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Hess Corp.
Inflection point: adding Hess to BofAML's

US 1 ‘best ideas’ list

Reiterate Rating: BUY | PO: B0.0O USD | Price: 49.97 USD

Short interest ratio: catalyst for recovery

Ower the past six months Hess has been one of the most volatile stocks in the sector, facing
headwinds fram a significant increase in short interest that has esaggerated volatility. From
discussions with investors, the arguments against Hess seem to begin and end with a
combination of declining production and an expanding balance sheet — all part of the
deliberate portfolio choices that favored completing major projects at the expense of short
cycle production. We expect this to end in 2017 with a rebound in oil and gas production
starting in 2H17 and critically, an inflection in free cash flow that we expect will return Hess
to free cash flow with the flexibility to re-up investment in the Bakken. We thus would view
Hess as a dangerous ‘short” for investors seeking to hedge other portfolio risks.

Inflection point on multiple levels right around the corner

We believe Hess' investment case is approaching an inflection point on multiple levels.
We expect oil and gas production to trough in 2017, with a rebound of 60,000 boepd or
2249, by 4017 marking the single biggest sequential change in production of any
company in the sector. This is likely to kickstart an extended period of growth in
2018119 but with the contribution from Guyana driving a step change in Hess' growth
trajectory through 2025 Mear term, we think Hess is also poised for an inflection in free
cash flow that is reasonably 51bn annualized, with 5700mm irrespective of oil prices.
Versus consensus operating cash flow of =51.9bnin 2017, this stands out as the biggest
swing in free cash of any company in the sector.

Adding Hess to US 1 ‘best ideas’ list

After a year of waiting, we believe the inflection point in Hess' investment case is just around
the corner, with the broader sector pullback positioning the shares with amongst the highest
upside in the sector as implied by our price objectives. At current levels, Hess ‘discounts’ strip
ail prices. Under our base case, which assumes a rebound in ail prices towards 570 from 2020
fair value is reasonably ~%80 per share. If non-producing asset value from Guyana is included
we estimate this would be dloser to S90. BofAML's US1 list is a collection of the firm's best
investment ideas managed with the goal of providing superior investment performance over
the long term. For Hess, we believe the combination of catalysts, short interest and absolute
value can drive a period of strong relative outperformance vs peers. For this reason, Hess
replaces DVM as the energy stock on BofAML's US 1 list

Estimates (Dec)
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Refer to important disclosures on page 12 to 14. Analyst Certification on page 10. Price Objective
Basis/Rizk on page 10. 11721441

Timestarnp: 11 April 201 F 05:30AM EDT

Bankof America %
Merrill Lynch

Equity | 11 April 2017

Doug Leggate
Research Analyst
MLPF&S

+1 713 247 6013

Kalei Akamine
Research Analyst
MLFFLS

+1 713 247 7880

John H. Abbott
Research Analyst
MLPFLS

+1 713 247 7144

Stock Data

Prica 4947 USD
Price Objectiva 80.00USD
Date Established 8-Dec-2016
Investment Opinion B-1-7

52-Waek Range

Mrit Val (mn} | Shares Cut

4512 USD - 65.56 USD
15,656 USD /3133

{mn]

Myerage Daly Valus (mn) 1%8.56 USD
BolAML Ticker / Exchange HES I NYS
Bloombeng / Reuters HES LS/ -
ROE (20M7E} A%
Met Dbt %o Egty |Dec-20164) 1%

EFTA00803308



iQprofileHess Corp.

#methad ™ - Bus Perlormance”

Company Sector

Oils

US55 Millions) H15A H6A 201TE 2018E 2018E —
Rabum on Capital Erngloyed A5, 210 AR 055 0.1% Company Description
Ratum on Equity S 4 0 .67 3. 7% 2 1% . ) - :
Operating Margin 416735 2470% 2545 5.0% 0.5% Hess Com: (HES) i a mid-sized ofl and gas
Frag Cash Flow 2.061) 1,350) (582 (50} 574 company with 1.0bn boe of proved reserves at the
end of 2015. ] cperations are focused in the US
onshore, deepwater GOM, North Sea, West Africa
#gmethad ™ — Quality of Earings® oil, and Asian natural pas.
LSS Millions) H15A H16A 2017TE 2018E 2018E
Cash Realization Ratio M MM k11T MR M
Aszal Replacement Ratio 1.0% 0.6x 0.9x 0.9x 0.9x Investment Rationale
Tax Rate 18.B% 41.0% 16.2% 21.9% Bd%
Mt Debl-te-Equity Ratio 19.2% 26.1% 34.9% 40.7% 40.5% Dur house view is that oil should rebound long
Interast Cover -10.1x% -A1.1x -3.8x -1.0x 0.1x term to §75 WTI / $BO Brent. lnvestrment case
anchored by exploration prospects led by Guyana.
Added to this, it has a strong balance sheet, low
Income ant Dyia (Dec) risk production visibility in the Bakken and a stable
[USS Milliang) 2154 216A 201TE 2018E 2018E ) 3 ] 4 ) ) )
Salas oRE 4182 4579 5704 £ 958 international base. As such, we view HES valuation
% Changa BB 1% 1.352:.2‘:1. 4?3;- 3[:;.33-;- 11l.5‘=;;- as attractive and maintain our Buy rating.
Gross Prafit {2 606} 4182 4378 5 704 6,359
% Ghanga Mg T 477 30.5% 11.5%
EBITDA 1,155 (5482} 2,005 3047 3 Bab
% Changa B4 5% I Tt 54 5% 17.7%
Met Interest & Cther Income 1340) 1332} {2B9) (287} 1304}
Het Income (Adjusted) {1,113) {1,531} i1,174) {456) {246) Stock Data
% Change MM -37.6% 23.3% 61.1% 46.0%
Avarage Daily Volume 3AT3ET
arterly Earnings Estimates
Free Cash Flow Data (Dec) Quarterly Earnings Estl
(WSS Millions) 2154 216A 201TE 2018E 2018E 26 2017
Met Income from Cont Ciparations (GAAP) 13,056) 6,132} 1,128} (408} (246 b <724 -1.21E
Depreciation & Amortization 3955 Iz 2 B5T 2 962 3188 b A1 -1.18E
Change in Wasking Capital 80 (47T} 0 0 0 a3 1124 4.72E
Deferred Taxation Charge 1,319} 2,200 {228} 1128} 113} i34 A4 0.63E
Other Adjustments, Ret 231 1,361 35T 323 368
Capital Expenditure (4,042} (2,154} (2453 (2,798} (2,725)
Free Cash Flow -2,061 -1,359 502 50 574
% Change HB.0% 1% 54t 91.6% MM
Balance Sheet Data |Dec)
US55 Millions) H15A Hr6A 201TE 2018E 2018E
Cash & Equivalents 216 2732 1,974 1,974 1,874
Trade Receivables B4T TB8 T6E TG TE8
Other Currant Assats B 76 76 76 76
Progerty, Plant & Equipmant 26,352 19 941 18 BBE 18,299 17412
Cither Mon-Cumant Assals 3438 4404 4404 4404 4404
Total Assets 34185 28621 26,807 26,220 25,354
Shor-Term Dett B6 112 12 112 112
Other Currant Liakslities 2542 2139 2,088 2 036 1,962
Long-Tenm Dabt 6,544 BG4 6,684 7105 6,644
Other Mon-Currant Liakdlites 4,622 4,085 4,085 4 085 4,085
Total Liabilities 13,794 13,030 12,979 13,338 13,023
Tatal Equity 20,401 15,591 13,628 12,683 12311
Total Equity & Liabilities i 34,195 28621 26,807 26,220 25,334
* For full definitons of feod™ measures, see page 11
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Adding Hess to BofAML UST1 list

Inflection point

Over the past six months Hess has proven to be one of the most volatile stocks in the
sector, facing extraordinary headwinds from a significant increase in short interest that
has exaggerated volatility of what is already one of the more highly levered oil stocks in
the sector. From discussions with investors, the arguments against Hess begin and end
with a combination of declining production and expanding balance sheet — all part of the
deliberate portfolio choices that favored completing major projects at the expense of
short cycle production.

This cycle ends in 2Q17 with an expected rebound in oil and gas production starting in
2H17 and critically, an inflection in free cash flow that by our estimates should return
Hess to free cash flow with the flexibility to re-up investment in the Bakken. We thus
view Hess as a dangerous short for investors seeking to hedge other portfolio positions.

Exhibit 1: Short interest ratio (days to cover) US oils Exhibit 2: Hess short interest ratio (mm shares)
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In our view, any meaningful reduction in short interest could drive an outsize response
to the improving operating outlook that we expect to start in 2H17 and can be
summarized as follows:

« By our estimates, oil and gas production troughs in 2017 as Bakken production
stabilizes before recovering through year-end. With start-up of the first of two
major projects (NMB'} and incremental production in the US GoM, we
anticipate growth in oil and gas production of ~60,000boepd or 22% between
2017 & 4017,

«  Planned increase in Bakken rig count points to an exit rate of ~105-110
kboepd up from 90-95 kboepd in 1Q17 for an intra-year growth rate of ~16%
underpinned by a step up to 6 rigs from 2 at the start of the year. We expect
Bakken growth to continue in 2018 and 2019 at ~16% yoy with upside from
larger completions.

Management guidance suggests exit rate production in 2017 of ~335000 boepd; start-
up of the second of Hess" major projects (Stampede) adds 15,000 boepd from TH18
{est]; along with a resumption of growth by resurgent operator Aker BP at Valhall (Hess
64%) we expect top line growth of 15% in 2018 with a FY contribution and continued
Bakken ramp contributing to ~10% growth in 2019 including first oil from Guyana.

' Morth Malay Basin, adding 20,000 boepd starting in Sep 2017

Bank of America % ;
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In other words, 2Q17 marks the low point in oil and gas production, with
momentum accelerating in 2H17 to kick start a multi-year period of growth.

Chart 1: Hess production outlook: inflection point from 2Q17
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Critically, Hess has multiple levers to pull that reverse production declines as cash
becomes available from completion of NMB and Stampede.

Planned spending to complete NMB and Stampede is =5700mm in 2017; with
completion we expect this to drop closer to $200mm in 2018 so that before any
contribution from operating cash flow from these projects we expect Hess ‘apples to
apples’ capex to move lower in 2018 driving an inflection in free cash flow.

Exhibit 3: Free cash flow turns positive in 2018 Exhibit 4: with an accelerating decline in net debt

6.000 - 6.000 - - A0
4000 - 5,000 - - 35
F 30
2000 4000 1 e
b 3000 F 2.0
15
2,000) | 2,000 -
F 10
{4,000 - 1,000 - s
i6,000) - - - 0.0
20154  2016A  2MMTE  2MBE  2018E  2020E  2021E 20184 2016A 201TE 20MBE 2019 2020E 20ME
— CFO Capix e Figi Gash Flow et Debt Met Dabt F DACF
Source: Bafh kel Lynch Global Researdh estimates Souwrce: Bofid Mesil Lynch Global Research estimates
Our assumptions include a likely project sanction of the first phase ‘early production
system’ at the Liza discovery in 2017, However, based on discovered oil to date that we
believe now easily exceeds 2bn barrels, we believe Hess is on the cusp of a multi-year
period of growth that is material for a company of its size. Critically, we believe most
commentators have not yet included the cash flow contribution from Guyana in Hess’
estimates given visibility that barely looks past 2018. However, with first oil now likely
. Bankof America %
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in 2H19, we view final investment decision (FID) — and an exploration program that
yields one well result every 6-8 weeks as a catalyst to rerate Hess over time.

Liza area moving towards 2bn boe

Operator Exxon recently confirmed the latest exploration test in Guyana ‘Snoek’ as the
latest discovery in the Liza development area, with -82ft of net pay and in line with pre
drill expectations we are led to believe is in the 200-300mm boe range. Recall from our
discussions with management, Snoek was characterized as a smaller but distinct target,
updip of Liza, but lower risk.

The well was drilled in 26 days to a depth of ~17.000ft in 5,128ft of water 5 miles south
west of Liza #1, as shown in the graphic below; the Stena Carron drill ship has now
relocated to the next well test, the 'Liza #4' appraisal, where we anticipate results by
end April but with the possibility of a drill stemn test in a success case that may push the
well result into mid-May.

Exhibit 5: Liza targeting Exhibit 6: Exxon operated blocks in Guyana

»  Multi-FPSO, ExxonMabil-operated development Tﬁ;‘k ~ 1
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Source Exmonmobil Source: Exsonmakbs

Critically, ‘Snoek’ reinforces management's prior characterization of the Stabroek block
as moving towards a 'OHI play’ meaning the risk profile of incremental exploration
improves - a critical factor for the next well in gqueue, the Payara #2 appraisal that will
dlso target a deeper test (Pacuma) scaled with a pre drill target of ~1bn boe. The next
prospect, Liza lookalike named ‘Turbot will likely be spud around mid-year.

From our discussions with Hess and the operator we summarize our understanding as
follows:

«  Operator XOM had previously framed the discovered potential in the Liza /
Payara at 1.5bn - 2.0bn boe, subject to completion of two planned additional
appraizal wells. Quoting EVP Mark Albers and CEOQ Darren Woods

The success at Payara combined with the additional oif pay discovered with Liza-3
brings the total discovered resouwrce on the block to somewhere between 1.4 billion oif
egquivatent barrels and 2 billion oif equivalent barrels.”

"to clarify, wihat we have found - not potential upside, but what we have found /s 1.4
billion to 2 billion BOE. The upside is multi-bilfion barrel unrisked potential’

Bank of America % 1
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=  Snoek and with Liza deep previously likely moves recoverable resource closer
to the upper end of this range 2bn boe before Liza #4 and Pacuma, providing
line of sight for at least a 4 FP50 development starting in 2019,

«  After Liza 4, the Stena Carron drillship will move back to Payara to drill an
appraisal well which will also test a deeper prospect ‘Pacuma tail’. Where pre-
drill prospect size is scaled at about 1bn boe. The next prospect {Turbot) will
then be spud south east of Payara. Mote is that if Payara 2 is successful, this
would likely add another ‘boat’ with capacity of 150,000 boepd.

The graphics below characterize Hess view of Payara and Snoek. We assume the Tbn
boe Pacuma prospect is the light green area below Payara.

Exhibit 7: Initial characterization of Payara Exhibit 8: Updated characterization suggests a similar footprint to Liza
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Liza Water Depth: 5,500-5,700 ft - N\ Crilling TD: 18,000-18.800 ft
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Source Hess Saource: Hess

Again guoting ExxonMobil management:

Just as we progressed rapidly at Liza, we'll move quickly to develop Payara if the
delineation well is successful

Recall that Hess management has suggested Payara will ‘definitely be commercial”.
However at this early stage we assume no value for Payara in our assessed value of
Hess' not least as any attempt at precision is obviously premature. But with discussions
with management suggesting scenarios through appraisal where Payara is a lookalike to
Liza, we believe a 'plus three year' development scheme is a reasonable basis to frame
option value in a success case.

Under our 570 Brent base case, the theoretical NPV would be around 510/sh. This is on
top of the approximate 512-14/ share value we estimate is reasonable for Hess from
the existing Liza discovery. Mote we continue to assume about 400,000 bpd gross
development scenario—reviewed again below to reflect the latest project proposal
submitted to the Guyana Government which now targets first production in 2H19.

Mote we assume negligible value for natural gas revenue in this latest iteration, thus the
range of 512-514 for Liza mentioned above and $22-524 for Liza / Payara. The table
below assurmes gas valued at 51 / mmcfe.

) ) Bankof America %
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Table 1: Motional multi-phase development at Guyana: about 522/sh to Hess

Gross Barrels Full Project NPV~ Hess 30% Interest NPV netto
immboe) MM NPY Hess
{mmboa) Smm $mm $'sh
Liza |
Eary Production
Syslem 425 4 258 1,277 $39
Phase 1 6dd 4932 1 480 $46
Phasge 2 600 3821 1,146 £35
Liza Total 1,625 13,010 3,903 $12.0
Payara (spec) |
Eary Production
Systam 425 3,392 1,018 £31
Phase 1 800 3 G 1,100 14
Phase 2 600 2682 805 $2.5
Payara spec Total 1,625 8,742 2823 £9.0
Guyana Total 3,250 22,753 6,626 3214

Source: Bafd Mermill Lynch Global Research estimates. Hess shares fully dluted 324 2mm shares after prefernce convert

Mote that at current strip oil prices of =555 Brent, this is closer to 514.4/sh of which
Payara is ~%6/sh or 52.0bn. On a 'risked’ basis, we believe this is a reasonable
development scenario representative of any incremental discovery that resembles Liza
recalling that the partners have identified over 20 additional drilling prospects. On the
assumption of a ‘plus three year’ development scenario after Liza, the potential impact
on incremental production and cash flow is significant for Hess while the cumulative
impact also becomes significant for XOM.

The charts below show our latest assessment of how a compound timeline for a Liza /
Payara development could look, if Payara as a project does indeed prove to be a look

alike to Liza.
Exhibit 9: Hess theoretical production profile for Liza / Payara Exhibit 10: Hess net production profile (by phase)
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Source Bafh Mernll Lynch Global Researdh estimates Souwrce: Bofil Mesil Lynch Glabal Research estimates

Critically, Guyana is now being described as a ‘DHI play’ meaning seismic and core have
been sufficiently calibrated as to provide direct hydrocarbon indicators and hence de-
risking future exploration tests. This appears confirmed again by the latest “Snoek’
SUCCESS.

XOM's development plan calls for an FPSO (floating production and storage offloading
vessel) with production capacity of about 150,000 boepd for every 450mm barrels of
recoverable reserves, with plateau production extending up to 10 years. We suggest
management’s commentary supports gross production capacity from current discovered
resource of at least 600,000 boepd.

Bnl?er::i ?Ifm:;im = Hess Corp. | 11 April 2017 7
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Impact on cash flow
While the impact on production is significant, we suggest the impact on cash flow is
transformational for Hess. Referencing the charts below:

«  Under our base case that assumes 570 oil from 2020, we estimate operating
cash flow net to Hess would reach over $2.5bn;

= Met free cash flow peaks at over 52bn with a net cash outflow at any point in
the development of ~5300mm.

Chart 2: Hess operating cash flow contribution: Guyana (570 base case)
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Source: Bafh bMerll Lynch Global Research Sowrce: Bofih Mesil Lynch Global Research
While first ail in 2019 is only the early stage of development, it is enough in our view to

provide visibility on multiple compression perceived absent from Hess' investment case

given its focus on short cycle development. However, after the low point in production

in 2017 we suggest Hess has both — short cycle, comprising not only the Bakken but tie

back opportunities across established infrastructure in Norway and the US GoM — and

long cycle in the shape of a transformational opportunity in Guyana, that becomes

tangible with a likely FID in 2017,

Impact on valuation

In our view, an imminent inflexion point in free cash flow comes with a step change in
value recognition for Hess. Momentum from a =20% jump in production in the six
months of the second half of 2017 carries growth through 2018, with Guyana
accelerating for a decade from 2019. At our base case we suggest this leaves Hess
‘discounting’ current strip oil prices at current levels of =550 [ share,

The table below sets our PO at our target mid cycle multiple of 5.5x EVM/DACF; note this
does not include any value for non-producing Guyana resource value that we estimate at
~56/share.

Table 2: At strip oil prices, Hess looks fairly valued based on a target multiple of 5.5x EV/DACF
2015 2016 2017e  2018e  201% 2020  2021e

Shares Outstanding 284 KAl 33 33 323 324 324
Markat Cap 13,118 13,334 13415 13415 13415 13,415 13,415
Man-producing Guyana NAY . - . .
Met Dbt 1914 4,074 5,136 B,224 6,985 7748 7865
Preference shares 557 557 557

EV 17,083 17 965 19,108 20,19 20,400 2,213 21,281
DACF 232 1,127 1,847 2378 2525 3080 3795
Forward EV / DACF 15.1% 9.7x 8.0x .7 B.7x 5.5

Sources Bafa Mermill Lynch Global Research

Chart 3: Hess free cash flow contribution: Guyana (570 base case)
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Under our base case, which assumes a rebound in oil prices towards 570 from 2020, we
see fair value as reasonably around 380 per share. If non-producing asset value is
included (around 53bn ar ~%9/sh), we estimate this would be closer to $90.

Table 3: At our base case, we see fair value closer to $80 based on a target multiple of 5.5x EV/DACF
2015 2016 2017e  2018e 2019  2020e  2021e

Shases Outstanding g4 30 KOK| 3 323 a4 K]
Markat Cap 22341 22 EB4 22 814 22814 22 B4 22 B14 22 54
MNon-producing Guyana NAY . . . .
Mt Dbt 3014 4,074 4 B32 5,243 4,983 4441 3,020
Pred 557 557 557

EV 26,255 2735 28,203 28614 27.7ar 27 255 25,834
DACF 23 1,127 2150 3,045 3802 429 5,132
Forward EV / DACF 233 12.7x 9.3x 7.9% 6.5x 5.3x

Source: Bafa Mem | Lynich Global Ressanth

BofAML US 1 list

The BofAML US1 list is a collection of the firm’s best investment ideas managed with
the goal of providing superior investment performance over the long term. Since the
presidential election, the ‘trump tax rally’ that has arguably lifted the broader S&P500
on the expectation of lower corporate taxes has left most US oils lagging given the
absence of any benefit from lower taxes. For Hess, we believe the catalysts are still
ahead while the relative performance hurdle associated with the election has passed.
For this reason, Hess replaces DVM as our energy stock on the BofAML UST list.

Earnings updates
Marking to market for 1017 we update eamings as follows:

Table 4: HES Earnings Estimates

al Q2 a3 Q4 FY BBG Consensus
20154 (098] 10.52) [1.03) 11.40) (3.92) (3.82)
2016E (1.72) 11.11) (1.12} 11.01] (4.94) [4.98}
Previous (1.72) 111 1.12) 11.01) (4.94) na
2017E 1.21) 11.19) [0.72) 10.63) (3.78) (3.03)
Previous (137 1.19) (0.72} 10.83) (3.91) f'a
2018E {0_40) 10.40) [0.35) 10.30) (1.46) [2.08)
Previous {040 10.41) [0.35) 10.31) (1.47) n'a

Source: Bofa Mernll Lynch Gobal Researdh
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Price objective basis & risk

Hess Corp. (HES)

Our price abjective of 580 / share is based on a 5-year outlook which assumes a 5.5x
DACF multiple and a commaodity deck of 567.50 WT| and 570 Brent to which we add
510/ sh for Liza in offshore Guyana. The multiple is based on a finite timeline to
delivery which is supported by core MAV.

The risks to our price objective are: 1) the oil and gas price environment, (2) slowdowns
in development drilling that leave production below expectations, and (3] news flow
around HES' exploratory and appraisal drilling activities that could impact the stock.

Analyst Certification

l. Doug Legegate, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. | also
certify that no part of my compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or view expressed in this research report.

US - Large Cap Oils Coverage Cluster
BofA Merrill Lynch

Investment rating Company ticker Bloomberg symbol Analyst

BUY
Anadarko Patroleum Comp. APC APCUS Doug Leggate
Chevron Corp. HT CVx US Doug Leggate
ConocaPhillips COF COP U3 Doug Leggate
Continental Resources Inc. CLR GLR Us Doug Leggate
Devon Enengy Corp. DWN DWVH US Doug Leggate
EDG Raspurces EQG EQG US Doug Leggate
Hess Corp. HES HES US Doug Leggate
Marathan Oil Corp. MR MRO LS Doug Leggate
harathon Patraleurn Comgany MFC MPC US Doug Leggate
Occidental Petrolewn Comp. OxY OXY Us Doug Leggate
Pioneer Matural Resources PxD PxDUS Doug Leggate
Range Resources Corp RRC RRC U3 Doug Leggate
Teson Carp. T30 T US Doug Leggate
Valero Energy Corp. VLD VLO US Doug Leggate

HEUTRAL
Chesapeaks Energy Corp. CHK CHK US Doug Leggate
Delak US Hokdings, Inc. Dk CKEUS Doug Leggate
Exxonbobi Corp. YO HOM LS Doug Leggate
HallyFrontier Corp HFC HFC US Doug Leggate
Moble Enargy NBL MEL US Doug Leggate
Phillips 68 PSX PSX US Doug Leggaie

UNDERPERFORM
Apache Comp APA APA US Doug Leggate
Cabat Oil & Gas Carp. COG COG LS Doug Leggate
PBF Energy PBF PBF LS Doug Leggate
Southwastarm Enangy Comp. SWN SWH US Doug Leggate
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i@rethed * Measures Definitions

Business Perlormance Mumerator Denominator

Ratum On Capital Emglayed MOPAT = (EBIT = Intarast ncame) * (1 - Tax Rata) + Goodwill Amortization Total Assets — Current Liatslities + ST Dabt + Accumulated Goodwill
Ampriization

Retum On Equity Met Income Shareholdars’ Equity

Opesating Margin Operating Profit Salaz

Eamings Growth Expecied 5-Year CAGR From Latest Actual i

Frae Cash Flow Cash Flow From Cperations - Tolal Capex MiA

Quality of Earnings

Caszh Realization Ratio Cash Flow From Oparations Met Incorms

Asza1 Replacement Ratio Capax Depraciation

Tax Rate Tax Charge Pra-Tax Income

Mt Dabat-To- Equity Ratio Mat Dabit = Total Debt, Less Caszh & Equivalents Total Equity

Interast Cover EEIT Infarest Expanze

Valuation Toalkit

Price / Earnings Ratio Currant Share Prica Diluted Earnings Per Share (Basiz As Specified)

Price | Book Value Carrent Share Prica Shareholders’ Equity / Current Basic Shares

Dividend ¥ield Annualised Daclared Cash Dividend Current Share Price

Frae Cash Flow Yiekd Cash Flow From Cperations - Total Capax Mamet Cap. = Currant Share Price * Current Bagic Shares

Enterprise Value / Sales EY = Current Share Price * Cumant Shares + Minonty Equity + Mat Dabt = Salez

Other LT Linbilities
EY / EBITDA Entarprise Valug Basic EBIT + Depreciation + Amortization
fmethod s the set af Bofk Merill Lynch standard measures that serve to maintain global consistency under three broad headings: Business Perfarmance, Quality of Eamings. and validations. The key features of

IQmethid are: & consistently structured, detailed, and transparent methodology. Guidelines to masmize the effectiveness of the comparative valuation pracess, and to dentify same comman pitfalls

Watobe® is our real-time global research database that is sourced deectly from aur equity anakysts' eamings modek and indudes Forecasted as well as histosical data for income staternents, balance sheets, and cash
flows statements for companies covered by Baf Merrill Lynch

Hprafile ™, ggmethod ™ are service marks of Bank of America Comporaton gatch ee ' a registered service mark of Bank of America Corporation

Bank of America 5=
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Disclosures
Important Disclosures

HES Price Chart
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HES Aeiew Festicied ey Mo Coverage

B: Buy, N: Meutral, U: Undarperform, PO: Price Objective, MA: Mo kangar valid. MR- Mo Rating
The Investment Opinian System ts cantained an the end of the report under the heading ‘Fundamental Equity Opinian Key® Dark grey shading indicates the sacusity is restricted with the apinian suspended. kedium grey
chading ndicates the secunity s undes revies with the apinion withdrawn Light grey shading indicates the securty is not coverad. Chart is curent as of karch 31, 2007 o such Lter date a5 inducated

Equity Investment Rating Distribution: Energy Group (as of 31 Mar 2017}

Coverage Universe Count Parcant Inv. Banking Relationships® Count Percant
Buy 1049 4877 Buy Bd 77.06%
Hald 52 23.T4% Hokd 43 82.6%%
Sel 54 26483 Sall 34 58.629%
Equity Investment Rating Distribution: Global Group (as of 31 Mar 2017

Coverage Universe Count Percant Inv. Banking Relationships® Count Percant
Buy 1574 5.3 Buy 979 62 04%
Hald 640 22455 Holkd 434 62905
Sel BiG 2625 Sall 381 47 275

* tssuers that wese investment banking clients of Bofit Merill Lynch or one of s affikates within the past 12 months. Far purposes of this Investment Rating Distribution, the coverage unkerse ndudes only stocks. &
stock rated Mewtral is induded as a Hold. and a stock rated Underperform is induded as a Sell

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK RATINGS, indicators of potential
price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a stock’s: (i) absolute total return potential and (i)
attractiveness for investment relative to other stodks within its Coverage Cluster (defined below). There are three investment ratings: 1 - Buy stocks are expected to have a total
return of at least 10% and are the most attractive stocks in the coverage duster; 2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than
Buy rated stocks and 3 - Underperform stodks are the least attractive stocks in a coverage dluster. Analysts assign investment ratings considering, among other things, the 0-12
month total return expectation for a stock and the firm's guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be
referenced to better understand the total return expectation at any given time. The price objective reflects the analyst's view of the potential price appreciation (depreciation).

Investment rating Total retwrn expectation (within 12-month period of date of initial rating) Ratings dispersion guidelines for coverage cluster”
Buy =108 = 70%
Meitral 2 0% = 30%
Undarperiorm A z 20%

* Ratings dispersions may vary from time to time where Baft Merrill Lynch Research believes it better reflects the imvestment prospects of stocks ina Coverage Cluster

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), B - same/lower (dividend not considered to be secure) and 9 - pays
no cash dividend. Coveroge Cluster is comgrised of stocks covered by a single analyst or two or more analysts sharing a commaon industry, sector, region or other classification(s). A stock’s
coverage cluster is included in the maost recent BofA Merrill Lynch repart referencing the stack

Price charts for the securities referenced in this research report are availatle at _ or call 1-BOO-MERRILL to have therm rmailed

MLPFES or ome of its affiliates acts as a market maker for the equity securities recommended in the repart: Hess

MLFF&S ar an affiliate was a manager of a public offering of securities of this issuer within the last 13 months: Hess

The issuer is or was, within the last 12 maonths, an investment anking dient of MLPFES andfor one or more of its affiliates: Hess

MLFFES o an affiliate has received compensation fram the isswer for non-imvestrment banking services or products within the past 12 months: Hess

The issuer is ar was, within the last 12 months, a non-securities business client of MUPFES and/for ane or more of its affiliates: Hess

MLFF&S o an affiliate has received compensation for imvestment banking services from this issuer within the past 12 months: Hess

MLPFES or an affiliate expects to receive or intends to seek compensation for imvestment banking services from this issuer or an affiliate of the issuer within the next three months: Hess
MLEF&S together with its affiliates beneficially cwms one percent ar mare of the common stack of this issuer. IF this report was issued on or after the 9th day of the manth, it reflects the
ownership position on the last day of the previous month. Reports issued before the 9th day of a month reflect the ownership position 2t the end of the second menth preceding the date of
the report: Hass

MLPFES or ome of its affiliates is willing to sell ta, ar buy from, dients the common equity of the issuer on a principal basis: Hess

The issuer is ar was, within the last 12 manths, 3 securnities business dient [non-investrment banking) of MLPFES and/or ane or more of its affiliates: Hess

Bofa, Mearrill Lynch Research Personnel (including the analyst)s) responsible for this report) receive cornpensation based upon, among other factors, the oeerall profitability of Bank of America
Corporation, including prafits derived from investrment banking. The andystis) respansible for this report may alsa receive compensation based upon, among other factors, the overall
profitability of the Bank's sales and trading businesses relating to the class of securities or financial imstrurments for which such analyst is responsible

; Bankof America %~
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Other Important Disclosures

From time to time research analysts conduct site visits of coverad isswers. BofA Merrill Lynch palicies prohibit research analysts from accepting payment or reimbursement for travel exgenses
from the sswer for such visits

Prices are indicative and for infonmation purposes anly. Except as otherwise stated in the report, for the purpose of any recommendation in relation te i) an eguity security, the price
referanced is the pulblicy traded price of the security as of close of business on the day prior to the date of the report or, if the report is published during intraday trading, the price referenced is
indicative aof the traded price as of the date and time of the repart; or (i) a debt secority (including equity preferred and CO%), prices are indicative as of the date and time of the report. and are
from various sources including Bank of America Merrill Lyrch trading desks.

The date and time of comgpletion of the producticn of any recommendation in this report shall be the date and time of dissemination of this repart as recorded in the report timestamp

(Hficers of MLPF&S or ane or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related imeestments

Bof& Merrill Lynch Global Research palicies relating to conflicts of interest are described at

“Bofa Merrill Lynch® includes Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S") and its affiliates. Investors should contact their BofA Merrill Lynch representative or
Merrill Lynch Global Wealth Management financial advisor if they have questions concerning this report. *BofA Merrill Lyneh® and "Merrill Lyneh® are each global brands for Bofd
herrill Lynch Global Research.

Infarmation relating to Mon-US affiliates of BofA& Merrill Lynch and Distribution of Affiliate Research Reports-

MLPFES distributes, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name, regulstor): Merrill Lynch (South Africal: Merrill Lynch
South Africa {Pry) Lid, regulated by The Financial Service Board; ML {UK): BMerrill Lynch International, regulated by the Financial Conduct Autharity (FCA) and the Predential Regulation Authority
(PR, Merrill Lynch {Aastralial: Merrill Lynch Equities (Australia) Limited, regulated by the Aostralian Secarities and Investments Commission; Merrill Lynch (Hong Kong): Merrill Lynch (Asia
Pacific) Limited, regulated by the Hong Kong Securities and Futwres Cammission (HKSFC); Merrill Lynch {Singapore): Merrill Lynch (Singapere) Pe Lid, regulated by the Monetary Suthority of
Singapare (kAS), Merrill Lynch (Canada): Merrill Lynch Canada Inc, regulated by the Investment Industry Regulatory Organization of Canada; Merrill Lynch (Mexico): Merrill Lynch kexico, 54 de
(W, Casa de Boka, repulated by the Comisidn Nacional Bancaria v de Valores; kerrill Lynch [Argentina): Merrill Lynch Argenting 54 regulated by Comisidn Macional de Valores, Mearrill Lymch
{Japan): Merrill Lynch Japan Securities Co, Ltd., regulated by the Financial Services Agency; Merrill Lynch (Secad): Merrill Lynch International Incomporated |Seoul Branch) regulated by the
Financial Supervisary Sarvice; Merrill Lynch {Taiwvan): kerrill Lynch Securities (Taiwan] Ltd., regulated by the Securities and Futwres Bureau; DSP Merrill Lynch {Indial- DSP kerrill Lynch Limited,
regulated by the Securities and Exchange Board of India; Merill Lynch (Indonesia): FT Merrill Lynch Sekuritas Indonesia, regulated by Otoritas Jasa Keuangan (OJK); Merrill Lynch flsrasl): Berrill
Lynch lsrael Limited, regulated by lsrael Securities Authority; berrill Lynch [Russia): OO0 Merrill Lynch Securities, Mascow, regulated by the Central Bank of the Russian Federation; Merrill Lynch
(DIFC): berrill Lynch Internaticnal (DIFC Branch), regulated by the Dubai Finencial Services Authority (DFSA); Merrill Lynich {Spaink: Merrill Lynch Capital Markets Espana, S A5V, regulated by
Comisidn Macianal del Mercada De Valores; Merrill Lynch (Brazil): Bank of America Merrill Lynch Banco Multiplo S A, regulated by Comiss3e de Yalores Mobiliarias; Merrill Lynch K58 Company,
Merrill Lynch Kingdom of Sauwdi Arabia Company, regulated by the Capital Market Autharity.

This research report: has been apgroved for publication and is distributed in the United Kingdorn (LK) to professional clients and eligibhe counterparties (as each is defined in the rules of the
FCA and the PRA) by ML (UK) and Bank of America Merrill Lynch International Limited, which are authorized by the PRA and regudated by the FCA and the PRA, and is distributed in the UK 1o
retail dlients (as defined in the ndes of the FOA and the PRA) by Merrill Lynch Intemational Bank Limited, Landan Branch, which is authorized by the Central Bank of Irelznd and subject ta
lirnited regulation by the FCA and PR& - details about the extent of our regulation by the FCA and PRA are availsble from us on reguest; has been considered and distritarted in Jagan by Merril
Lynch (Japan], a registerad securities dealer under the Financial Instruments and Exchange Act in Japan; is issued and distributed in Hong Kong by Merrill Lynch (Hong Kong) which is regulated
by HESFC iresearch reports containing amy information in relation to, or advice on, futwnes contracts are not intended for issuance or distritastion in Hong Kong and are not directed to, or
intznded for issuance or distribution te, ar wse by, amy person in Hong Kongl is issued and distributed in Taiwan by Merrill Lynch {Tanwan); is isswed and distributed in India by DSF Merrill Lynch
(Indial; and is isswed and distributed in Singagsorne toinstitutional investars and’or accredited imvestors (gach as defined under the Financial Advisers Regulations) by Merrill Lynch International
Bank Limited (Merchant Bank] (MUBLME) and kerrill Lynch {Singapore| (Company Registration Mos FOB872E and 1986028830 respectively). MLUBLIMB and herrill Lynch [Singapore| are
regulated by A4S Bank of america [, Awstralian Branch (ARBM 054 874 531), AFS License 412901 (BANA Australia) and Merrill Lynch Equities [Australia) Limited [ABM 65 006 276 795), AFS
License 235132 (MLEA) distribute this regart in Australia only to 'Wholesale' clients as defined by s 7610 of the Corporations Act 2001 With the exception of BANA Australia, neither MLEA nor
ary of its affiliates invalved in preparing this research repart is an Authorised Deposit-Taking Institution under the Banking &ct 1959 nor regulated by the Australian Prudential Regwlation
Autharity. Mo approval is required for publication or distribution of this report in Brazil and its lacal distribation is by Merrill Lynch (Brazil} in accordance with applicable regulations. kerrill Lynch
(DIFC) i= autharized and regulated by the DFSA. Research reports prepared and isswed by Merrill Lynich {DIFC) are done so in accondance with the requirements of the DFSA conduct of business
rules. Bank of America Merrill Lynch International Limited, Frankfurt Branch (BARLI Frankfurt) distributes this regart in Germany and is regulated by BaFin.

This research report has been prepared and issued by MLPFAS and/or one or more of its nan-Us affiliates. MLPFAS is the distributor of this research repart in the US and accepts full
responsibility for research reports of its non-US affiliates distributed to MLEFES dients in the US. Any US persan receiving this research repart and wishing to effect any transaction in any
security discussed in the report showlkd do =o through MLPFES and not such foreign affiliates. Hong Kong recipients of this research report should contact Merrill Lynch (Asia Pacific) Limited in
respect of any matters relating to dealing in securities (and not futures contracts) or provision of specific advice on securities (and nat futures contracts). Singapore recipients of this reseandh
repart should contact Merrill Lynch Intemational Bank Limited (kerchant Bank) andior Mernill Lynch (Singapore) Pte Ltd in respect of any matters anising from, or in connection with, this
research report.

General Investment Related Disclosures:

Taiwan Readers: Meither the information nor any oginion expressed harein constitutes an offer or a salicitation of an offer to transact in any securities or other financial instrument. Mo part of
thiz repart may be used or reproduced or guated in any manner whatsoever in Taiwan by the press or any other person without the express written consent of BofA kMerrill Lynch

This research report provides general information enly. Meither the information nor any epinion expressed constitutes an offer or an invitation to make an offer, ta buy or sell any securities or
other financial instrument or any derivative related to such seowrities or instrurments (e g, options, futwres, warrants, and contracts for differences). This report is not intended to provide
personal investment advice and it does not take inte account the specific imestment objectives, financial situation and the particular needs of any specific person. Investors should sszek
financial advice regarding the appropriateness of imvesting in financial instrurnents and implementing investment strategies discussed or recommended in this report and should understand
that statements regarding future prospects may not be redlized Any decision to purchase or subscribe for securities in any offering must be based salely on existing public information an such
security or the infarrmation in the prospectus or other offering docurment isswed in connection with such offering, and not on this report

Securities and other financial instrurments discwssed in this report, or recarmnmended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or ather abligations of any insuwred depository institution (including, Bank of FL"'IEI'II’_E..: Irvestments in general and, derivatives, in particular, imvolee numenoes risks, imcueding,
armang others, market risk, counterparty default risk and liquidity risk. Mo security, financial instrument or derivative is suitable for all investors. In same cases, securities and other financial
instruments may be difficult tovalue or sell and reliable information about the value or risks related to the secwrity o financial instrument may be difficolt to ostain. Investors should note that
incarme from such securities and ather financial instrements, if any, may fluctuate and that price ar value of such securities and instruments may rise or fall and, in some cases, investors may
lose their entire principal imvestment. Past performance is not necessarily a guide to futwre performance. Levels and basis for taxation may change

This report may contain a short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the issuer ar the market that is anticipated ta have a
short-termn price impact an the equity securities of the issuer. Short-term trading ideas and recormmendations are different from and do not affect a stock’s fundamental equity rating, which
reflects both abonger term total return expectation and attractiveness for imvestment relative o other stocks within its Coverage Custer. Shart-term trading ideas and recormmendations may
be maone or less positive than a stock’s fundamental equity rating

Bafs Merrill Lynch is aware that the implementation of the ideas expressad in this report may depend wpan an imvestor's ability ta “short” securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting “shartselling” in rmamy jurisdictions. nvestors are urged Lo seek advice regarding the applicability of such regulations prior to
execuling any short idea contained in this report.

Faraign curmency rates of exchange may adversely affect the value, price or incorme of any =s2curity or financial instrement mentioned in this report. Investors in such secorities and instruments,
including A0Rs, effectivaly asswme curency risk

LUK Readers: The protections provided by the UK. regulatony regime, incheding the Financial Services Scheme, do not apedy in general ta business coordinated by BofA Merrill Lynch entities
located outside of the United Kingdom. Bof& Merrill Lynch Global Research palicies relating to conflicts of interest are described at
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MLPFES ar ane af its affiliates is a regular isswer of traded financial instruments linked Lo securnities that may have been recammended in this report. MLPFAS ar ane af its afiliates may, at any
timne, hold a trading position (long or short) in the securities and financial instruments discussed in this report.

Bafs, Merrill Lynch, through business units other than BalA Mermill Lynch Glabal Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent
with, and reach different conclusions from, the infarmation presented in this repart. Swch ideas or recommendations reflect the different time frames, assumptions, views and anabytical
miethods of the persons who pregared them, and Bafa Merrill Lynch is under na obligation to ensure that such ether trading ideas or recommendations are braught 1o the attention of amy
recipient af this report.

I the avent that the recipient receved this report pursusant to a contract between the recipient and MUPFES for the provision of ressanch services for 2 separate fee, and in connection
therewith MLPFE&S may be deemed to be scting as an investment adviser, such status relates, if at all, solely to the person with whom MLPFAS has contracted directhy and does nat extend
beyond the delivery of this repart (unless otherwise agreed specifically inwriting by MLPFRS). MLPFAS is and continues to act salely as a broker-deaaler in connection with the execution of any
tramsactions, including transactions in amy securities mentioned in this report

Capyright and General Infarmation regarding Research Reports:

Copyright 2017 Bank of America Corporation. Al rights reserved. i0method, iQmethod 2.0, idprofile, iQtoolkit, iQworks are service marks of Bank of America Corparation. iCanalytics®,
iQemstom®, i0database® are registered service marks of Bank of America Carparation. This research report is prepared for the wse of BolA Merrill Lynch clients and may not be redistribated,
retransmitted or disclosed, inwhole or in part, or in any farm or mannern, without the express written consent of Bofs Merrill Lynd BofA Merrill Lynch Global Research reports are distritasted
sirmultanesasshy ta internal and client websites and ather portals by BofA Merrill Lyrich and are not publichy-available materials. Any wnautherized use or dischosune is prohibited. Receipt and
review of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or infermation contained in this report
(including ary investment recemmendations, estimates or price targets) without first abtaining exprassed permission fram an authorized officer of BofA Merrill Lyrich

Materials pregared by Boff kMermill Lynch Global Research personnel are based an putdic information. Facts and views presented in this material have not been reviewed by, and may not reflect
infermation knewn Lo, professionals in other business sreas of Bof& Merrill Lynch, incheding investrment banking personnel. Bafs Merrill Lynch has established information barriers between
Bafa, Merrill Lynch Globial Research and certain busimess groups. As a result, Bafa Merrill Lynch does not disclose certain dient relaticnships with, or compensation recenved from, such issuers in
research reports. To the extent this report discusses any legal proceeding or issues, it has naot been prepared as nar is it intended to express any legal conclusion, apinion or advice. Investors
should consult their own legal advisers as to isswes of law relating to the subgect matter of this report. Bofa Merrill Lynch Giobal Research personnel’s knowledge of legal praceedings in which
ary BofA kerrill Lynch entity and/or its directors, officers and employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or imvobing issuers manticned in this repart is based
on public imformation. Facts and views presented in this material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect imformation known ta,
professionals in other business areas of BafA Mernll Lynch in connection with the legal proceedings or matters relevant to such proceedings

This report has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any isswer of any
securities. None of MUPFES, ary of its affiliztes or their ressanch analysts has any autharity whatseever to make any representation or warranty en behall of the issuer(s). Baf& Merrill Lynch
(hatal Research policy prohibits research personnel from disdiosing a recommendation, investment rating, or imestment thesis for review by an issuer prios to the publication of a research
report containing such rating, recommendation or imvestment thesis

Ary infarmation relating to the tax status of financial instruments discussed hergin is not imtended to provide tax advice or to be used by anyone to provide tax advice. Investars are wrged to
seek Lax advice based on their particular circumstances from an independent tax prafessiona

The information herein (other than disclosure information relating to Bof Merrill Lynch and its affiliates) was cbtained from various sources and we do not guarantes its sccuracy. This report
gy contain links to third-party websites, Baf Merrnll Lynch is net responsible for the content of amy third-party website or any linked content cantained in a third-party website, Content
contained on such third-party websites is not part of this repart and is not incorparated by reference into this repart. The inchesion of a link in this report does nat imphy any endorssment by or
anty affiliation with BofA Merrill Lynch. Access ta amy third-party weabsite is at your own risk, and you should ahways review the terms and privacy pelicies at third-party websites befons
subrmitting any persoral information to them BofA Merrill Lynch i not responsible for such terms and privacy policies and expressly disclaimes any liability for thern.

Subject ta the guiet period applicable under lawes of the various jurisdictions in which we distribute research reports and other legal and BafA Merrill Lynch palicy-related restrictions on the
publication of research reports, fundamental equity reports are produced an a regular basis as necessary to keep the imvestment recommendation current

Certain oulstanding reparts may contain discussions and'or investment oginions relating to securities, fimancial instremeants and/or ssweers that are no longer curment. Always refer to the mast
recent ressarch report relatimg to an isswer prior to making an imestment decisian.

I sermie cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any imvestment opinian relating to swsch issuer (or
its sacurity andror financial mstruments) te be suspended or withdrawn and should not rely on the anatyses and investment opinionds) pertaining to such issuer (or its securities and/or
financial instrurments| nar shoubkd the analyses or apinionis) be considerad a selicitation af army kind. Sales persens and financial advisars affiliated with MUPFES or any of its affiliates may not
solicit purchases af securities or fingncial instruments that are Restricted or Under Review and may only solicit securities under Extended Review im accordance with firm palicies.

Meither BalA Merrill Lynch nar any officer ar employee of BofA Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising fram any use of
this report or its contents.
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