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Reserve Values have Been Cut in Half
Lower for Longer

Current & 2008 Oil Price Comparison - Currentto 2009, 1998 & 1986 1986 & 1998
160.00 This line rerpresents minimun ol prices across the 40.00
downturns:
- 1986: $10/bbl
- 1998: $11/bbl
- 2008: $30/bbl
140.00 - Current: $44/bbl (First lowest point in January 2015) ‘l" ,‘L" 35.00
120.00 ’ ‘ + 30.00
100.00 + 25.00
80.00 + 20.00
60.00 + 15.00
47
40.00 + 10.00
20.00 = A = vt = — - 5.00
Trend of oil prices 11 months prior to minimum price: Trend of oil prices 18 months after minimum price levels
levels (First lowest point of current downturn) (First lowest point of current downturn)
0.00 =Current ~——2008 - 2009 ==—=1998 - 2000 ~———1986 - 1987 0.00

Source: EIA and https://www?2.deloitte.com/content/dam/Deloitte/us/Documents/energy-resources/us-er-short-of-capital. pdf

haynesboone

© 2016 Haynes and Boone, LLP




Will Loans Against Reserves Follow a Similar Cycle?
SPRING, 2016: BANK ENERGY CYCLE MAY BE TURNING (SLOWLY)
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FALL, 2016:

BANK ENERGY CYCLE IS TURNING (VERY SLOWLY)
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Will Prices Rise in Time?
Analysts and NYMEX Projected Prices

A v I
l‘ A‘ ‘ Crude Price Recovery; Slow and Uncertain

ENERGY

* Prompt Month crude price averaged mid-$90’s from 2011-2014, but was verv volatile

* ARM has been torecasting prices above the strip for 2017 and beyond, banks are catching up

* Curve shape should oscillate between Contango and Backwardated as S&D balances

* Downside risk primarily USD strength and economic growth; upside risk is geopolitical instability

YEARLY FORECASTS

———————————— ;711" (RO | S———————

Period 2016 2017 2018 2019 2020 2016 2017 2018 2019 2020 2017 2018 2019
Median 44 62 56.38 65.00 70.00 70.00 43.00 55.00 62.50 67.25 70.00

Mean 45.44 57.90 65.88 69.26 70.44 43 95 55.83 63.09 66.42 67,88 ARMWTI  $  56.00 $ 6300 $  67.00

Highest Forecasts 55.00 83.00 80.00 85.00 85.00 54.00 80.00 78.00 80.00 85.00
Lowest Forecasts 41.99 47.50 52.50 56.60 53.00 40.50 46.50 51.50 55.00 50.00
No. of Forecasts 34 34 25 19 18 33 33 24 18 17

5 Year Forward Crude Shape (5/obl) ~ PromptMonth WTI ($/bbl) 2011-2015

NYMEX S 50.84 S 53.03 $ 54.36

$105.00 Year Average High Low Range
$95.00 2011 $95.10 $113.93 $75.67 $38.26
S0 2012 $94.16  $109.77 $77.69 $32.08
575.00

2013 $98.05 $110.53 586.68 523.85

$65.00
§55.00 2014 $92.91 $107.26 $53.27  $53.99
se5.00 2015 $48.76  $61.43 $34.73  $26.70
$35.00 2016* $40.58 $51.23 $26.21  $25.02
00 e e e e e ot 2017** $56.00 $65.00 $44.00 $21.00
EEEEErEEr e E S E R EEEEEIEE s
BEEETiifiiiiiiiiisssiiEisiiy 2018 56400 57200 35000 52200
EEEEEEEEEEEEEEEEEEEEEEEEE * Average, High, Low and Range are prompt month futures contract daily settle YTD
June 2014  =———Feb 2016 Current ** ARM Internal Outlook
Sources: ARM Research, ICE Range based on daily close over the period. *
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Broken Clocks and Nymex

Strip Too High
(Strip Too Low)
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Broken Clocks and Bank Analysts

Forecasts as of June 2014
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Source: http://www.wsj.com/graphics/oil-forecasts-flummoxed-forecasters/
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Price Recovery!

Global Supply and Demand — Quarterly Outlook

Global Supply and Demand Model

Units: million barrels per day
1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 3Q17 4Q17

Demand: Total 93.6 94.1 95.7 95.5 95.2 95.6 96.5 96.4 96.3 96.7 97.7 97.5

North America 24.3 24.2 24.8 24.5 24.5 24.4 24.7 24.4 24.5 24.4 24.8 24.4

Asia / Pacific 32.2 31.5 31.5 32.5 33.1 32.5 32.3 33.4 33.9 33.3 33.2 34.3

Europe / Africa / Lt. Am 24.9 25.1 25.8 25.4 25.1 25.3 25.6 25.3 25.2 25.4 25.7 25.4

FSU / Middle East 12.2 13.2 13.7 13.1 12.6 13.4 13.9 13.3 12.7 13.6 14.0 13.4
Supply: Total 95.1 96.3 97.0 97.2 96.5 95.8 96.6 96.9 96.6 96.3 97.1 97.3

United States 12.8 13.0 13.0 13.0 12.7 12.6 12.0 12.0 12.1 12.3 12.0 12.2

Non-OPEC Ex-US 40.3 39.6 39.8 40.3 40.1 38.7 39.7 40.2 40.0 38.6 39.6 40.1

OPEC 31.4 32.4 32.7 32.6 32.8 33.0 33.1 33.2 33.4 33.6 33.6 33.4

NGLs 6.6 6.7 6.7 6.7 6.8 6.8 6.9 6.9 6.9 6.9 7.0 6.9

Processing Gains + Other Ethanol 4.0 4.6 4.8 4.6 4.2 4.8 4.8 4.6 4.2 4.8 4.9 4.7
Supply Exceeds Demand 1.5 2.1 1.3 1.7 1.3 0.2 0.0 0.5 0.3 (0.5) (0.6) (0.2)
Balancing Item (0.4) (0.9) 0.2) (1.2) (0.8) (0.9) (0.2) (4.2) (o8 (6+5) 0.2) (1.2)
Implied Inventory Change 1.0 1.3 1.0 0.4 0.5 (0.7 (0.2) (0.7) (0.5) (1.3) (0.8) (1.4)

Consistent Inventory
Draws
We project significant inventory drawdown during 2H16 and 2017
10

Source: EIA, TPH Research




More Money Please

Global Upstream Capex by Fuels & Spend Cash Inflows vs. Outflows of the Industry
($3 Trillion, 2016-2020) (Listed E&Ps, I0Cs, NOCs; 2016-2020)
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+ $3 trillion capex required over next 5 years, with over 50% for natural gas.

+ If oil averages around $55/bbl, there lies a gap of $750 billion from cash flows to fund capex.

+ The gap amplifies to nearly $2 trillion when dividend payouts take priority over capex and industry struggling to roll-over the
upcoming debt maturities.

« Arecovery in oil prices could help, but historically the cost index has followed oil prices.

Source: Deloitte, “Short of capital? Risk of underinvestment in oil and gas is amplified by competing cash priorities, June
2016, available at https://www?2.deloitte.com/content/dam/Deloitte/us/Documents/energy-resources/us-er-short-of-capital.pdf
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Wellhead Breakeven Prices by Play and Spud Year
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DUC WOC

EIA, Bloomberg DUCs Don’t Match

0il & Gas DUC Inventory for "Big Seven" Plays

EIA vs. Bloomberg Intelligence
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Whither Hedging?

80%
72%

70%

60%

50% 48%

Option Structures

40%

Option Structures

30%

23%

Hedged Production

20%

10%

0%
Bal 16 2017 2018

BN % Swaps W % Option Structures M % Collars —# Industry Group Sample % Hedged (1)

Sources: Tudor Pickering Holt “E&P Hedging Summary”
(1) Represents simple average and group includes: APC, EOG, NGL, PXD, COG, CXO, DVN, FANG, MRO, NFX, RRC, XEC, CHK, ECA CN, EPE, GPOR, LPI, MRD, OAS, PE, QEP, RSPP, SM, WLL, WPX
(2)  All structures are a on a weighted average basis
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HB Produced Reports and Materials

HAYNES AND BOONE, LLP
OIL PATCH BANKRUPTCY
MONITOR

haynesboone

HAYNES AND BOONE, LLP
MIDSTREAM REPORT

September 14,
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HAYNES AND BOONE, LLP
OILFIELD SERVICES
BANKRUPTCY TRACKER
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Haynes and Boone, LLP
Borrowing Base
Redeterminations
Survey: Fall 2016

Summary of results
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Hot Off the HB Press

Kraig Grahmann
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Haynes and Boone Fall 2016 Borrowing Base Survey - What percentage of E&P borrowers do
you anticipate will see a decrease in their borrowing base redeterminations in fall 20167
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In this survey, respondents on average overall expect 41% of the borrowers to see a
decrease. Lenders response was approx. 37% and borrowers was approx. 44%.
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Haynes and Boone Fall 2016 Borrowing Base Survey - What percentage below spring 2016
borrowing bases do you expect fall 2016 borrowing bases to be?
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In this survey, respondents on average overall expect a 20% decrease.
Lenders expect a 16% decrease and borrowers expect a 29% decrease.
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Haynes and Boone Fall 2016 Borrowing Base Survey - Which one or two of the following options
do you think will be the most likely path that lenders and borrowers will take if faced with a

borrowing base deficiency in fall 20167

Restructure or
declare Other: 7
bankruptcy: 36

Negotiate an
amendment /
extension with
the lender: 101

FALL 2015
TOTAL Sell the

337* company: 4

Seek capital

from hedge FALL 2016
funds or _ TOTAL
private equity

funds: 34 268*

' SPRING 2016
TOTAL

403*

Sell non-core assets: 86
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Haynes and Boone Fall 2016 Borrowing Base Survey - Based on recent market conditions, which
will be the top two capital sources for E&P companies over the next 12 months?

Traditional
Banks: 39

Public Equity
Offerings: 56

RESPONSES
TOTAL

289*

High Yield Debt
Offerings: 29

Private Debt: 55

Private Equity:
110

*Up to two options could be selected.
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Regulatory Landscape for RBLs

« 2016 SNC review showed O&G borrowers with an aggregate $77 billion in
classified commitments (i.e. substandard, doubtful or loss rating)

* Non-passing credits require banks to maintain greater reserves

* New guidelines issued by the OCC in March 2016 for risk rating RBLs include
a total secured debt repayment test plus evaluation of other metrics and
borrower characteristics, including a Total Funded Debt to EBITDAX test

 OCC guidelines for Total Funded Debt to EBITDAX test:
— Pass: £3.50:1.00
— Special Mention: > 3.50:1.00 < 4.00:1.00
— Classified: > 4.00:1.00

« Not meant to be a bright line test
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How Many E&P Companies Stand to Fail the SNC Review?

* Using publicly available data for the 58 largest independent E&P companies,
we estimate that over 91% would be non-passing credits under the Total
Funded Debt to EBITDAX metric in 2016

BREAKDOWN OF POTENTIAL SNC RATINGS FOR RBLs

2016 2017 2018

. PASS
. NON-PASS

* Average leverage ratio of the companies reviewed was 6.0x in 2016 —
well in excess of the OCC's specified guideline of 3.5x for a pass rating
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Bankruptcy
Updates

Charlie Beckham
Keith Sambur
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Overview of Bankruptcy Safe Harbors for Derivatives

« Derivatives enjoy special protections in bankruptcy

« Hallmark bankruptcy policies regarding asset preservation, maximization and
transferability and equality of distribution do not apply

 Safe Harbor Protections

— Automatic Stay does not prevent a party from terminating a derivatives
contract

— Counterparty can also calculate termination values, set-off against
collateral, and liquidate collateral

— Avoidance Powers (ability to claw back a preference or constructive
fraudulent conveyance) do not apply to payments or transfers made in
connection with derivative contracts
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What Types of Agreements Qualify for Safe Harbor
Protection

« Commodity hedges
 Collars

« “Swaps”: include swaps, options, futures and “forward agreements” and any
other similar agreement that is the subject of recurring dealings in the
derivatives markets

— In re National Gas Distributors, LLC (4™ Cir. 2009)
« Debtor had entered into natural gas supply agreements

« Agreements required counterparties to purchase set quantities at
fixed price regardless of market rate at time of delivery (or pay debtor
the difference in price)

» Trustee alleged contracts were fraudulent transfers due to
unfavorably pricing and tried to recovery payments made to
counterparties

* When does a physical supply contract become a “swap”

— Involves a commodity to be delivered at a fixed price and fixed
quantity at time of contracting more than two days outside of &
entry into contract
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Inability to Protect the Melting Ice Cube

« Cash flows from hedges dry-up instantly upon a termination event, which
include bankruptcy filing

* Prior to termination, swaps are generally non-transferable so troubled
companies cannot assign the contracts to a solvent counterparty in advance
of bankruptcy

« Bankruptcy filing may not be only termination event:
— Inability to pay debts when due
— Entry into a forbearance, waiver or RSA
— Missed interest payment
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Panel Discussion
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LOCATIONS

AUSTIN

600 Congress Avenue
Suite 1300

Austin, TX 78701

United States of America

T +1512.867.8400
F +1512.867.8470

HOUSTON

1221 McKinney Street
Suite 2100

Houston, TX 77010
United States of America

T +1713.547.2000
F +1713.547.2600

PALO ALTO

525 University Avenue
Suite 400

Palo Alto, CA 94301
United States of America

T +1650.687.8800
F +1650.687.8801

CHICAGO

180 N. LaSalle Street
Suite 2215

Chicago, IL 60601
United States of America
T +1312.216.1620

F +1312.216.1621

LONDON

29 Ludgate Hill
London, EC4M 7JR
United Kingdom

T +44.020.8734.2800
F +44.020.8734.2820

RICHARDSON

2505 North Plano Road
Suite 4000

Richardson, TX 75082
United States of America

T +1972.739.6900
F +1972.680.7551

DALLAS

2323 Victory Avenue
Suite 700

Dallas, TX 75219

United States of America

T +1214.651.5000
F +1214.651.5940

MEXICO CITY

Torre Esmeralda |, Blvd.
Manuel Avila Camacho #40
Despacho 1601

Col. Lomas de Chapultepec,
DF 11000

Mexico City, Mexico

T +52.55.5249.1800
F +52.55.5249.1801

SAN ANTONIO

112 East Pecan Street
Suite 1200

San Antonio, TX 78205
United States of America

T +1210.978.7000
F +1210.978.7450

DENVER

1801 Broadway Street
Suite 800

Denver, CO 80202
United States of America

T +1303.382.6200
F +1303.382.6210

NEW YORK

30 Rockefeller Plaza
26th Floor

New York, NY 10112
United States of America

T +1212.659.7300
F +1212.918.8989

SHANGHAI

Shanghai International
Finance Center, Tower 2
Unit 3620, Level 36

8 Century Avenue, Pudong

Shanghai 200120, P.R. China T

T +86.21.6062.6179
F +86.21.6062.6347

FORT WORTH

301 Commerce Street
Suite 2600

Fort Worth, TX 76102
United States of America

T +1817.347.6600
F +1817.347.6650

ORANGE COUNTY

600 Anton Boulevard
Suite 700

Costa Mesa, CA 92626
United States of America

T +1949.202.3000
F +1949.202.3001

WASHINGTON, D.C.
800 17th Street, NW
Suite 500

Washington, D.C. 20006
United States of America
+1 202.654.4500

F +1202.654.4501



