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Before We Get Started

« For better viewing experience, close all other applications
* For better sound quality, use headphones

* To enlarge the slides, click the bottom right corner of the slide window
and drag to the desired size or click the green maximize button at the top
right of the slide window

 To download a PDF of today’s presentation, click on green “resources”
widget at the bottom of the screen

* To submit questions any time during the session using the “Q&A”
window on the left side of your screen or click on the red Q&A widget

- If you experience any technical difficulties during the polling
questions, reply to the question in the “Q&A” window and include the poll
number
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CPE Credit

In order to receive CPE credit for this program, you must:
- Stay on for the entire program

« Respond to the polling questions — you will be prompted to do
so and need to respond to all polling questions

* Click the purple “CPE” widget upon conclusion of the webcast,
located at the bottom of your screen, then follow the subsequent
prompts to download your certificate. The certificate will open as a PDF
file in Adobe Acrobat and can be saved to your computer

* CPE cannot be awarded to participants not logged on to the
webcast as themselves, phone-only participants, or participants who
view the on-demand version.
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| Agenda

Section one: Introduction

Section two: Pricing Dynamics

Section three: The Stress Test- Are you Fit for $50
Section four: Building Efficiency and Agility
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Poll question #1

In your opinion, what is the most likely PRICE FLOOR for
WTI (in $/bbl)?

« 80s
¢ 70S
¢ 60S
* 508
¢ 40s
« Below 40
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Introduction

= The recent decline in oil prices has reinforced two realities: commodity prices change
and the energy industry is a cyclical business.

= When prices go down, companies are faced with different challenges and opportunities
than the often preferred $90+/bbl environment presents.

= When considering a sub-$80/bbl outlook, many organizations evaluate their readiness
and preparedness for even lower prices.
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The Fit for $50 Concept

What it is NOT:

The goal of the Fit for $50 concept is not to suggest that oil prices will hit $50/ bbl.

What it IS:

The Fit for $50 concept focuses on how energy companies should prepare for and act in weak
hydrocarbon pricing environment. The focus is on the market drivers, key company metrics,
and the target operating model that can help companies navigate the down-cycles and be
positioned for the up-cycle.

1. The $50 Scenarios — A summary and analysis of the major drivers for the historic shifts on oil prices,
including the supply and demand fundamentals, as well as the scenarios that could lead to $50/bbl
oil prices

2. The Stress Test - A framework for developing relevant indicators to determine level of “stress”, or
exposure and sensitivity to weak hydrocarbons pricing environment . The frameworks evaluates
financial, operational, commercial, portfolio, and talent factors to reveal the indicators that signal
the ability of a company to withstand a period of sustained low prices.

3. Building Efficiency and Agility- A strategic approach that is aimed at helping companies identify the
must have capabilities and core competencies in order to remain successful even in a low oil price
environment.
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" 0il Price Volatility is Part of the Industry

Oil price volatility results from complex interactions between supply and
demand and reacts significantly to world and economic events.

140 - First Post-Macondo
Lehman Brothers Files GOM Drilling
for Bankruptcy Permit Issued
120 -
100 A
80 A
60 - Invasion of Iraq
40 A
OPEC cuts targets
20 - 4.2 mmbpd
Source: U.S. Energy Information Administration — WITI SpOt Price
(0N T T T T
2002 2004 2006 2008 2010 2012 2014 2016
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Poll question #2

What is the most likely TIME HORIZON (in months) for the
oil PRICE FLOOR?

* 0- 3 months
* 4- 6 months
* 7-9 months
* 10- 12 months
* 12- 18 months

* 19 months or more
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Who’s facing the greatest risk?
Companies with high lifting costs, low operational and capital efficiency,
undiversified portfolios, and high debt loads are most sensitive to low oil prices.

Net Debt/EBITDA
s (Good)

(poon) % ADOA

15% -10% -5% % 5% Q-lf Q 15% @% ‘5% 30%

i O % Liquids
90%+
80-89%

O 70-79%

3 60-69%

50-59%
. (’ 40-49%

ROCE %
(Bad) [

4 - 30-39%
-9Q0,

1. Data is for large and mid-tier independents over the last 4 reported quarters . 20-29%
2.Bubble size indicates relative size of proved reserves 10-19%
3.ROCE = EBIT/Total Assets less Total Liabilities ex. Debt Payable 10%
4.Source: Capital IQ _ <10%

9]

Net Debt/EBITDA (Bad)
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How to Prepare

Preparation for the new normal begins with a self evaluation, which informs the
development of strategies that drive changes in planning and execution.

1. Stress Test Your Asset Base

- Consider strategic, financial, operational, and commercial aspects

- Drive the analysis to differentiate assets into classes

2. Develop Strategies by Asset Classes
- Divide the asset base into classes by margin profiles

- Define strategies for each class and link it to planning and
execution
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What is a Stress Test?

The Stress Test is a framework for developing relevant indicators to determine
level of “stress”, or exposure and sensitivity of a company to weak hydrocarbons

pricing environment

Fit for $50

“Stress Test”

Operational Commercial

Strategic Financial
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| Indicators of Health at $50/barrel

Strategy

+ Asset base (geography/basin) and size (reserves)

+ Asset mix (dry gas/ NGL/ oil, core vs. non-core, alternatives)
+ Asset acquisition/divestiture strategy

To understand + Enterprise planning/performance management excellence
success or failure « Value chain integration
in a $50/bbl
setting... Financial
) * Free cash flow/working capital
w:;g:;:s:; c(l117111 g of the .Perform.al?ce » Leverage (debt profile, interest expense, terms)
strategic, financial, LS flecl}nlng + Cost management
operational and 0}1 price * ROCE %
commercial related environment » Tax structure

indicators that are critical
to the health of an oil and
gas company in a break
even price environment.

Operational

* Production growth

» Reserve replacement

+ Cost-reducing technologies

» EUR-increasing technologies

* R&D investment

* Sourcing/supply chain excellence

Commercial
» Hedging/realized prices
* Credit risk/exposure
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'Targeting Costs vs Broad Sweeping Cost Reduction

Programs

Companies need to understand what specific costs are, how they compare to
peers and what reductions are truly possible.

Framework to Scope the Opportunity

1. Identify Cost Focus Areas

2. Distinguish Subcategories for Cost Focus
Areas

3. Determine Addressable and Non-
Addressable Areas

4. Apply Cost Savings Levers to Addressable
Areas

PwC

Identify Cost Focus Areas

Example BOE Economics

(% of Cost Per BOE)
Revenue

100%

m Production Costs

m Other Operating Expenses

m Depreciation, Depletion, and
Amortization

m Taxes (Non Income Tax)

B Assets Impairment

m Exploration Expenses

Pre Tax Results of Operations
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Example value levers...supply chain
Supply Chain Value Levers

Levers Focus Area

Operational

?
Levers What Do We Buy?

+ Standardization of Specifications
» Rent vs. Own Rental Equipment

How Do We Plan and Manage our

Process Levers . bt
Requirements?

+ Improved demand planning

» Contract Management and Ownership
Supply Chain * Decreased material waste/surplus

» Inventory and Warehouse Optimization
+ Staging, Kitting, Delivery Efficiency

+ Craft / Contract Productivity

Value
Improvement

Who Do We Buy From?

» Volume Leverage Across Assets

» Reduction in Project Spend on Material

 Unitization of OFS Contracts

» Managed Services Arrangement for All Agency
Staff

Supply Market
Levers

How Do We Approach The Supply
Market?

» Category & contract strategies
 Self Sourcing Sand and Proppant
PWC + Sales Tax and Use Optimization 15



Health Check Scorecard

Companies need visibility into their assets across each element of the stress test
to understand how to optimize their portfolio in a new price regime.

Level of Stress

| H4

Strategy

High Low

. . I l
Financial I ﬁ | —>
High Low
Operational } } | @H
High Low

. | | A
Commercial | | LA —>
High L A
8 o E‘] Current level of stress
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| Poll question #3

What is the most likely TIME HORIZON (in months) for the
REBOUND (WTI > $90/bbl) in oil prices?

* 0- 3 months
* 4- 6 months
* 7-9 months
* 10- 12 months
* 12- 18 months

* 19 months or more
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Strategy Changes with the Margin Environment
As the margins erode companies must move from a growth strategy to a flexible
position that will support the return to a growth strategy or enable an position
to endure a downturn.

Strategic Focus

Expand the business

* Maximize production growth

Focus on core competencies

Control costs and reduce exposure

Margin $ / BOE

Transition

Drive free cash flow

Endurance Preserve core competences
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Poll question #4

In your opinion, which category of drivers are likely to have
the greatest impact on oil prices?

« Demand
« Supply
« Geopolitical stability

« Financial stability and
institutional investors
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Questions and answers



Thank You for Joining Today’s Webcast

Before you log off
» Complete evaluation at conclusion of webcast

 After submitting evaluation, click “Get CPE Credit” button to print
your CPE certificate
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Contact Information

Reid Morrison
PwC US Energy Advisory Leader

reid.morrison@us.pwc.com

John Corrigan
Strategy& Principal

john.corrigan@strategyand.pwc.com

Ryan Hawk
PwC Principal

ryan.l.hawk@us.pwc.com
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This content is for general information purposes only, and should not be used as a substitute
for consultation with professional advisors.

© 2014 PricewaterhouseCoopers LLP. All rights reserved. In this document, PwC refers to the
United States member firm, and may sometimes refer to the PwC network. Each member firm
is a separate legal entity. Please see www.pwc.com/structure for further details.
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