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PE investment in the context of industry capital
raising
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Post oil price decline, PE firms have followed a “wait-and-watch” approach for investing in the sector, accounting
for approximately 2-4% of the total capital raised globally (between 2013-2016)
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North America-focused oil and gas fundraising

mm No. of funds closed = Aggregate Capital Raised =0 Average ticket size
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Source: Pregin Special Report: North American Oil & Gas, November 2016
Note*: 2016 numbers are till October 2016
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- Despite price volatility, PE oil and gas fund raising has not been impacted significantly. 2016 saw US$33.9b
of funds raised for investment in North-America alone. :
- Average ticket size for each fund increased I_o'US$1.83b;.m_£10-16.§ompared V\{ith US$1lbin 2013. =
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» Significant capital overhang in the mgjulsu from past fund-rais not much that has been raised could be
- invested; close to US$100b still available as dry powder capital forinvestments. i‘ T ——
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PE as a driver of the unconventional industry




North Americal
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* PE firms has been most
_ -~ _ active in North America,
Elb ssivaL Ul [P— ;JS[\}ELUE . accounting for more than a
e s : g[VA:?‘ . b , third of the total global PE
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' More specifically, low cost, fast response and quality acreage positions in key US basins,

most sought after by PE

PE deal value and number of deals for key US

basins Increase in PE investments
(2013-2016) expected in order of basin
efficiency.
Activity expected to remain
Niobrara Bakken Marcellus primarily concentrated on fast
US$18m; 7 deals US$1.4b, 9 deals US$242m, 4 deals response, low cost and

guality acreage positions (eg.
Permian unconventionals).

For higher cost basins with more
mature assets (Bakken and Eagle
Ford) activity has been slow but
some uptick expected considering
PE’s inclination to unlock value
while filling capital shortage gap.

Key considerations for PE to be
: successful in unconventional
Hayn esville plays would be to understand
US$2.1b, 3 deals basin characteristics, nimbleness
in adopting new technology and
continuous learning.

SCOOP/

STACK
US$730m, 5 deals

Notably, PE has faced strong
competition from strategics who
are willing to pay higher premiums
and have outbid PE in few

instances.
; i Thus, PE focusing on mid-sized
: ei +. deals, that does not put them in
Permian Eagle Ford Barnett direct competition with larger
US$1.3b, 17 deals = US$2.3b, 6 deals US$777m, 6 deals public companies.
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Source: 1Derrick and EY analysis



PE deal activity by basin [S=RIES N ;
(number of deals) [ I\UE] i
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Bakken, 9

Permian basin, a key driver of US shale growth Niobrara, 7
< Area: 250 X 300 miles across western Texas and southern New Mexico Barnett, 6

- Dominates US oil production by contributing 2.3 million bpd
- Production forecast: EIA expects Permian oil production to reach 2.5 mbpd in 2018
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Breakup of deal type by value (US$b)

m Corporate deals

US$8.2b

US$2.3b

2013

Source: 1Derrick and EY analysis

® Producing assets

US$3.8b

m Developing assets

US$2.6b

Breakup of deal type by number
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Asset type deals dominate PE transaction landscape. Key drivers include:

» Majors and independents coring dqwn their portfolio of asnfts (not necessanly bad assets)
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“Opportune time for deep pocketed investors with strong management teams, who can provide
innovative financing solutions and unlock value in an era of low-for-longer oil price”

Right
management

PE are backing strong
management teams,
with technical
competence and
experience in
managing capital
intensive business to
pursue both greenfield
initiatives and
consolidation
strategies.

Balance sheet
strength

Balance sheet
capacity for leverage,
an important
consideration for PE
investment.

“Bankability” of the
reserve base
(break-evens, PDPs,
PDNPs, PUDSs) key
differentiator for
restructuring

| opportunity.

Exit type and
entry point

PE firms start with
identifying a handful of
specific potential
acquirers that can
help drive value
creation throughout
the ownership period
of the asset.

Entry price is an equal
consideration as
overpaying (given stiff
competition from
strategics) may result
in decreasing the
returns generated.

Financial
sophistication
— hedging
PE firms have active

hedging programs in
place that provide

| downside protection

for oil price volatility.

Specifically, for E&P
deals, majority of oil
and gas specialist PE
firms look to hedge
the majority of
production for 18-36
months.




Relative performance by types of operators
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Source: 1Derrick and EY analysis

» Thorough understanding of basin
characteristics, nimbleness in
adopting new technology and
continuous learning are critical for
success in shale

» Focused operators have a wide range
of performance, driven by the quality
: ment team

drive better decisi )
however, this connectivity is generally

informal rather than process er\abled
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EY

Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction and advisory services. Worldwide, our
230,000 people are united by our shared values and an unwavering commitment to quality.
We make a difference by helping our people, our clients and our wider communities achieve
their potential.

For more information, please visit
www.ey.com.

EY refers to the global organization of

member firms of EY Global Limited, each of

which is a separate legal entity. EY Global

Limited, a UK company limited ntee does not
i eery AR

provide services to clients. For more |nformat|on about _ -

our organlzatlon.

EY LLP is a client-serving member firm of BN S

EY Global and of EY :A.r;n.e_r_l(.:as \ “ o :

operatlng in the US.
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