sempra on the consolidated balance sh~et~. 

Revolving Credit Facility 

As of June 30, 2009, and through September 21, 2009, MXenergy Inc. and MXenergy Electric Inc. were borrowers under the 
Revolving Credit Facility. During the fiscal year ended June 30, 2009 and through September 30, 2009, the Company 
incurred approximately $9.1 million of amendment fees, legal fees, consulting fees and other costs directly related to 
amendments to the Revolving Credit Facility and Hedge Facility, which were deferred on the consolidated balance sheet and 
amnrtizec 1S .'lIl increase jlJ. intp.rest expense over the remaining te-rms of the facilities. Amortization.expense associated -with
these deferred costs was approximately $1.6 million and $7.5 million during the fiscal years ended June 30, 2010 and 2009, 
respectively. 

Note 17. Long-Term Debt 

Long-tenn debt is summarized in the following table. 

Fixed Rate Notes due 2014 (net of unamortized original 
issue discount of$14,949) $ 

Floating Rate Notes due 2011 (net of unamortized original 
issue discount of$35 and $1,724, respectively) 

Total long-term debt $ 

Fixed Rate Notes due 2014 

Balance at June 30, 
2010 2009 

(in thousands) 

52,344 $ 

6,378 163,476 

58,722 ",$~="1,;;63""4,,,,7,,,6 

In connection with the Restructuring, the Company issued $67.8 million aggregate principal amount of the Fixed Rate Notes 
due 2014. Interest on the Fixed Rate Notes due 2014 accrues at the rate of 13.25% per annum and is payable semi-annually in 
cash on February 1 and August] of each year. The Fixed Rate Notes due 2014 will mature on August 1, 2014. Interest 
expense associated with the Fixed Rate Notes due 2014 was approximately $6.9 million for the fiscal year ended June 30, 
2010. 

The Fixed Rate Notes due 2014 were issued at a discount of approximately $17.8 million, which was recorded as a reduction 
from the Fixed Rate Notes due 2014 balance on the Company's consolidated balance sheets, and which is being amortized as 
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an increase to interest expense over the remaining life of the Fixed Rate Notes due 2014. Total interest expense associated 
with amortization ofthis discount was approximately $2.9 mil1ion for the fiscal year ended June 30, 2010. 

The Company incurred approximately $5.3 mil1ion ofIegal fees, consulting fees and other costs directly related to issuance of 
the Fixed Rate Notes due 2014, which were recorded as deferred debt issue costs on the consolidated balance sheets and are 
being amortized as an increase to interest expense over the remaining term ofthe Fixed Rate Notes due 2014. Total interest 
expense associated with amortization of these deferred debt issue costs was approximately $0.9 million for the fiscal year 
ended June 30, 2010. 

On December 30, 2009, the Company entered into a purchase agreement (the "Stock and Notes Purchase Agreement") 
pursuant to which a holder ofthe Company's Class A Common Stock and Fixed Rate Notes due 2014 (the "Seller") agreed to 
sell its holdings to the Company. Pursuant to the Stock and Notes Purchase Agreement, on January 4,2010, the Company 
acquired approximately $0.5 million aggregate principal amount of Fixed Rate Notes due 2014 from the Seller for 
approximately $0.3 million. The resulting gain on extinguishment of debt of $0.2 million was recorded as a reduction of 
interest expense. A pro rata portion of deferred debt issue costs and original debt issue discount associated with the Fixed Rate 
Notes due 2014 acquired, which approximated an aggregate amount of $0.1 million, was also recorded as additional interest 
expense during the fiscal year ended June 30, 2010. 

The Fixed Rate Notes due 2014 are senior subordinated secured obligations ofthe Company, subordinated in right of payment 
to obligations of the Company under the Commodity Supply Facility. The Fixed Rate Notes due 2014 are senior in priority to 
the Company's unsecured senior obligations, including the Floating Rate Notes due 2011, to the extent ofthe aggregate value 
of the assets securing the Fixed Rate Notes due 2014 that is in excess of the aggregate amount of the outstanding Commodity 
Supply Facility obligations. 

T~e Fixed Rate Notes due 2014 are jointly, severally, fully and unconditionally guaranteed by all domestic subsidiaries of 
Holdings. 

The Fixed Rate Notes due 2014 are secured by a first priority security interest in the Fixed Rate Notes Escrow Account, which 
is maintained as security for future interest payments to holders of the Fixed Rate Notes due 2014, and by a second priority 
security interest in substantially all other existing and future assets of the Company. The Fixed Rate Notes Escrow Account 
was funded with approximately $9.0 million in September 2009, which approximates the interest payable by the Company on 
the Fixed Rate Notes due 2014 for a twelve-month period. 

At any time on or prior to August 1,2011, the Company may; at its opdon, use the net ca-sb" proceeds of equity offerings, if 
any, to redeem either: (1) 100% of the aggregate principal amount of outstanding Fixed Rate Notes due 2014; or (2) up to 35% 
of the aggregate principal amount of outstanding Fixed Rate Notes due 2014, in each case at a redemption price of 113.250% 
of the principal amount thereof, plus accrued and unpaid interest thereon, if any, to the date of redemption, provided that: 

• if the Company redeems less than all of the Fixed Rate Notes due 2014, at least 65% of the principal amount of the 
Fixed Rate Notes due 2014 issued under the indenture governing them remains outstanding immediately after any 
such redemption; and 

• the Company makes such redemption not more than 90 days after the consummation of any such equity offering. 

After August 1, 2011, the Company may redeem the Fixed Rate Notes due 2014 at its option, in whole or in part, upon not less 
than 30 days' or more than 60 days' notice, at the redemption prices specified in the indenture that governs the Fixed Rate 
Notes due 2014. 

Upon a change of control of the Company, the Company would be required to make an offer to purchase each holder's Fixed 
Rate Notes due 2014 at a price of 101% ofthe then outstanding principal amount thereof, plus accrued and unpaid interest. 

The indenture that governs the Fixed Rate Notes due 2014 contains restrictions on Holdings and its subsidiaries with regard to 
declaring or paying any dividend or distribution on Holdings capital stock. As of June 30, 2010, the Company was in 
compliance with all provisions of the indenture governing the Fixed Rate Notes due 2014. 

Holdings has no significant independent operations. Each of Holdings' domestic subsidiaries jointly and severally, fully and 
unconditionally guarantees the Fixed Rate Notes due 2014. Refer to Note 24 for consolidating financial statements of 
Holdings and its guarantor and non-guarantor subsidiaries. 

Floating Rate Notes due 2011 
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mature on August 1,2011. The notes were issued at 97.5% of par value and bear interest at LIBOR plus 7.5% per annum. 
Interest is reset and payable semi-annually on February 1 and August 1 of each year. 

During fiscal years 2007 and 2008, the Company purchased $24.8 million aggregate principal amount of outstanding Floating 
Rate Notes due 2011, plus accrued interest, from noteholders for amounts less than face value. On September 22, 2009, in 
connection with the Restructuring, the Company consummated an exchange offer of$158.8 million aggregate principal 
amount of outstanding Floating Rate Notes due 2011 for $26.7 million of cash, $67.8 million aggregate principal amount of 
Fixed Rate Notes due 2014 and 33,940,683 shares of newly authorized Class A Common Stock. 

Holders of approximately $6.4 million aggregate principal amount of Floating Rate Notes due 2011 did not tender their notes 
pursuant to the Restructuring. These Floating Rate Notes due 201] will remain outstanding until their maturity date in 
August 2011 unless acquired or retired by the Company sooner. The indenture governing the Floating Rate Notes due 2011 
was amended to eliminate substantially all of the restrictive covenants and certain events of default from such indenture. 

The interest rate on the Floating Rate Notes due 20]] was 7.88% and 9.13% at June 30, 2010 and June 30, 2009, respectively. 
The weighted-average interest rate was 8.26%,10.02% and 11.95% for the fiscal years ended June 30, 2010, 2009 and 2008, 
respectively. Interest expense associated with the Floating Rate Notes due 2011 was $3.7 million, $16.8 million and $21.0 
million for the fiscal years ended June 30, 2010, 2009 and 2008, respectively. 

Interest expense associated with amortization of original issue discount was $1.7 million, $0.8 million and $1.1 million for the 
fiscal years ended June 30, 2010, 2009 and 2008, respectively. Interest expense associated with amortization of deferred debt 
issue costs was $1.9 million, $0.9 million and $1.3 million for the fiscal years ended June 30, 2010, 2009 and 2008, 
respectively. 

We have entered into interest rate swap agreements to economically hedge the floating rate interest expense on the Floating 
Rate Notes due 2011. Refer to Note 14 for additional information regarding the Company's use of interest rate swaps. 

Holdings has no significant independent operations. Each of Holdings' domestic subsidiaries jointly and severally, fully and 
unconditionally guarantees the Floating Rate Notes due 2011. Refer to Note 24 for consolidating financial statements of 
Holdings and its guarantor and non-guarantor subsidiaries. 

Note 18. Redeemable Convertible Preferred Stock 

Prior to the Restructuring, Holdings was authorized to issue 5,000,000 shares of Preferred Stock. On June 30, 2004, 
MXenergy Inc. entered into a purchase agreement (the "Preferred Stock Purchase Agreement") with affiliates of Charter house 
Group Inc. and Greenhill Capital Partners LLC (collectively, the "Preferred Investors") to issue 1,451,310 shares of Preferred 
Stock at a purchase price of$21.36 per share. During the fiscal year ended June 30, 2005, as part of a corporate 
reorganization, MXenergy Inc. merged with a subsidiary of Holdings to become a wholly owned subsidiary of Holdings and 
stockholders ofMXenergy Inc. became stockholders of Holdings. Total related offering expenses of approximately $1.6 
million were deducted from the carrying value of the Preferred Stock, which resulted in a net carrying value of approximately 
$29.4 million at June 30, 2007. 

The Company detennined that the Preferred Stock was redeemable at the option of the Preferred Investors as a result of the 
redemption provisions included in the Preferred Stock Purchase Agreement. Additionally, the Company detennined that it 
was probable that the Preferred Stock became redeemable at June 30, 2009, which was the earliest possible date that the 
Preferred Investors could have caused the Company to make the redemption election described under the redemption 
provisions ofthe Preferred Stock Purchase Agreement. Therefore, as of June 30, 2009, the Preferred Stock was recorded 
outside of stockholders' equity on the consolidated balance sheets at its estimated redemption value. 

On September 22, 2009, in connection with the Restructuring, all outstanding shares of Preferred Stock were exchanged for 
11,862,551 shares of newly authorized Class C Common Stock, which represented 21.84% ofthe aggregate total shares ofthe 
Company's common stock outstanding as of the consummation date of the Restructuring. The $25.9 million excess ofthe 
redemption value over the aggregate fair value of common stock issued to the preferred shareholders was reclassified to 
stockholders' equity on the consolidated balance sheets. In connection with the Restructuring, Holdings filed an amended and 
restated Certificate of Incorporation that did not authorize any Preferred Stock. 

Note 19. Common Stock 

Amendment and Restatement of Corporate Documents and Issuance of Common Stock 
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contain customary provisions, including, but not limited to, provisions relating to certain approval rights, preemptive rights, 
share transfer restrictions and rights of first refusal. 

The amended and restated Certificate of Incorporation authorized 200,000,000 shares of $0.0 1 par value common stock. The 
number of authorized shares and significant rights, as provided in the Stockholders Agreement, of each class of common stock 
include: 

• 50,000,000 shares of Class A Common Stock. Holders ofthe Class A Common Stock are not subject to any transfer 
restrictions and are entitled to designate five directors to the Board of Directors, at least two of whom shall be 
independent and qualify as "financial experts." 

• 10,000,000 shares of Class B Common Stock. Shares of Class B Common Stock will convert to shares of Class C 
Common Stock ifRBS Sempra sells any of its shares (subject to certain exceptions defined in the amended and 
restated Certificate of Incorporation) or if all ofthe Company's obligations under the Commodity Supply Facility 
have been paid in full and all commitments pursuant to the Commodity Supply Facility have been tenninated. RBS 
Sempra is entitled to designate one director to the Board of Directors. 

• 40,000,000 shares of Class C Common Stock. Holders of Class C Common Stock who are current or former 
employees ofthe Company or any of its subsidiaries may not transfer their shares (except by will or in connection 
with customary estate planning) until the third anniversary ofthe closing date ofthe Restructuring and, in the case of 
shares acquired pursuant to the management incentive plan to be implemented by the Company (the "Management 
Incentive Plan"), as otherwise provided in the Management Incentive Plan. Transfers of shares of Class C Common 
Stock are subject to a right of first refusal in favor ofthe holders of shares of Class A Common Stock and holders of 
shares of Class B Common Stock. Holders of Class C Common Stock are entitled to nominate and elect two directors 
to the Board of Directors. 

• 100,000,000 shares of Class D Common Stock, which will only be issued by Holdings if certain transactions 
specified in the amended and restated Certificate ofIncorporation occur. 

Effective July 27, 2010, the amended and restated Certificate ofIncorporation and Bylaws were further amended and restated 
and, on July 26, 2010, an amendment to the Stockholders Agreement became effective. Refer to Note 4 for additional 
information regarding the restated Certificate of Incorporation and By laws. 

In connection with the Restructuring, Holdings issued the following shares of common stock: 

• 33,940,683 shares of Class A Common Stock to holders ofthe Fixed Rate Notes due 2014, which represented 62.5% 
of the aggregate shares of common stock outstanding after the consummation of the Restructuring. The aggregate 
fair value of Class A Common Stock issued was approximately $82.1 million ($0.3 million par value, recorded as 
Class A Common Stock; and $81.8 million recorded as additional paid in capital on the consolidated balance sheets). 

• 4,002,290 shares of Class B Common Stock to RBS Sempra, as a condition to the entry into the agreements 
governing the Commodity Supply Facility, which represented 7.3 7% of the aggregate shares of common stock 
outstanding after consummation of the Restructuring. The aggregate $9.0 million fair value of Class B Common 
Stock issued to RBS Sempra (par value ofless than $0.1 million, recorded as Class B Common Stock; and $9.0 
million recorded as additional paid in capital on the consolidated balance sheets) was recorded as deferred debt 
issuance costs on the consolidated balance sheets. 

• 11,862,551 shares of Class C Common Stock to holders of Preferred Stock, which represented 21.84% of the 
aggregate shares of the common stock outstanding after consummation of the Restructuring. Prior to the 
Restructuring, the Preferred Stock was recorded at its estimated redemption value of$54.6 million on the 
consolidated balance sheets. The aggregate fair value of Class C Common Stock issued to holders of Preferred Stock 
was $28.7 million ($0.1 million par value, recorded as Class C Common Stock; and $28.6 million recorded as 
additional paid in capital on the consolidated balance sheets). The $25.9 million excess of redemption value of the 
Preferred Stock over the fair value of Class C Common Stock issued to the holders of Preferred Stock was recorded 
as a reduction of accumulated deficit on the consolidated balance sheets. 

• 4,499,588 shares of Class C Common Stock to the remaining holders of Holdings' common stock issued and 
outstanding prior to the consummation of the Restructuring, which represented 8.29% of the aggregate shares of 
common stock outstanding after the consummation of the Restructuring. All 4,681,219 shares of Holdings' common 
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In connection with the Restructuring, the Company incurred approximately $0.3 million oflegal fees, consulting fees and 
other costs directly related to the issuance of shares of common stock outlined above, which were recorded as a reduction of 
additional paid in capital. 

Class A Treasury Stock 

Pursuant to the Stock and Notes Purchase Agreement, on December 30, 2009, the Company acquired 229,781 shares of its 
Class A Common Stock from the Seller for approximately $0.1 million. As of June 30, 2010, the Company does not intend to 
retire the outstanding shares of Class A Treasury Stock. 

Post-Restructuring Stock-Based Compensation Activity 

The purpose of the Company's stock-based compensation program is to aUract and retain qualified employees, consultants and 
other service providers by providing them with additional incentives and opportunities to participate in the Company's 
ownership, and to create interest in the success and increased value of the Company. Approved stock-based compensation 
plans are administered by the Compensation Committee of the Board of Directors. The Compensation Committee has the 
authority to: (1) interpret the plans and to create or amend its rules; (2) establish award guidelines under the plans; and 
(3) determine, or delegate the determination to management, the persons to whom awards are to be granted, the time at which 
awards will be granted, the number of shares to be represented by each award, and the consideration to be received, if any. 
Stock-based awards under the plans generally are granted with an exercise price equal to the fair value of Holdings' common 
stock on the grant date, vest ratably based on three years of continuous service and have ten-year contractual terms. 

In connection with the Restructuring, the Company terminated its three existing stock-based compensation plans and offered 
cash settlements to holders of options and warrants in exchange for their agreement to cancel and terminate such options and 
warrants. As a result. all outstanding options and warrants as of June 30, 2009 were cancelled and terminated in connection 
with the Restructuring. Cash settlement payments of approximately $0.2 million were recorded as general and administrative 
expense during the fiscal year ended June 30, 2010. 

In connection with the Restructuring, as agreed to by the shareholders, in January 2010, Holdings' Board of Directors 
authorized the creation ofthe 2010 SIP, pursuant to which the Company may issue Class C Common Stock not to exceed 10% 
of Holdings' outstanding common stock (on a fully diluted basis) after giving effect to the Restructuring. Also in 
January 2010, Holdings' Board of Directors approved grants ofRSUs to certain senior officers, directors and a former director, 
pursuant to which the Company may issue 2,960,204 shares of Class C Common Stock, representing 5% of Holdings' 
outstanding common stock (on a fully-diluted basis), as follows: 

• 2,858,164 RSUs, with a grant date fair value of approximately $6.3 milIion, were granted to certain senior officers of 
the Company, subject to vesting according to the following schedule: (i) one-third will vest in September 2010; 
(ii) one-third will vest in September 2011~ and (iii) one-third will vest in September 2012. 

• 102,040 RSUs, with a grant date fair value of approximately $0.2 million, were granted to directors and a fonner 
director of Holdings, subject to vesting according to the following schedule: (i) 25% vested in January 201O~ (ii) 25% 
vested in April 2010; (iii) 25% vested in July 2010; and (iv) 25% will vest in October 2010. 

During the fiscal year ended June 30, 2010, the Company recorded approximately $2.4 million of non-cash compensation 
expense in connection with the RSUs, for which the Company recorded a related tax benefit of approximately $0.9 million. 
The Company issued 51,020 shares of Class C Common Stock, which had a grant date fair value of approximately $0.1 
million, to directors when a portion oftheir RSUs vested without restrictions. The Company expects to record approximately 
$2.8 million, $].1 million and $0.2 million of compensation expense related to outstanding RSU awards during the fiscal years 
ended June 30, 2011, 2012 and 2013, respectively. 

Pre-Restructuring Stock-Based Compensation Activity 

As of June 30, 2009, the Company had three active stock-based compensation plans under which warrants and options 
(collectively referred to as "awards") have been granted to employees, directors and other non-employees. As of June 30, 
2009, the Company had options and warrants outstanding which were, or may have been, exercisable for 1,008,770 shares of 
common stock. The weighted average exercise price of awards exercisable as of June 30, 2009 was $26.69 per share. The 
Company recorded approximately $0.1 million, $0.5 million and $1.7 million of non-cash compensation expense in general 
and administrative expenses during the fiscal years ended June 30, 2010, 2009 and 2008, respectively, related to these 
outstanding awards. The tax benefit associated with this expense was $0, less than $0.] million and approximately $0.4 
million for the fiscal years ended June 30, 2010, 2009 and 2008, respectively. 
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exceeded the current fair value of the common stock). In connection with the Restructuring, the Company terminated its three 
existing stock-based compensation plans and paid approximately $0.2 million of cash settlements to holders of options and 
warrants in exchange for their agreement to cancel and terminate such options and warrants. 

There were no options or warrants exercised and the Company did not grant any stock-based compensation awards from any 
ofthese stock-based compensation plans during the fiscal year ended June 30, 2010. 

Dividend Policy and Restrictions 

Holdings' Board of Directors, at its discretion, has the authority to declare and pay dividends on the Company's common 
stock provided there were funds available to do so. The Company is restricted in its ability to pay dividends by various 
provisions of agreements that govern the Commodity Supply Facility, the Fixed Rate Notes due 2014 and the Floating Rate 
Notes due 2011. The Company has never declared or paid any cash dividends on its common stock and, as of June 30, 2010, 
does not intend to pay any cash dividends in the foreseeable future. The Company intends to retain any future earnings to 
finance the expansion of its business and for general corporate purposes. 

Common Stock Issued to Senior Executives 

In March 2008, the Compensation Committee of the Company's Board of Directors approved the issuance of a combined total 
of 19,000 fully vested shares of Holdings' common stock to the Company's Chief Executive Officer and Executive Vice 
President. Total compensation expense related to issuance of these shares was approximately $1.7 million, which included the 
fair value ofthe common stock issued and additional compensation to offset the taxable nature of the shares to the employees. 

Note 20. Related Party Transactions 

Amounts paid or accrued to related parties are summarized in the following table. 

Amount paid or accrued for: 
Legal services: 

General and administrative expense $ 
Deferred debt issuance costs and stock issuance costs 

Financial advisory services recorded in general and 
administrative expenses 

Management fees recorded in general and administrative 
expenses 

Interest expense - Denham Credit Facility 
Interest expense - Bridge Financing Loans 

Legal Services 

$ 

Fiscal Year Ended June 30, 
2010 2009 

(in thousands) 

1,114 $ 1,169 $ 
1,676 773 

32 300 

104 904 
246 813 
197 2,673 

3,369 $ 6,632 $ 

2008 

593 

322 

528 

1,443 

A former director and current stockholder ofthe Company is senior counsel to Paul, Hastings, Janofsky & Walker LLP ("Paul 
Hastings"), a law firm that provides legal services to the Company. Paul Hastings provides the Company with general legal 
services, which are recorded in general and administrative expenses, and has provided legal services associated with the 
Restructuring and amendments to the Revolving Credit Facility and Hedge Facility, which were deferred on the consolidated 
balance sheets, to be amortized over the estimated useful lives associated with the related agreements. Paul Hastings is 
expected to continue to provide legal services to the Company in future periods. 

Financial Advisory Services 

Prior to the consummation of the Restructuring, the Company had a financial advisory services agreement with Greenhill & 
Co., LLC ("Greenhill"), an affiliate of Greenhill Capital Partners, a significant stockholder of the Company (the "Greenhill 
Agreement"). Under the Greenhill Agreement, Greenhill provided advisory services in connection with liquidity options 
considered during the Restructuring, which were recorded in general and administrative expenses during the respective 
periods. The Greenhill Agreement was terminated effective September 22, 2009. 
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Management Fees 

Prior to the consummation of the Restructuring, the Company had agreed to pay Denham, Daniel Bergstein, a former director 
of Holdings, and Charter Mx LLC, another significant stockholder of the Company, aggregate annual fees of$0.9 million, for 
management consulting services provided to the Company. Approximately $0.1 million, $0.9 million and $0 million of fees 
associated with these arrangements were recorded in general and administrative expenses for the fiscal years ended June 30, 
2010,2009 and 2008, respectively. These management consulting services arrangements were terminated on September 22, 
2009. 

Effective September 23, 2009, the Company agreed to pay Daniel Bergstein annual fees of$50,000 for management 
consulting services provided to the Company. Less than $0.1 million of fees associated with this arrangement were recorded 
in general and administrative expenses for the fiscal year ended June 30, 2010. In addition, the Company granted RSUs to 
Mr. Bergstein in January 2010, pursuant to which the Company will record $22,000 of compensation expense ratably from 
January 15,2010 through October 1,2010. 

Interest Expense - Denham Credit Facility 

Denham is a significant stockholder of the Company. As of June 30, 2009, the Company had borrowed the entire $12.0 
million available line under the Denham Credit Facility, which bore interest at 9% per annum. In connection with the 
Restructuring, the entire outstanding balance under the Denham Credit Facility was repaid, including accrued interest, and the 
facility was terminated on September 22, 2009. 

Interest Expense - Bridge Financing Loans 

Pursuant to the Revolving Credit Agreement, in November 2008, Charter Mx LLC, Denham and four members of the 
Company's senior management team agreed to provide Bridge Financing Loans in 'an aggregate amount of$lO.4 million by 
becoming lenders in a new bridge loan tranche under the Amended Revolving Credit Agreement. Bridge Financing Loan 
amounts were as follows: (1) $5.0 million each from Charter Mx LLC and Denham; and (2) $0.1 million each from the 
Company's Chief Executive Officer, Chief Financial Officer, former Chief Operating Officer and former Executive Vice 
President. An upfront fee of2% of the respective loan amount was paid to each lender of the Bridge Financing Loans upon 
closing. Interest accrued to such Bridge Financing Loans was as follows: (1) 16% per annum from the closing date through 
April 6, 2009; (2) 18% per annum from April 7, 2009 through July 6, 2009; and (3) 20% per annum from July 7, 2009 through 
October 6, 2009. 

The Bridge Financing Loan from Charter Mx LLC was repaid, with accrued interest, in April 2009. The remaining Bridge 
Financing Loans from all other lenders were repaid, with accrued interest, in connection with the Restructuring. 

Note 21. Employee Benefits 

The Company sponsors an employee savings plan under Section 401(k) of the Internal Revenue Code for all full-time 
employees and part-time employees (who work at least 1,000 hours annually) with at least three months of continuous service, 
Eligible employees may make pre-tax contributions up to 20% of their annual compensation, not to exceed the annual 
limitation set forth in Section 402 (g) for any plan year. The Company makes a matching contribution of up to 10% of each 
participating employee'S compensation up to the maximum allowable under the plan. Employees whose employment date is 
prior to July 1,2007, are immediately 100% vested in all contributions. Employer contributions for employees whose 
employment date is on or after July 1,2007 vest in increments of25% per year. The Company made contributions of$1.3 
million, $1.4 million and $1.3 million for the fiscal years ended June 30, 2010, 2009 and 2008, respectively. 

Note 22. Commitments and Contingencies 

Operating Leases 

The Company leases office space under non-cancelable operating leases, which contain escalation clauses, have terms that 
expire between July 2010 and October 2017 and are subject to extension at the option of the Company. The Company takes 
into account all escalation clauses when determining the amount of future minimum lease payments. All future minimum 
lease payments are recognized on a straight-line basis over the minimum lease term, Total rental expense associated with 
leased spaces, which includes minimum lease payments and maintenance costs, was $1.3 million, $1.3 million and $1.6 
million for the fiscal years ended June 30, 2010, 2009 and 2008, respectively. Future annual minimum lease payments under 
operating leases are summarized in the following table. 
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Fiscal year 

2011 
2012 
2013 
2014 
2015 
Thereafter 
Total 

Capacity Commitments 

$ 

$ 

Amount 
(in thousands) 

590 
564 
352 
234 
238 
605 

2,583 
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As of June 30, 2010, the Company had entered into agreements to transport and store natural gas. Since the demand for 
natural gas in the winter is high, the Company agreed to pay for certain capacity on the transportation systems utilized for up 
to a twelve-month period. These take-or-pay agreements obligate the Company to pay for the capacity committed even if it 
does not use that capacity. For contracts outstanding as of June 30, 2010, the total committed capacity charges were 
approximately $7.1 million. These agreements generally were due to expire during various months during the fiscal year 
ending June 30, 2011, and would have been replaced with new contracts as necessary. 

The tenns of the ISDA Master Agreements require that the Company release natural gas transportation and delivery capacity 
to RBS Sempra and for RBS Sempra to perfonu certain transportation and storage nominations. During fiscal year 2010, the 
Company released transportation and storage capacity in several markets to RBS Sempra according to a mutually acceptable 
schedule and in a manner intended to ensure an effective transition of these functions. Under the tenus of the ISDA Master 
Agreements, the Company is obligated to reimburse RBS Sempra for various direct costs associated with transportation and 
storage capacity that RBS Sempra is managing on the Company's behalf. 

Physical Commodity Purchase Commitments 

The Commodity Supply Facility provides for the exclusive supply of physical natural gas and electricity, other than as needed 
for balancing purposes for the Company's required balanced book of commodity and related hedging activity. Under the 
Commodity Supply Facility, the Company is obligated to purchase a minimum of 130,000,000 MMBtus of natural gas from 
RES Sempra, for physical delivery in accordance with the following schedule: (I) 39,000,000 MMBtus during the first 
contract year; (2) 44,000,000 MMBtus during the second contract year; and (3) 47,000,000 MMBtus during the third contract 
year. In addition, the Company is obligated to purchase a minimum of 1,850,000 MWhrs of electricity from RBS Sempra, for 
physical delivery in accordance with the following schedule: (I) 500,000 MWhrs during the first contract year; (2) 650,000 
MWhrs during the second contract year; and (3) 700,000 MWhrs during the third contract year. The Company will be 
obligated to pay a volumetric fee for any unused balance of the minimum volume purchase requirement for any contract year, 
or if the agreement is terminated prior to the end of the contract. The excess of actual commodity purchases from RBS 
Sempra over the minimum purchase requirement for any contract year, if any, will be deducted from the minimum purchase 
requirement for the subsequent contract year. As of June 30, 2010, commodity purchases by the Company for delivery to its 
customers during the first and second contract years of the Commodity Supply Facility are expected to exceed the minimum 
purchase obligations for both natural gas and electricity. 

Legal Proceedings and Environmental Matters 

From time to time, the Company is a party to claims and legal proceedings that arise in the ordinary course of business, 
including investigations of product marketing, pricing and billing practices and employment matters. The Company does not 
believe that any such proceedings to which it is a party as of June 30, 2010 will have a material adverse impact on its results of 
operations, financial position or cash flows. 

The Company does not have physical custody or control of the natural gas provided to our customers, or any facilities used to 
produce or transport natural gas or electricity. In addition, title to the natural gas sold to customers is passed at the same point 
at which the Company accepts title from its natural gas suppliers. Therefore, the Company does not believe that it has 
significant exposure to legal claims or other liabilities associated with environmental concerns. 

Note 23. Business Segments 

The Company's core business is the retail sale of natural gas and electricity to end-use customers in deregulated markets. 
Accordingly, the Company's business is classified into two business segments: natural gas and electricity. Through these 
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