Eschelon Energy Partners

712 Main Street, Suite 2200

Houston Texas  77002-3290

713-546-2621 • 713-546-2620 (fax)

October 1, 2008

Dear Investors, Colleagues, and Friends:

Re:  Eschelon Energy Partners Update

Since our last letter in May 2007, Eschelon Energy Partners (“EEP”) wanted to update you on our progress.  While overall macroeconomic conditions in the energy industry have continued to be strong, they remain subject to rapid economic and political changes.  Therefore, as discussed last year, finding high quality management teams with appropriately priced opportunities that can navigate these waters remains the challenge.  Once made, such investments must be actively monitored and managed given industry wide cost increases, quality of service issues, and aforementioned industry, macroeconomic, and political volatility.

With this in mind, EEP has focused its efforts on seeking out such opportunities while aggressively managing its current portfolio.  Key accomplishments, by company, in the portfolio were:

Saber Resources:  as the result of a review of strategic alternatives started in the third quarter of 2007,  on August 1, 2008 Saber closed its sale to Celero for an undisclosed amount.  Returns to Eschelon investors were approximately 2 times invested capital and a 24% annual internal rate of return.  Final return numbers will be provided after release of escrow funds, expected by year end.

We are very pleased with this result and believe it demonstrates the skill of CEO Tripp Wommack and the team to build significant oil reserves and production in the Permian Basin and monetize them at an excellent value($18 per barrel of proved oil reserves, $90,000 per net barrel of oil per day of production).  

Itron, Inc.:  as the world’s largest manufacturer of retail electric, gas, and water meters and related equipment, software and services, Itron(NASDAQ “ITRI”) continued its excellent performance in 2008.  Revenues for the first half of the year were $1 billion and earnings and cash flow hit records (see www.itron.com).  The company also announced two large next generation meter contracts with utilities DTE Energy and San Diego Gas & Electric 

As part of prudent management of its position in the company, an affiliate of EEP sold a portion of its stock position in the third quarter, earning a 2.3 times return on invested capital and an annual rate of return of 33.8 percent.  This affiliate continues to hold a significant position in the company and your General Partner continues service on Itron’s Board of Directors and Audit/Finance Committee.  

Strand Energy, LLC:  in January 2008 Strand Energy completed the buyout of two existing shareholders and welcomed EEP as a new shareholder in this Houston based onshore Texas oil and gas exploration and production company.  Your General Partner joined the company as a director upon closing of the investment.  Strand is led by CEO Kent Brock, a petroleum engineer from the University of Texas, who began his career at Mesa Petroleum with your General Partner.   
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The company is looking forward to growing its reserves and production in its core operating areas of Texas through a combination of drilling and acquisitions.  EEP expects to be approaching its investor base with a further investment opportunity with Strand in the next year.

Pine Brook Texas, LP:  Pine Brook, the private equity fund founded by former Warburg Pincus Vice Chairman Howard Newman, completed its first closing in December, 2007.  EEP formed a feeder partnership for the fund named Pine Brook Texas.  The fund now has 8 portfolio companies of which five(Asia Pacific Exploration, Comet Ridge, Common Resources, Phoenix Exploration, and Stonegate) are in the energy industry.

Milagro Exploration, LLC:  the company continues to build upon its acquisition of the Gulf Coast properties of PetroHawk that closed November 30, 2007.  Reserves for the company are now in excess of 250 billion cubic feet of natural gas equivalent and production for the summer averaged in excess of 100 million cubic feet of natural gas equivalent per day, giving the company the scale to properly explore monetization options in 2009.  

Chroma Exploration and Production, Inc.:  with the acquisition of White Oak’s Gulf Coast properties in April, 2008, Chroma’s production has grown to in excess of 15 million cubic feet of natural gas equivalent per day in 2Q2008.  Cash flow has been strong due to a robust pricing environment and continued development of the company’s reserves, yielding a $10m pay down on its $65m revolver to $45m. 

As of this date, Chroma is in the process of completing a major discovery at its South Friar Ranch field in the Central Gulf Coast region of Texas.  Operated by Chesapeake, this well (Chroma working interest 10%) cut approximately 100 feet of high porosity pay in the deep Wilcox formation.  We look forward to reporting further on this well in the near future.    

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

In addition, and based upon the progress of its portfolio, Eschelon expects to go to market in 2009 to raise a blind pool fund.  As discussions with lead investors progress we will keep you fully informed on this opportunity..

Thank you for your support of and interest in EEP.

Sincerely yours, 

Thomas S. Glanville 

Managing Partner 

