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Today’s Fog

“Peak Oil Demand”
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History Lesson: “Peak Oil”

1956

M. King Hubbert, a geologist for Shell Oil, says that
U.S. oil production will likely

peak between 1965 and 1970 and
decline steadily thereafter. ‘

Others Have Made the Same Prediction Since.

= 1972 - Esso

= 1976 - UK Dept. of Energy
* 1979 - Shell

= 1981 - World Bank

= 1997 - JD Edwards

= 2000 - EIA

= 2003 - Shell
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What Really Happened
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Baseball Philosopher

Yogi Berra

“It’s tough to make predictions —
especially about the future.”«

(1) This quote was originally attributed to Karl Kristian Steincke



_ ButWait
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On Earth in 2017
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Billion. Billion

By 2030




83 Million
Per Year




At a global level, we are witnessing the most rapid

expansion of the middle class the world has ever seen

160




+1 USA every 2 years
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the middle class will be in As
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Region’s Energy Mix:
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Region’s Energy Mix:

They need energy any way they
can get it — cheaply and easily



Only One Place to Get It

> Oil Outlook to 2025 without a Pick-Up in

Conventional Oil Investment
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We Are Not Going Out of Business.



Why Does Wall Street Hate Energy?
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S&P 500 Energy
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We Are Immaterial.




We Have Lost Money

S&P

Energy

Outcome

2012
2013
2014
2015
2016
2017
2018

16.0%
32.4%
13.7%
1.4%
12.0%
21.8%
<4.4%>

4.6%
25.1%

<7.8%>

<21.1%>

27.4%

<1.0%>

<18.1%>

Worse
Worse
Worse
Worse
Better
Worse

Worse

6 Out of 7 Years




TECHNOLOGY * BIG

of S&P 500

= STRONG

Beat Energy by
for the Past 7 Years

= SEXY




If You Are Wall Street

= Small

= Weak




Energy Investors Want

= Growth Within Cash Flows
= Return of Capital — Dividends or Share Buybacks

= Consolidation to Achieve Economies of Scale



What Does This Mean To
YOU 2



It Depends Who You Are

WALL STREET

PUBLIC COMPANIES

-
|CHARGER| BRIGHAM | [ ATX | ILUXE| [AMEREDEV/|

PRIVATE EQUITY BACKED COMPANIES




Public Companies
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XEC
PDC

WPX

HAVES -

LPI . You’re fine!
ERE A REX

= Drill Tier 1 Acreage

= Rationalize Tier 2 Acreage

= Selective Consolidation




XEC

PDC
WPX BUBBLES -
- . Must Get Bigger
EPE \REX Drill Tier 1 Acreage

Bolt On Additional Tier 1
Acreage

Consolidation



XEC
PDC

S HAVE-NOTS -

Survive!

* No Premium Mergers




Public Companies
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What is Tier 1 Acreage?

Tier 1 = 50%
Well IRRs at $60
Oil Excluding
Land Cost



Tier 1 Acreage
Last 12 Months of Permian Wells
(Approximately 3700 Wells)

3700 Wells Last Year
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Tier 1 Acreage
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Tier 1 Acreage
Last 12 Months of Permian Wells
(Approximately 3700 Wells)

3700 Wells Last Year
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Tier 1 Acreage
Last 12 Months of Permian Wells
(Approximately 3700 Wells)

3700 Wells Last Year

Assumptions: I

| Lifting Costs:
$10/Barrel

Expected Net Cash Flows
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Tier 1 Acreage

Last 12 Months of Permian Wells
(Approximately 3700 Wells)
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Tier 1 Acreage

Last 12 Months of Permian Wells
(Approximately 3700 Wells)
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Tier 1 Acreage

Last 12 Months of Permian Wells
(Approximately 3700 Wells)
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If You Are Private Equity Backed

PE Assets That Can Be
Sold As Tier 1 Assets

§

TIER 1

You’re going to be fine — keep
up the good work.

PE
COMPANIES



If You Are Private Equity Backed

PE Assets That Can Be
Sold As Tier 1 Assets

§

PE
COMPANIES

TIER 2

Implement a new
business model




Tier 2 Assets — New Model

Equity Deployed ($Miilon)
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Tier 2 Assets — New Model

Equity Deployed ($Miilon)
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Tier 2 Conclusion

» Expect Longer Hold Periods



Tier 2 Conclusion

» Expect Lower ROls



Tier 2 Conclusion

» Bigger Teams — Must Be Able
to Drill Wells Efficiently



Tier 2 Conclusion

» Smash Co. May Become
More Common






PDP / YIELD INVESTORS

HAYNESVILLE

ONTARIO TEACHERS
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PDP / YIELD INVESTORS

BAKKEN UTICA
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PDP / YIELD INVESTORS

BAKKEN
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= Best Deals Come Out of the Fog
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Conclusion

= Best Deals Come Out of the Fog
= Change is Inevitable

* |s the Party Over?

ABSOLUTELY NOT




One More Thing






Private Equity

| ENDOWMENT | HEDGE FUND_

Private Equity Investor Wall Street Investor




Private Equity

| ENDOWMENT | HEDGE FUND_

Private Equity Investor Wall Street Investor
= Must beat the S&P 500 = Must Beat the S&P 500




Private Equity

| ENDOWMENT | HEDGE FUND_

Private Equity Investor Wall Street Investor

= Wants to be a Social Investor - = Only Cares about Making Money
Hydrocarbons are out of Favor




Private Equity

| ENDOWMENT | HEDGE FUND_

Private Equity Investor Wall Street Investor

= Can Have Short-Term Thesis
= Has Longer Hold Periods
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