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HY E&P Sector: Sifting through the
carnage

Oil price collapse - how did we get here?

Looking back, oil fundamentals at the recent peak in the JunefJuly 20714
timeframe were seemingly decent. Despite some volatility, discussions with
E&F management teams were bullish in the face of increasing service costs,
and capex budgets looked to be rising as higher than anticipated oil prices
drove greater than expected cash flow. On the geopolitical side, we had rising
tensions in the Middle East posing a headwind for OFEC supply (driver of a
majority of future OPEC supply growth). Further, M&A chatter was relatively
strong after the Whiting (WLLYKodiak (KOG) acquisition announcement. In
summary, there were few reasons the market had to be concerned about the
sector. Fast forward six months and the world has changed, leaving investors
to ask the guestion, “how did we get here?”

Looking through the wreckage now, it does seem that there were missed signs
that when taken to together pretty clearly mark how we reached our current oil
destination (WTI trading at less than $50). From 2002 to 2012, global demand
growth averaged over 1.1 million bfd while non-OPEC supply growth averaged
only 560 Kb/d; this excess demand supported a generally increasing oil price.
That trend reversed itself starting in 2013 as average global demand fell below
1.0mmb/d at the same time non-OFEC supply growth accelerated to an
average of 1.6 million b/d. Specifically and more dramatically in 2014, the
difference between incremental annual world demand growth and non-OREC
supply growth gapped out to an oversupply of 1.2 million bid - a differential
not witnessed in decades (Figure 1). This was the backdrop as OPEC met on
Movember 27th and decided to maintain its ceiling production level of 30.0
million b/d.

Figure 1: Waorld Qil Demand and MNon-Opex Supply Growth
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Looking at the individual pieces of this story, the current outcome now seems
like a reasonable one. Anecdotally, Morth American E&Ps had seen a relatively
steady pattern of hitting production guidance if not beating - and raising -
through the QF 14 earnings season and eventually the Q3 reporting season.
This came despite some tough weather to start off the yvear. Looking at the

Deutsche Bank Securities Inc.

Page 3

EFTA01097657



13 January 2015
HY Corporate Cradit
Energy

demand side of the equation, there was & key difference in expected demand
momentumn as we moved through 2014 versus 2013 (Figure 2). While in 2013
there was a relatively slow but largely steady improvement in expected
demand through the year, 2014 started strong but saw a marked deterioration
in expected demand that started in August but declined precipitously as we
moved through year-end. These two factors left a bit of a perfect storm for oil
in and around the time of the OPEC meeting. While analysts were somewhat
split on the expected specific outcome, a majority expected an OPEC
production cut of some sort to help stem oil oversupply (9 out of 13 strest
analysts polled by Reuters). All of this led to a dramatic move in oill when
OPEC decided to maintain the current 30.0 million b/d ceiling production
without even a minor cut, which was seemingly the market's last chance to
stabilize oil prices. Worse, all of this played out against an actual OPEC
average production level 30.2 million b/d YTD through Movember 2014; the
whisper production for December is 30.7 million bfd - and that includes lower
Libyan production.

Figure 2: Global Demand Growth Expectations Over Time
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Oil looking forward - Are we there yet?

The simple answer is no. Despite the significant amount of pain inflicted
already, unfortunately, we believe there is likely more to come in 2015,
Excluding the 2008/2009 (which was even more extreme), the average sell-off
in an oil bear market reached its nadir with an average decline of 50% from the
peak over a 15-month period (Figure 3). Currently, we have observed ~60%
decline in oil prices from the peak; however, we are only 7 months into this
episode. Interestingly, of the four episcdes shown, the one where oil reached
its low point in the shortest amount of time was in 1986 - the historical data
point that sets up the most like current scenario; in that case, OPEC too played
a significant role in the 1986 oil bear market. However, at that time, it was
other OPEC producers that were squeezing out marginal Saudi Arabian barrels.
This time the US is playing the role of SaudifOPEC spoiler by growing its
unconventional production base and squeezing out OPEC barrels. In any case,
despite a significant decline in oil prices so far, we don't see any expected
changes to the major drivers of oil price in the near term.

Page 4
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Figure 3: Prior Bear Markets in Industrial Commodities

Commodity Start Emd Cruration, mo Dravedown, %
il 11/22/1985 07251286 | -GG
il 101181992 12171293 14 -37
il 01101997 12111398 23 -G8
il 112472000 01182002 14 -48
Mat Gas 10/24/1997 08/28/1393 10 52
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Iron Ore 12106/2013 0112015 13 -48
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While recent oil downturns have had a relatively quick “V" shaped recovery,
we do not believe that this will be the case this time. \We believe recent more
episodes (97/98, 08/09) were reflective of more general market improvements
and a return to functioning capital markets (post the Russian default and post
the financial crisis, respectively). These owverall market recovenes, while
important to oil, particularly the demand side, were somewhat outside direct,
physical oil markets. Where this bear oil market is concerned, we don't see a
quick macro event outside of physical oil markets as the panacea or quick fix.

Rather, we are looking for a more “U" or "L" shaped recovery for cil. In 1986,
again, oil priced quickly raced to the bottom over an 8-month period, but then,
excluding the first lrag war, took about 14 years to recover. To be clear, we
are not making that extended recovery call here because we do believe that
there were anomalies to the 1986 case. One anomaly being the 1986 Tax
Reform Act and its net effect on overall US GDP, which according to the World
Trade Organization, would normally have seen a greater positive effect from
lowwer oil.

However, ewven looking at the more “normalized” oil recoveries listed
jexcluding 1986 and 2009), it took oil anywhere from 11 to 26 months to return
to its previous peak, leading to an average 17-month oil “recovery” time.
Importantly, we acknowledge that markets are forward looking, and therefore
believe that & change in sentiment itself could likely precede the actual
improvement in cil, and also energy-related securities. We focus here on those
data points that could improve the market mentality around oil. Note: we
discuss the expected recovery cycle for high yield energy bonds specifically
later in this outlook.
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Figure 4: il Supply-Demand Forecast
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Looking at this simplified supply and demand outlock for oil sums up our
thoughts on a longer term recovery. Given no expectation for a call on OPEC
in 2015, we believe oil prices will persist at lower levels through 2015,
especially in TH 15 as the market is currently 1.4 million b/d oversupplied. The
basic levers that could improve the supply and demand dynamics in the next
year are the following in our minds: (i) better than expected economic growth
(ie dermand), (i) more wvolatile seasonal weather patterns, (i) faster than
expected Mon-OPEC production declines, (iv) a sooner-than-scheduled OPEC
meeting {June currently), {iv] & sconer than scheduled OPEC meeting (June
currently), or (vl unexpected geopolitically-related production declines.

|F gure 5 GOP Forecast & Revision (% yoy)
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2014F 2015F 2016F 2074F 2015F 2016F
G7 1.8 25 24 -01 0.0 0.0
us 24 35 31 o1 01 -0.1
Japan 0.5 1.4 1.6 -0.6 01 0.2
Euro area 0.8 1.0 1.3 0.0 -0 -0
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India 5.5 6.5 6.5 0.0 0.0 0.0
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First, we look at the demand side. Loocking at what our economics team is
expecting for 2015, it is clear that despite the drop in oil prices (and its positive
follow-on effects for certain economies), expected global growth trends have
seen a notable decline over the last quarter of 2014, This is evidenced by the
deceleration of expected growth reflected in our estimates, especially in Asia.
The main drivers of the downgrades are driven “entirely by markdowns to
emerging market growth prospects, which were reduced by more than 1/2
percentage points over the next two years. These downgrades were broad-
based across regions, with three of the BRICs, Russia, China, and Brazil (in that
order) recording the largest and most important downward revisions. Most
important is the downward revision to China, where we now see increased
negative spillover from past overinvestment in property and the government
focused on a more sustainable 7% rate of growth. Global growth is expected
to bottom at a relatively subdued rate of 3.2% in 2014 and rise slowly over the
next two years.” We see little possible upside here, and in fact, believe there
could be further downside to global demand.

Mext, we look at the seasonality of oil and the possibility for more volatile
seasonal weather patterns. Historical and expected oil demand seasonality is
reflected in Figure 6 on the left. In the chart on the right, we overlay DB's
quarterly demand/non-0PEC supply projections holding OPEC production flat
at the October 2014 level (30.6 million bid). Looking at Figure 7, one can see
that the magnitude of the expected level of oversupply (1.5 million b/d in 1H
15) is well above historical averages. While many would look to Libya as the
inevitable OPEC producer most likely to decrease production given recent
unrest, even assuming no production from Libya, DB estimated excess oil
supply in TH 15 would still be 0.7 million bfd. This would leave the market
needing a significant and unlikely change in weather to absorb excess supply
in 1H 15. For example, last year a colder-than-normal winter increased
seasonal demand by ~250-300K b/d. On the margin, we see the seasonal
demand effects of cil as well as marginal economics (discussed below) as a
key reason for sub-550/bbl oil at least through TH 15.

Figure 6:1H Global Crude Demand Typically 1 Million bfd |F|gu|‘u 7:2015 Will Reguire Market to Absorb =MNorma

less than FY |Sca£-:|nal Excess
2,000 2,000
1500 1500
1002
1000 4 Seasonality typically means
that 1H derand is ~Lmby/d #0h
$00 | below the FY avg. J. 8
&
P i . 508
1,008
B
<1500
1,009 - 2000
-1.500 -2500 -
al az ] o al
2011 = 201z = 2013 = itan G = amz

Sent IE4, DF Eoovramnies | S 154, DF Ecormmtics

A
A

s

If wie assume MO reduction in OPEC
supply ¥s 4014 pressue to absorb
peaks in 2015 with larger than
narmal 1H stock build required

= 2013

counter seasonal move in
stocks/other in 2H14 to

absorb over-supply
-~ -

E‘-’/ \11
a3 G4
=Z014 2015

Moving onto supply, we look at Non-OPEC production.  For purposes of this
discussion, we are talking largely about US production growth as markets (and
QPEC) are now looking towards the US for a supply response (i.e. significant
reduction in annual oil growth). However, we do not think that supply
response will be one readily observed in 2015 largely due to (i) a significant
inventory of drilled but uncompleted wells (up to 6§ months of inventory per
producer), (i) a relatively high level of hedging in 2015 (less so in 2016), {iii) the
ability to high grade to the most economic plays, (iv) recently achieved drilling

Deutsche Bank Securities Inc.
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efficiency, and (v) decreasing non-productive capital spending (test wells,
seismic, infrastructure, etc).

As we consider 2016, our equity counterparts have looked at the issue of US
growth and asked the guestion: "What would we need to see from the
industry to normalize production growth from 2016 forward at a level more
consistent with demand expectations? (i.e. reduce US Yo supply growth to
H00-600 Mbid).” They estimate “that at minimum, the industry would need to
drop ~160+ horizontal rigs from the “Big Three” plays (Bakken, Permian, Eagle
Ford) - or ~25% of the near 700 rigs currently operating in these plays. The
implications for the overall oil rig count (~1,600) is much more severe, as
vertical rigs and marginal plays would likely fall off first, implying a total ng cut
of B00+." |If this scenario plays out as expected, it suggests that US Yo¥
supply growth would be reduced from 0.90-1.0 million boepd now to about
H00-600K. boepd, or a reduction of 300-400K boepd. We believe markets
would view this move as significant.

Looking at Figure 8, the good news is that we have seen some sclid progress
towards decreasing horizontal rigs by that ~160 figure. Since the OPEC
meeting in late Movember, horizontal rig count in the Big Three plays has
decreased by 40 rigs or about 25% of the DB required cut - and the biggest
step down came in this past week. In that same span, total US rig count has
decreased by 167 rigs or about 33% of the DB required cut - again, with the
best step down coming this past week. Mot surprisingly, the necessary decline
in less efficient rigs (both vertical rigs and rigs in marginal plays) is happening
faster than for the core three plays, where rigs are most efficient.

.F gure 8: US Drlling Rig Score Card Since Movember OFPEC Meeting

Total Rigs Across All Basing Directional Horizontal Vertica Total
Rigs working as of OPEC Meeting 184 1,31 382 1917
1205/2014 WoW change 4 3} 2 3
12A12/2014 WowW change (2} (1} 24) 127
12A19/2014 WoW change (1} (11} 16} |18)
12/26/2014 WoW change (14} (6} (15} |36)
1/2/2016 WoW change 16} (14} 14} |29)
14842016 WoW change (14} 135} 12} |E1)
Rigs working as Weak 1/8 161 1,301 288 1,780
Total Rig Decline since OPEC Mesting (11/27) 133} {70} 184y (167
Total Rig Decling since Ralative Oil Peak (&/20) {67} 51 92 (108
Haorizinal Rig Decline in the Big 3 Plays Eagle Ford Permiam Bakken  Total
Rigs working as of OPEC Meeting 07 363 189 758
12082014 WoW change 13} 4 [3) (2}
1212/2014 WoW change (2} 7 1) 110
121192014 WoW change 2 4 7 R
12/26/2014 WowW change (2} 3 (2} (1)
1/2/2015 WoW change 15} 1] 0 [}
1/2/2015 WoW change 13} (10} 18} 121
Rigs working as Week 1/9 184 357 168 T8
Big 3 Rig Decline since OPEC Meaeting (11427) 13} (&} 121} |40y
Big 3 Rig Decline since Relative Oil Peak (8/20) 10 134} 7 [17)

Sonent Baker Huines
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Beyond these initially positive data points on lower rig count, there are upside
supply risks in the form of high grading and drilling innovation. The natural
gas playbook has shown us that producers across the board have proven to be
innovative during price dislocations like the one we are currently experiencing.
Over the past several years, the path of continued drilling improvement has
been the norm for producers.  While some plays are further aloeng the
innovation road (Bakken, Eagle Ford) than others, we believe the current
environment will only incentivize producers to push for further process
improvements; we should continue to see more production with less capital.
That said, as producers narrow their focus and look to high grade to only the
top plays (Permian), other relatively less attractive plays like the Bakken and
Eagle Ford will see drilling dollars move out. One can see this above where
Permian horizontal rig count has gone down by just 8 rigs since the OPEC
meeting, and Bakken and Eagle Ford horizontal rig count has declined by 21
and 13 rigs, respectively. The offset to the high grading and efficiency points
would be an inability to regain momentum. Producers have also done an
excellent job maintaining momentum over the past several years by securing
low cost capital, protecting cash flows with hedges and innowvating
operationally; prolonged, depressed oil prices will eliminate two of those levers
for a time, limiting how and where E&Ps can allocate spending dollars most
efficiently to generate an acceptable return.

Mowving on to OPEC, when looking at the recent non-action with our energy hat
on, it clearly shows OPEC, and really Saudi Arabia’s, intention to maintain
market share in the long term. It plainly had two decisions - either let higher
cost, Non-OPEC oil growth continue to encroach and likely accelerate over
time, or take a stand to undermine Mon-OPEC supply now before it became a
bigger threat. The OPEC decision does indeed make sense on a stand-alone
basis, but there are a couple other “ancillary” benefits to OPEC/Saudi Arabia
including inflicting pain directly on both Iran and Russia through lower export
revenues. Pressuring Russia further benefits Saudi Arabia as Russia will be a
weaker supporter of lran, its most significant rival in the region. Given that
Saudi Arabia has about twice the level of government assets Russia does {on
an annual basis: government assets divided by budget deficit), it can afford to
withstand a low-price oil environment for longer to protect its long-term
market share.

Figure %: US Onshore Oil Breakeven Economics

451
L1 u SHLEEY 5-570

- ]
z WSILETS  RETSEM mEES -
3 asm
g .
ISR WESOSE W
: . -
i | _—
5 1m
i |
3 —
= |
3
1050 —
" .
.
Flal] g Figh Fob ] FiL] furid

Sonear Moo Mickanzag. OF Squaly Sesaacch

Wood Mackenzie has done analysis to show the medium to long term
breakeven economics of US unconventional crude supply (above). [t clearly
shows that a majority of US unconventional plays break even in the $65-70/bbl
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area. It is important to keep those levels in mind when considering OPEC's
next move. |n order to inflict maximum damage to base US production, oil
prices need to stay below long term breakewven levels for a sustained period of
time. On the flip side, US E&Ps will do what they can in the short term to side-
step a permanent momentum shift in their core plays. As we have seen, oil
prices are slowly converging on this short-term, US unconventional “marginal”
cost ($15-30/bbl range, discussed later). Taking all this together, we do think
OPEC is prepared to maintain current supply at this level to maintain share in
the long term. If it stopped short of its intended goal of slowing US supply,
why embark on this path in the first place?

Lastly we consider the possibility geopolitically-related and other production
decreases or increases. Libyva comes to mind first as recent unrest shutdown
its El Sharara field, which was producing 270K b/d. This decreased November
production down to 638K b/d from its previous peak of 883K b/d. As lower oil
prices continue to pressure Venezuela and its stability, that will be another
country to watch. Rounding out the areas of interest are West African
deepwater projects and Russian Arctic projects - both of which are on the
high-end of the breakeven cost spectrum. Beyond these specific areas to
watch, we would point out Men-OPEC related growth does tend to
underwhelm, and it would need to outperform on a larger scale in 2015 to
offer any meaningful upside surprise large enough to affect oil prices. The last
wild card we would point out here is China and its Strategic Petroleum Reserve
(SPR). China's SPR purchases averaged ~500K b/d for most of 2014, Now,
Chinese SPR-related imports are thought to have peaked in December as the
country took advantage of depressed oil prices with upwards of 700K b/d in
estimated purchases. Despite brisk Chinese demand last month, most expect
this specific demand level to moderate moving forward as the country is
apparently close to filling existing reserve capacity.

The combination of all of the previous five factors, seasonality in particular, is
clearly reflected in investors current thinking on oil prices. DB recently
surveyed equity investors with a majority of those surveyed (70%) of the belief
that oil will bottom by the end of TH 15 In particular, that same set of
investors overwhelmingly believes that Morth American crude supply is the
biggest driver of oil prices (50% ranked it the top factor). We would tend to
agree more with the second cbservation and believe that the signs of slowing
Morth American production are key to the recovery in oil prices after 1H 15
seasonality plays through; we believe improving oil price will require some
positive oil supply data peoints (e.g. inventory draws coming in 2H 15,
continued progress on decreasing horizontal rigs in the Big Three oil plays) to
give that psychological boost needed to change oil market momentum, even if
those positive data points don't immediately translate to lower observed
supply growth. In the near term (1H 15), we would expect to see sub-350 il
persist as the market continues to be oversupplied by1.4 million b/d. Also, to
put current trading levels into perspective, WTI prices would need to fall to $45
to surpass the 58% collapse in the oil price during the Jan 97/Dec 98 episode;
it seems appropriate to compare recent price action to that episode since
during the first half of this year global oil supply will be growing in excess of
global oil demand by its largest margin since 1998, Specifically, we think this
97/98 case also speaks to the possibility of 2015 being a lost year, and thus,

investors focus on 2016 as the next meaningful point in time for price recovery.

Given we are approaching what could be the lows in oil, where we with HY
E&F in the credit cycle now?

While we have seen many episodes where oil prices have declined over b0%,
none of those were prolonged enough to coincide with a restructuring of the
entire E&P sector during a time when we had a fully developed and
functioning HY market. For example, the 1986 episode did illustrate a
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prolonged bear market in oil, but there is no reliable data for that period. What
this table and particular analysis shows us is that we are at and beyond the
average decline for an oil cycle, which is a 50% decline. That said, while
finding the bottom for oil is important, the recovery story is equally important.

Figure 10: Cumulative cyclical peak default rates in HY and IRRs on energy bonds from current levels

Year 1 Wear 2 Year 3 To: Year 1 Year 2 Year 3
Cyclical Peak Curnulative Default Rates Coupon Prica Surviving Par
BEB 0.5 11 18 55 10e.0 BBBE 100 100 99 99
B 17 6.6 10.1 B0 958  BA 100 a0 a6 a4
B 57 182 251 14 419 B 100 57 91 a7
coc 199 423 516 B4 59.2  CCC 100 94 BB a3
All HY 57 16.7 219 6.8 855 HY 100 a7 91 a8
Single-Bs/CCCs x4
Coupon
BBE 55 55 5.4
BB 5.9 5.8 57
B 13 6.9 (1]
cec 81 1.6 71
HY 6.7 6.4 &1
Percent Downgraded
BBE 20 10 5
BB 5 13 -1
B - - —
cee -
Dollar Prices, Adjusted for Downgrades
BBE 106 102 101 100
BB 96 g9 &7 aa
B a2 B2 B2 a2
ceg 59 59 58 59
HY 13 B2 g1 a1
market Value (Credit Loss + Coupon + Downgrades) IRR
BBE 106 w7 106 105 -1.2
BB 96 a4 40 ar 8.4
B 82 &7 g1 78 -1.B
cre 59 EBd 50 T 4.7
HY a6 B7 B2 79 -3
Souroe: Deteche e Crockt Stratagy
While we don't have a specific example of an energy sector restructuring, our
counterparts in credit strategy have done work on cumulative cycle peak
default rates in the owverall HY sector. In Figure 10, they show average
cumulative default rates in HY owver the last three credit cycles (measured in
1989-1991, 2000-2002, and 2008-2010 by Moody's issuer-weighted rates).
According to this data, we are looking at an average cumulative default rate of
22.9% for the whole HY spectrum and 51.6% for CCCs only. Looking at the
bottom section, titled Market Value, $59 invested in an average CCC energy
bond today should return $56 at the end of year 3 yielding a -4.7% IRR.
Percent changes on the right are calculated between these two values, non-
annualized. So how do we interpret these numbers? The good news here is
that using a relatively negative set of assumptions - cyclical peak default and
downgrade rates (based on broad market historical stats) and unchanged
dollar prices on the exit from year three - are resulting in only single-digit
negative returns from here, implying that to a good extent, the bad news has
been priced in. An important bullish assumption that we are purposefully not
including here - that a surviving CCC could be worth more than $59 at the end
Deutsche Bank Securities Inc. Page 11
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of year 3 - could single-handedly result in positive IRRs. Consider: only three
months after the end previous two credit cycles in 2002 and 2009, an average
CCC jumped in price from low 50-ies to low 70-ies (measured in June 2003 and
June 2009). If we were to plug in a $70 year 3 price assumption for surviving
CCCs in Figure 10, non-annualized IRR jumps to +10%. For a more detailed
explanation of assumptions to reach these conclusions, please see DB's US
Credit Strategy: What is Priced in Energy Bonds Here? (December 18, 2014).

Despite a dearth of examples around a crisis in HY energy, or more specifically
the E&F sub-sector, we do have some examples of where other distressed HY
sectors traded at crisis levels (right). If these restructured sectors hold any
weight, it seems by this metric, we still have downside on a spread-basis
before we reach the bottom for HY E&P bonds. Despite somewhat conflicting
answers from the above two analyses, we think the takeaway for HY credit is
that we are getting there but not be at the optimal entry point for bonds.
Further, investors need to consider time horizons as they relate to various
investing strategies and whether or not funds are locked-in. Lastly, with a
significant level of default (blended rate of 30% for BACCC), there will be clear
winners and losers, outcomes will be wery binary outside of buying a
diversified basket of lower-quality HY E&P credits.

What can we expect in terms default rates and recovery should there be a fu
scale restructuring of energy names?

As we have not seen a full scale restructuring of the sector is hard to pinpoint
exact figures here. Moodys reported that during the last two credit cycles for
E&Ps (1993-1999, 2001-2002), a majority of unsecured creditors received a
range of 35-50% recoveries with an average recovery of 40%. This is better
than the average industrial recovery of 29%. Fitch has reported similar
numbers.  From 2000-2013, the average recovery rate for energy was 45%;
compared to a 37% for the total market. However, the spread on recoveries in
any given year was relatively wide with a low of 8% in 2001 and a high of 76%
in 2011 locking at the Fitch data. Important to note that per Fitch, the
comparative default rates for energy have been relatively mild at 2.0% from
1980-2012, this compares to a 4.6% default rate for the overall market during
the same period.

What other major catalysts need to play out to trigger defaults for HY E&Ps?
As we look at maturities due in HY energy over the next couple of years (Figure
12), it is clear that most energy companies including E&Ps have termed out
debt. This is not surprising given the historically low rates issuers have
achieved in the HY market over the last several years. One can see that there
is a little less than $4 billicn in overall energy HY bonds coming due in the next
two years. In Figure 13, we lay out the specific energy bonds that are coming
due in 2015 and 2016. After those years, we see a relatively larger maturity
wall of $18 billion in 2017.

Page 12

Figure 11: Widest Levels of Each
Crisis

BBz Bs CCCs
Real Estata 1231/2008 1,573 2,006 4,702

Media 11302008 1,128 2,028 3,508
Autos 12312008 1,546 2,036 2473
Telecoms 07312002 1,398 1,014 3,966
Gaming 11302008 1,895 1,870 2485
Average 1,508 1,791 3427
Energy 01/m&2015 465 960 1,896

% of other crisis lavels 30.9% 53.6% 55.3%
Sowce: Doautsobe fank
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Figure 12: North American HY Energy Debt Maturities Ex-Coal
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Figure 13: Specific 2015/2016 Debt Maturities
lzguer Ticker
‘Wermillion Energy WETCMN
Black Elk Energy BLELK
Boardwalk Pipelines LP BWP
Chesapeake Energy CHE
QEP Resources QEP
Quicksilver Resources KWWK
RaAM Global Enargy RAMGEM
Rockies Express Pipeline ROCKIE
Sabine Pass LMNG LP cap

Meturity Maotiona Currency  Country
2016-02-10 199 Cal CA
2015-12-1 Fi38 IS0 us
2016-11-15 5250 LSO s
2016-03-15 5500 LSO s
2016-09-01 7 S0 us
2016-04-01 360 IS0 s
2015-10-01 5243 IS0 s
2015415 5450 IS0 s
2016-11-30 §1,482 S0 s

$3,790
B Danrache Seok, Comoey Data

Emergy Sub-Sector
0il Comp-Explor&Prodtn
0il Comp-Explor&Prodtn
Pipelines/Energy Storege

Mat Gas Exploration
Mat Gas Exploration
Mat Gas Exploration
0il Comp-Explor&Prodtn
Pipelines/Energy Storege
Pipelines/Energy Storege

Moodys S&P
NR BE-

NR B-
Baa3 BB+
Bail BB+

Bail BB+

Caa3® CCC+
BaZ EE
B1 BB+

151K
CADZITZEAAI
US09203YACE?
LIS026630AA67
US166167C145
UST4836JA054
UST4837RACER
US749208AC36
USTI340RAHOS
USTBE583AF20

We really see further default triggers coming down to borrowing base
redeterminations. While ostensibly there is not a significant amount of debt
coming due in the next two years, what simply looking at the maturity
schedule misses is the way HY 1ssuers have traditionally used their reserve
based lending facilities ("RBLs"). In a nut shell, E&Ps, especially those with
lower credit ratings, use these facilities as a way to fund near term drilling
plans with intention of terming out these draw downs with HY bonds. Looking
at Figure 14, many E&P currently have 50% or more availability on their
revolvers.  Looking forward two wyears in different oil price scenarios
(S50/$60/$70 oil & $3.75 nat gas) and assuming some increases in borrowing
bases as E&Ps increase PV-10, then about 15-35% of high yield E&P issuers in
the broad universe we are screening have less than 50% RBL availability at
FYE 16. Looking at a more conservative case, where the screened universe is
afforded no borrowing base increases, then more like 20-580% of HY issuers
have less than 50% RBL availability at FYE 16. Looking more closely at the
figures, there are certain issuers that would actually have negative availability.
In other words, they would need to raise more capital in addition to their
current borrowing base as the scenario analysis shows these companies
running out of cash. Further, there is a possibility that banks do in fact
decrease the borrowing base of some of these E&P causing an even more
draconian scenario.
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Figure 14: HY E&P Liguidity Overview
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In the past what has caused the banks to decrease RBLs for HY issuers?
Owverall, since the mid-1980s (start of reliable data), lenders have seen par
recovery on RBL facilities in all distressed and bankruptcy situations according
to S&P. There are two main reason why this is the case. First, reserve
engineers at the major lending banks use a lower price deck than the actual
commodity strip price as a base case. And beyond that, the banks run a further
sensitivity (aka downside case) that they generally rely on to give them
confidence during commodity market dislocations like this cne. The second
reason banks hawven't taken losses on these RBLs is that internal reserve
engineers also take a additional discount to the already discounted (9-10%)
expected cash flows coming from an E&P's proved reserves. Generally,
Proved Developed Producing reserve are discounted at 25%; Proved
Developed Mon-Producing are discounted at 50%; Proved Undeveloped (PUDs)
are discounted at 75%. This is in addition to subtracting out the expected cash
floww for the next 6 months of planned production out of the RBL borrowing
base. This borrowing base calculation does howewver give producers the
benefit of hedges.

Given a lack of material losses in the types of products banks are generally
reluctant to materially reduce the RELs of E&P especially during dislocations
like the one we are seeing in oil right now. The general philosophy of the
lending banks has been to be more conservative in both directions. When
commodities (oil, nat gas) are rallying, banks are slow to move the price deck
up; however, the same is true on the way down, which benefits E&Ps in
today’s bear oil market. That said, borrowing bases were reduced in 08/09,
although these reductions were very minor compared to the over 70% decline
in oil prices. There have been situations where the banks will reduce
borrowing bases more meaningfully. This can happen when an E&P with an
glready weak financial profile enters a bear commodity market, or an E&P
experiences a sudden change in its reserves or production profile idramatic
and unexpected cost increase, reserve write downs, unexpected decline in
current production).

Can E&Ps raise more money in the HY market today?

If necessary BB-rated E&Ps can come to market to issue given average
spreads in the 450-470 bps range; looking at our previous liquidity overview,
one can see that most of these E&P are in good shape and don't need to issue.
Moving down the credit spectrum, lower-rated single-B and triple-C companies
are the ones more likely to need the capital. Given that the spreads for energy
single-B and triple-C companies are currently 950-970bps and 1,880-1,900bps,
respectively, we don't see more traditional unsecured HY deals as feasible
today. This highlights the cost of capital problem that lower rated E&P
companies now face - these are the real “have nots” in our minds.

With traditional HY avenues not open to them we believe two trends will
emerge. First, we will see more bilateral deals between E&Ps and providers of
capital (private equity, recently-launched energy funds, special situations
funds). We have already seen one recent example of this between Linn Energy
(LINE) and G50/ Blackstone (BX). LINE now has a five- year 500 million
agreement whereby G50 will earn up to a 15% RoR on wells drilled by LINE in
exchange for providing 100% of the upfront drilling costs. EXCO Resources
(XCO} led the way on transactions like this; it struck a similar agreement with
KKR & Co (KKR) in July 2013 in the Eagle Ford. Rightly so, we believe
investors would rather invest in & company and make survival a self fulfilling
prophecy rather than try to build sizable positions through the secondary
market where ownership brings no incremental certainty around survival. The
second trend will be second lien deals. E&P bond indentures are written with
relatively open language around the way credit facilities are defined and the
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around liens incurred under debt incurrence tests. We have not seen anything
on this front yet, but it's only a matter of time especially with RBELs more likely
to shrink in size. This is a clear negative for unsecured debt due to layering.

The longer the bear oil market lasts, the more likely second lien deals will
come.

Will defaults help us move the overall market closer to equilibrium?
Unfortunately, we believe many HY E&P companies, particularly single-B and
triple-C credits, will be collateral damage rather than contributing meaningfully
towards balancing global crude markets. Our equity counterparts have stress
tested 2015 US supply growth; the results show that nearly 85% of crude
supply growth remains manageable as those producers will remain under 2. 5x
net debt to EBITDA at FYE 2015 at $70/bbl WTI and $3.78/mcf gas (below).
While we are well below that crude price now, it is important to note that
about 50% of the 2015 US crude volumes are hedged. This ratio will decline in
2016, but the bottomn line is that the larger, maore highly-rated producers need
to slow production in order to start to see changes to global balances - not the
smaller HY players.

Figure 15: Funding constraints will eventually have a matenal impact on supply growth, but nearly 85% of crude

supply growth remains manageable at $70/bbl crude through the end of 2015
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What is the market currently pricing in for HY energy bonds? Given this, when
should investors look to take positions in HY energy bonds?

The preceding indicates that where HY and energy are concerned, we are in
uncharted territory. As we mentioned before, there is no good set of energy-
specific data to get an idea of an exact entry point for investors. Despite
signals of being close to the bottom, there is little clarity on whether this is &
“U” or “L"” shaped commodity (and there HY bond) recovery, which will make
a significant difference in how investors with different strategies and timelines
look to enter trades. Even if we had seen a significant set of restructurings in
HY before, there can be vastly different triggers for those restructurings. Most
likely, we see (i) weak balance sheets upon entry into the crisis, (i) reduced
ligquidity, and {iii} concentrations in relatively higher cost plays as being the
biggest driver of defaults in B/CCC credits —which we believe will be a more
clear signal of the eventual entry point.

Page 16

r 5.0
- 45
4.0
- as
30
25
a0
15
1.0

2015 Met DebtEBITDA at $70/bb|

- 05

S EESICEITFELE TS E LTS F

Deutsche Bank Securities Inc.

EFTA01097670



13 January 2015
HY Corporate Cradit
Energy

Then, who is best positioned to withstand this downturn should it be a three
year cycle?

In the HY credit markets, liquidity will be a top driver of perfformance combined
with assets in the best marginal costs plays. This will be further enhanced by
better clarity of through cycle leverage. Companies starting off with
reasonable leverage, moderate FCF burn, and good hedging are already ahead
of the game. In addition, companies that recently termed out RELs and are
working with a high % of current availability will also be well positioned.
Lastly, E&Ps that were able to execute on asset sales at pre-crisis valuations
are also positioned well where liguidity is concerned. Some HY companies
trying to see assets will see those plans put on hold, while others who recently
bought will now look like they overpaid.

If we want to invest in HY E&P today, how do we sift through the more
fragment E&P credits to identify outliers?

To answer this question, we developed a screen to apply across a universe of
approximately 30 high yield credits - some of which we have a rating on lie
covered companies) and some of which we do not. In order to include non-
covered companies in this analysis, we have used Bloomberg consensus
estimates to develop sensitivity analysis. Please see the following section
called “E&P Universe Screening Methodology” for the full details on our
methodology for screening the HY E&P universe and creating sensitivity
analysiz across all 30 credits.
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E&P Credit Screens and Analysis

E&F Credit & Operational Metric Screen

When looking at trying to help investors wade through the extremely
fragmented E&P sector in US HY, we looked across six main credit and
operational metrics including 2016 net leverage, current PY-10 to 2016 net
debt, 2016 liguidity assuming a flat borrowing base, 2015 hedges, 2016
adjusted cash margin per unit, and 2016 production mix. Woe felt this range of
metrics would give a wide and varied insight into the path that certain E&Ps
might take over the medium term commodity cycle {three years). We first lay
out all six of the metrics, which we have ranked into quartiles, and go through
the results of the analysis. We then walk through each of the metrics and why
they were chosen.

E&P Universe Screening Methodology

2015: For covered companies, in our analysis, we used our updated estimates.
For non-covered companies, if 2015 guidance has been provided since Q3 14
earnings, we use that. Otherwise, we used the street consensus with
adjustments to both capex and production based on credit rating. With that in
mind, in 2015, we assume all BB-rated credits follow the consensus estimates
as given; street consensus for BBs is generally +/- 10% YoY capex growth with
corresponding production growth rates in the 20-30% YoY area. For B-rated
credits, we assume a decrease in capex of 25% YoY with a 5 percentage point
decline in the corresponding expected consensus production growth.  For
CCC-rated credits, we again assume a decrease in capex of 256% YoY but this
time with a 15 percentage point decline in the corresponding expected
consensus production growth. The difference in the production declines in B
vs CCC reflects trends we have seen between the two groups so far from
companies that had provided actual 2015 guidance. If bonds are split rated,
we assume the lower rating of the two ratings. For example, Midstates
Petroleurm (MPO) bonds are rated Caal/B-; we therefore applied our
assumption for a CCC credit.

2016: For covered companies, in our analysis, we used our newly initiated
2016 estimates. For non-covered companies, we use a similar methodology to
what we did in 2015, We assume all BB-rated credits follow the consensus
estimates as given. For B-rated credits, we assume a decrease in capex of
50% YoY with no production growth (ie so-called maintenance capex). For
CCC-rated credits, we assume a decrease in capex of 35% Yo¥Y with no
production growth (ie again maintenance capex). The difference in the
expected capex declines needed to reach flat production growth oY in 2016
favors B-rated assets that are assumed to have a relatively better asset base
than CCC-rated companies, and would therefore need less capital to simply
maintain production.

Page 1B
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Overall E&P Screen: Results and Ranking Snapshot

Looking at the aggregate results of the E&P screen across all metrics we see
the following trends:

Lower-rated companies in top guartile unexpected: it was not surprising to see
more highly rated companies in the top quartile overall (CXO, HILCRP);
however, it was surprising to see companies like Parsley (PE)} and Penn Virginia
(PvA) with CCC ratings there. Looking more closely at these two - they are in
some of better US unconventional plays (Permian, Eagle Ford) and thus benefit
from lower costs as well as having some combination of reasonable leverage
and liquidity over time. The top quartile was definitely more equal opportunity
across credit ratings than we expected.

Lower-rated companies in bottom quartile as expected: Overall, the bottom
quartile with uniformly B/CCC rated companies is largely as expected in our
minds. This group of companies has on a uniform basis a combination of
higher leverage out of the box, burn significant cash over the next two years
and operate at a lower cash margin compared to peers.

Safety in numbers: six out of nine E&Ps in the top quartile have large amounts
of acreage in the Big Three unconventional plays (Bakken, Permian, Eagle
Ford), which have the top cash margins. These types of names would work
well for investors as each of these three plays have upwards of 10-15 HY E&FPs
that participate in drilling there. This makes it easier for investors to monitor
and understand relative performance.

Fear of the lesser known plays: four out of seven in the bottom guartile have
core positions in lesser tested or known plays like the Miss Lime (5D, MPO) or
Canadian dominant portfolios (SEVGEMN, LTSCN). These companies could be
generally harder for investors to follow with fewer data points observable to
the market; this of course could also mean opportunity for those willing to dig
in and monitor less ubiguitous data.

Unigue business models can still screen favorably: There are two relatively
unigue business models as they relate to HY in the top quartile. First, we have
offshore, international E&P Tullow OQil (TLW), which came up as a top name
driven by its significant cash margins and solid liguidity. The second unigue
business model in the top gquartile was Hilcorp (HILCRP), which was the only
onshore conventional name in the top quartile. This name screens well due to
a combination of lower leverage and higher asset coverage. Investors could
look at this name and be more comfortable with lower decline rates and lower
general maintenance capex, despite the company's strategy of acguiring big
and small assets alike frequently.
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|Figure 16: E&P Credit & Operational Metrics Screen: Results and Ranking Snapshot
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Figure 17: E&P Credit & Operational Metric Screen: Results and Ranking by Cuartile
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|Figure 18: E&P Bond 5TW Versus Operational Screen Quartile Ranking
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Leverage Screen

We chose 2016 net leverage to give investors an idea of possible through cycle
leverage. This is a key data point for credit investors locking at the type of
analysis discussed earlier where the default cycle takes three yvears to play out.
The trajectory of leverage over time will be important for possible entry into a
credit either before or after a credit event. Looking at the top guartile names,
two stick out as being CCC rated - Parsley Energy (PE) and Diamondback
Energy (FANG). These two credits have core positions in the Permian, which is
presently the lowest cost play in US. This fact comes through in the leverage
the longer term leverage numbers of those two producers besides aside from
relatively low credit ratings. Looking across the entire top quartile, 50% of the
eight E&Ps in that bucket are concentrated in the Permian (PE, FANG, XEC,
CX0). MNow, looking at the bottom quartile it is important to note where each
credit started the cycle; seven out of eight of these companies started the
ocycle with 3x or greater net leverage, which is relatively high for an E&P.
Drilling down further we have a combination of relatively newer E&P
companies that were looking to grow into current cap structures post-ramp
(AEPB, HEUS, MHR) and more mature companies that had become over-
levered and were actively pursuing delivering (XCO, SAIVST, 5D).

Deutsche Bank Securities Inc.
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Figure 19 E&P Bond STW Versus 2016E Met Leverage o E ]
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|Fi-;:1ure 20: Commodity Sensitivity Analysis - $70/%60/550 Oil - § millions
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Current PV-10 to 2016 Debt Screen

Given that derivations of PV-10s are use by the banks to determine the
ultimate level of commitment or borrowing base for E&Ps, measuring PV-10 is
a relevant data point as it relates to credit investors. Taking it one step forward
to compare PV-10 to debt essentially shows investors asset coverage on the
current face value of expected debt in 2016. Owerzll, an analysis like this will
favor E&Ps with more mature assets and a higher percentage of PDP assets
(higher PV-10); the top quartile reserves average 59% PD while the bottom
quartile are just 44% PD. Also, looking at the debt portion of this equation, in
the bottom quartile, five out of the seven credits were also in the bottom
quartile for our leverage screen illustrating the difficulty of attaining reasonable
asset coverage with a levered balance sheet.

Page 26
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|Figure 21: E&P Bond STW Versus Current PV-10 to 2016E Debt (Asset Coverage| o Io
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Liquidity Screen

Given an expected ~30% default rate across B/CCC HY energy per DB's
strategist, liquidity gives us a reasonable measure of distance to default.
Looking at 2016, allows for & reasonable analysis of how credits would
perform FCF-wise though roughly 2/3 of the cycle. This analysis clearly favors
E&Ps that have recently termed out RBL balances ahead of the oil downturn or
have cash on the balance sheet from recently completed asset sales. Looking
at the top guartile, three out of seven top ranking E&Ps in the liquidity screen
have recently completed asset sales, namely Chesapeake (CHE), MNewfield
(NFX) and QEP Resources (QEP). Interestingly, looking at the bottom quartile,
there are several credits that have recently completed liquidity enhancing
activities relatively recently like asset sales (SD, MHR, SAINVST), IPOs (SEVGEN)
and capital raises (MHR). Despite this, these companies remain in the lower
quartile on a liguidity-basis due to significant FCF burn over the next two years
at current crude prices ($560-60/bbl cases).
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|Figure 22: Liguidity and Borrowing Base Analysis at $70 Oil & $3.75 Matural Gas - $ millions
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|Figure 23 Liguidity and Borrowing Base Analysis at $60 Oil $3.75 Natural Gas- $ millions
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|Figure 24 Liguidity and Borrowing Base Analysis at $50 Oil $3.75 Natural Gas - & millions
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HY Corporate Credit
Energy

Hedging Screen

Hedges are short term in nature and most important for 2015 cash flow. To
the extent hedges preserve liquidity and operating momentumn over the next
yvear for E&Ps, they remain an important tool and differentiator.  In particular,
should the commodity cycle snap back more quickly than expected, those with
hedges that afford more growth-driven capital programs in 2015 can carry that
momentumn into 2016, However, those E&Ps, which have made more drastic
capital cuts, will have more ground to cover in terms of ramping production
back up to reach optimal efficiency. Locking at the top quartile, one can see
higher cost E&Ps protecting against down side (DMR, HE, MPO) while other
E&Ps hedged oil price risk out of recent acguisitions (HILCRP in Alaska). The
top guartile is significantly more cily (average: 65% of production) and seems
to have been more defensive about protecting against oil downside. On the
other hand, the bottom quartile averages ~55% gas production and given the
performance of gas recently, there was less to protect in the way of cash flows
there.
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|Fi-;:1ur|: 25: E&P Bond STW Versus 2015 Hedged Production Levels
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|Fi-;:1ur|: 26: Hedge Ratios by Revenue — 2015 (top) and 2016 (bottom)
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Adjusted Cash Margin Screen

On the revenue side, locational differences in major plays drive realization per
unit. The cost side of this metric incorporates relative costs given play type (at
current levels), maturity of an overall portfolio (efficiency gains), corporate
costs (G&A), and capital structure (interest burden). Our “adjusted” cash
margin {includes G&A and interest costs) will skew other basic insights into the
maore intuitive lowest cost producers (i.e. best base assets). Additionally, we
would note that relative interest burden could be improved with possible
restructuring or distressed debt exchanges leaving sclid assets in a better
place to perform outside limited capital structures. Important to note, we have
not incorporated decreased service costs across our models despite recent
announcements from producers about 5-15% deflation with more likely to
come. We believe this is more conservative especially as the service costs will
move down slower than the immediate decrease in oil prices. We think
looking at cash margin in conjunction with play-by-play breakevens is a
valuable exercise. See Figure 27 for our eguity counterparts estimates of
breakeven oil price for an IRR of 10%.

Figure 27: Breakeven oil price for US onshore unconventional plays
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|Figure 28: E&P Bond STW Versus 2016 Cash Margin - $/Boe
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Figure 29: Marginal Costs FY15E
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Figure 31: Marginal Cost FY16E
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Commaodity Mix Screen

Despite bear oil markets, we still see oil mix driving higher per unit cash
margin for the oilier E&Ps, especially a credit like offshore E&P Tullow (TLW)
with significant assets in the development stage. We concede, in this analysis,
E&Ps with long-dated and core natural gas reserves screen poorly here despite
clear long term viability. For example, RRC, AR, and WPX are screened in the

bottom quartile here despite roughly BB ratings.

Deutsche Bank Securities Ine.
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|Figure 33: Hedge Ratios by Production - 2015 (top) and 2016 (bottom)
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Conclusion: E&P subsector — maintain Underweight

Keeping all of the preceding in mind, we believe investors should be
underweight the DB HY Energy E&P Index, and maintain this recommendation.
Last year, the DB HY Energy E&P Index was the worst performing sub-sector
in high vield. HY Energy was down ~6% for the year, which compares to
overall HY being up ~3.5%. In particular, we see little room for E&P subsector
outperformance as these smaller HY credits can't reslly continue their
aggressive growth strategies of the past as they try to make a path to neutral
FCF. In short, we believe these credits can stay in and around FCF neutral but
with little opportunity to expand the asset base and delever. We expect the
best they can do is survive and reach the other side of this commodity and
credit cycle. In particular, we see more value in the “higher gquality™ B/CCC
credits like Halcon (HKLUS, BUY-rated) and EXCO Resources (XCO, BUY rated).
Given this lower-quality bucket has led the way down in energy, we believe
upside/downside is more positively skewed there. We understand the natural
tendency is for accounts to reach for quality in the BB area. Our concern with
this strategy is that these names have cutperformed thus far. We worry that if
HY energy credits take a step down due to seasonally weak oil in TH 15 that
these names will take a disproportional hit. Therefore, we suggest that
accounts stay in the BB-rated credits with upwards trajectory related to
possible ME&A like Cimarex (XEC, BUY-rated) and to development of new
higher margin plays like Mewfield (NFX, BUY-rated) in the SCOOP/STACK. We
believe both of these credits still also have |G upgrade potential even in this
market. Lastly, one of the most important reasons why we are maintaining our
underweight stance is driven by our suspicions that early 2015 fundamental
weakness in oil will mean that investors won't “miss the trade.” Despite
positive data points around slashed capital budgets from many HY issuers and
even selective capital infusions (LINE/BX), we are moving back towards the
energy sector wides seen in December. More specifically, looking at LINE
bonds, which were the direct benefactor of an effective capital infusion from
BX, they are trading at pre-funding announcement levels. In our minds that
means the market isn't giving much credit to that increased liquidity either
because there's a perception that more capital is needed or on a macro basis,
that we just aren’t there yet.

Deutsche Bank Securities Inc.
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DB Price Deck and Commodities
Outlook

The current DB commodity price deck and outlook are summarized below, as
presented in our Commodities Weekly (published January 09, 2015) and our
Commodities 2015 QOutlook.

Figure 34: Deutsche Bank Qil & Matural Gas Price Forecast
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LIS Matural Gas - Production Cost Declines Promise Weaker Pricing

Production cost declines in thermal cocal and US natural gas mean that
oversupplied conditions in these markets in 2015 will likely lead to further
downside.

In thermal coal, lower costs have been achieved through reductions in
workforce, renegotiating mining contracts, cutting fuel expenses, reducing
strip ratios and postponing sustaining capex. We expect weakness in producer
currencies and crude oil to translate into further cost declines, although this
could be offset by a partial rebound in other costs.

Limited deviations from the longer term trend in supply growth matched
against new signs of demand weakness suggest that oversupplied conditions
are likely to continue and that declines in dollar-denominated costs may be a
guide to future price developments. We lower our 2015 price forecast for
Mewcastle FOB to USDED/ and Richards Bay FOB to USDE3/t.

Production curtailments remain limited, despite the Glencore shutdown of
Awstralian production for 3 weeks in December (-dmt). Furthermore, any idled
minas will be available for restart in the event of improved market conditions,
limiting the potential upside.
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In US natural gas, estimated development breakeven costs (excluding finding
costs) have declined by roughly USDO0.G0/mmBtu in the last year owing to well
cost reductions, more extensive use of pad drilling, and increased numbers of
wells per pad. Production growth has recovered sharply from freeze-offs in
Movember to average +4.3 befid yoy.

While we expect this growth to slow to only 2.0 bef/d yoy in 2015, we believe
the market would be balanced at only 1.3 befid yoy growth. Therefore we
expect storage normalization versus the 10-year average by the end of March,
and building surpluses over the remainder of the year prior to Winter 15-16.

Conseguently we lower our 2015 Henry Hub price forecast to USD3.75/mmBtu.

Overview

Production cost declines have characterized both the global thermal coal and
S natural gas markets in the past year, with further USD cost declines likely
in thermal coal. We expect oversupplied markets to persist over a multi-year
period in thermal coal, and over the whole of 2015 in natural gas.
Consequently, lower costs of production translate into a lower likelihood of
supply curtailments and greater potential downside.

Matural gas supply growth raises oversupply concern

An extremnely cold winter in 2013-14 ended with storage gas at the lowest level
in both percentage terms and absolute terms since 2003, As in 2003, this was
followed by a very strong injection season with 2,770 bef (59% of working gas
capacity) added, as compared with 2,491 bef (61%) in 2003 when measured
from the end of March to the first week in November. This was facilitated by
the strongest production growth rate (+3.1 bef/d) of the last nine years apart
from 2011. Of particular note is that production growth accelerated into the
end of the year, despite the weakest pricing also occurring in Q4-14.

Figure 35: Dry gas production growth and Henry Hub

Figure 36: Dry gas production (bcf/day)
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Continued strength in production growth poses the greatest risk for pricing in
2015 and we lower our price forecast to USD3.75/mmBtu on expectations that
supply will exceed requirements in a normal-weather scenario. A shift towards
lower costs has been facilitated by tighter well spacing and longer laterals,
while we do not expect reduced drilling for tight oil to detract substantially
from associated gas production growth. We expect these costs to remain
lower in 2015 wersus 2013. Howewver, a continued backlog of takeaway
capacity in Mortheast Pennsylvania may hold back growth below what it
otherwise could be, owing to negative basis relative to Henry Hub.

Deutsche Bank Securities Inc.
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Figure 37: New drilled gas supply breakeven Figure 38: Dominion Morth Point (USD/mmBtu)
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On a year-on-year comparison we expect lower demand from normalized
winter weather to be offset by growth in power utility generation demand and
industrial demand. Winter-to-date weather has been quite close to average in
cumulative HDDs, with generally mild weather being offset by a pronounced
cold spike over 12-21 Movember. This cold spell also triggered freeze-offs but a
return to mild weather resulted in a guick resumption in production to the
highest average of the year at 71.5 bef/d in the week ending 5 December.
Figure 39: Natural gas supply & demand [yoy change) Figure 40: Storage as % of working gas capacity
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Overall we expect that the market could be balanced and restore normal
storage levels by mid-year if production growth averages 1.3 bef/d yoy in 2015,
Consequently, our forecast of 2.0 befid yoy growth implies normal storage
achieved by the end of Q1, and building surpluses relative to the 10% average
imeasured by the percentage of working gas capacity} over the balance of the
year. Therefore we lower our 2015 forecast for Henry Hub to USD3.75/mmBtu
with downside risks over the summer in the event of more aggressive
production growth.
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Figure 41: US natural gas supply and demand (bcfiday)
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Please refer to DB's Commodities Outlook published on December 16, 2014 for
the more detailed discussion on our commodity outlook.
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Figure 42: Industry Relative Value
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Figure 43: Industry Relative Value
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Figure 45: Industry Relative Value
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Figure 46: Industry Relative Value
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Chesapeake Energy

Relative Value

Chesapeake is well-positioned to weather the current downturn in commaodity
markets, a welcome contrast to the stress the credit faced during the 2012
meltdown in gas prices. Operationally, the business is on & strong footing as
focused efforts over the previous two years to streamling its vast operations
have driven a substantial reduction in cost structure (both opex and capex).
This has been well supplemented by a disciplined financial strategy including
modest capex outlays and debt reduction via divestitures (=%11 billion of cash
proceeds over last two years). The biggest and most critical of the asset sales
was the sale of its Southern Marcellus acreage for $5.0 billion. This was
extremely well timed with an October 2014 announcement, just before the
sector was besieged by the sharp fall in oil prices. There were concemns that
the buyer could walk away from the deal given the changed market conditions.
However, CHK managed to close the deal in late December - the final price
was 3400 million below the agreed price of 35.4 billion which was partly
attributed to waiver of future claims related to title defects and environmental
liabilities. Thanks to the deal, CHK is entering the current bear cil market with
a substantially stronger financial position than it would have otherwise - net
leverage pro forma the sale is 1.6x, compared to 2.4x at O3 14, Liguidity has
also been significantly bolstered to $8.0 billion - even after factoring in the 31
billion share repurchase program that the company announced concurrently
with closing of the transaction. Lastly, the company replaced its 34.0 billion
secured credit facility ‘15 with a new $4.0 billion unsecured credit facility 19
last month.

While we do not see the weakness in commodity markets posing significant
downside risks to credit fundamentals, it does present a major setback to our
thesis that the company would join other large E&P independents in the IG
territory. The view was based on the expectation that the company would see
meaningful deleveraging and turn FCF positive over the next couple of years.
However, under the changed envirenment for commodity prices, CHK looks
unable to generate significant further earnings momentum despite quite solid
operational performance. Owver the medium term, we expect the company to
record organic annual volume growth in the high single digits (with steady
improvement in liguid mix) based on a modest annual drilling capex of $4.9
billion {versus $4.8 billion in FY 14E). We expect EBITDA to be in the $4.1-4.4
billicn range during FY 15 and FY 16 [versus 35.1 billion in FY 14E) which
implies annual FCF burn will average ~%1.6 billion. We also do not see the gap
being substantizlly bridged by asset sales as the management is unlikely to
pursue non-core asset sales proactively in a weak asset market. Owverall, we
expect net leverage levels to move back above 2x levels (2.4x in FY 16E). Given
CHK's lackluster hedging program (29% in FY 15E), we see considerable
downside risk to earnings. Further, differentials on its gas production (~67%
of FY 15E volumes) is one of the highest among peers (=%1.5mecf), making it
even more vulnerable to weaker-than expected commodity prices.  For
example, at 360 cil/$3 gas, we see FY 16E EBITDA moving down to $3.4 billion
and leverage going up to 3.3x levels. Moving on, management had of late
been indicating that it was open to acquisitions. Its strong liguidity levels after
the Marcellus sale in the context of the asset market turning into a buyer's
market presents the company with an opportunity to shift faster to an oilier
asset base.

Page b4

Deutsche Bank Securities Inc.

EFTA01097708



13 January 2015
HY Corporate Cradit
Energy

In summary, while we remain constructive about CHK's operational stary, we
believe the impact on the credit will be offset by weak outlook for commodity
prices. CHK bonds have outperformed the sector solidly over the last year and
especially since the meltdown in cil prices. The longer dated Motes trading in
the 5.4-5.5% range, which we see as fairly valued as the prospect of an IG
upgrade over the next years has clearly dimmed. We are therefore moving to
a HOLD from a BUY on longer dated bonds {"19-'23) and maintain our HOLD
on the shorter dated bonds ("16-'19). Upside and downside risks are tied to &
recovery or further weakening of commaodity prices respectively.

Deutsche Bank Securities Ine.
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Figure 50: Chesapeake Energy Financial Summary
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|Figure 51: Chesapeake Energy Financial Forecasts
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Figure 52: Commodit
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Cimarex Energy

Relative Value

Cimarex {(XEC) ranks relatively high within the peer group in context of facing
the current commodity downturn.  Its strong financial profile creates & solid
platform; its sub 1x net leverage level (0.6x at end of Q3 14) is the lowest
amongst our peer group and liquidity is solid at $1.6 billion including $564
million of cash and undrawn revolver of $1.0 billion. The favorable financial
position is attributable to conservative management, which over the years has
focused on maintaining & strong balance sheet.  During the Q3 call,
management reiterated its focus on the balance sheet pointing out this would
be one of the major factors in determining the FY 15 capex program. Besides
a solid financial profile, XEC’s asset guality and strong operational momentum
are both unparalleled. In its core Permian play (~b5% of FY 14E Permian
capex budget), XEC has successfully drilled longer laterals with upsized fracs
providing solid upside to well returns. In a recent update, XEC noted that its
traditional Wolfcamp well (i.e. Culberson County, Wolfcamp D well) with a 10K
foot lateral would provide an impressive 89% before tax return at a price deck
$60/3.50. The returns on a normal 5K foot lateral are also highly competitive at
45% before tax (@$60/3.50} clearly explaining XEC's investment opportunities.
Wells results in its other core Permian zone -the 2nd and 3rd Bone Spring -
continue to yield solid results with 30-day average IPs rates (New Mexico wells
drilled in FY 14) improving 47% YoY. 2014 also saw XEC's renewed interest in
Cana where returns improved on applying upsized fracs; the new frac designs
allowed XEC to expand its addressable Cana acreage. Cana opportunities
were widened further with possible Meramec prospects - where the company
has drilled seven wells with the encouraging results from inception - 30-day P
rate was 9.4 Mmcfe/d. Driven by the positive developments in Mid-Continent
(24% of FY 14 Capex), XEC plans to increase capex in this play for FY 15. The
quality Permian and Cana assets has allowed XEC to build a strong operating
momentum; the company has raised production guidance from 13% growth at
the start of year to 25% Yo¥Y now, and all this is happened with capex of $2
billion, which implies modest cash burn of ~$350 million {majority funded by
asset sales, net of acquisitions). Moving ahead, the positive momentum will
play a crucial role in limiting cash burn given the bleak commaodity outlook; we
zee the company moving down towards a run-rate capex of $1.5 billion while
maintaining 10-12% annual production growth. Despite a largely unhedged
profile, the company still be able to limit cash burn through FY 16 to under
$£700 million, and we expect net leverage to be less than 1.5x at FYE 16.

Page G0
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Overall, ¥XEC is well positioned for the current situation driven by strong
financial profile, quality assets, solid operating momentum and conservative
management. The only negative in the overall positive picture is XEC's
unhedged nature; that being said this hedging approach is not new to
management and in the medium term this is largely offset by positive
operating momentumn. Also worth noting, given its extremely deep inventory
in the highest IRR play in the US (Permian), Cimarex is the rare company that
rermnains on the M&&A radar for large integrateds despite the drop in commodity
prices — this is observed by looking at XEC's strong stock performance other
oily BB names (NFX, CX0O, SM and DNR) over the last six months. We also
believe this strong profile does not preclude XEC from still being upgraded to
IG despite the commaodity backdrop. On the whole we like XEC's positioning
in the current situation and possible catalysts in the form of either |G upgrade
or possible M&&. We believe it could still see tightening from current levels on
a probability weighted basis (4.375% Sr Motes +320 STM). We maintain our
EUY rating on both the bonds. Downside risks include possible leveraging
acquisitions.

Deutsche Bank Securities Inc.
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Figure 54: Cimarex Energy Financial Summary
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|Figure 55: Cimarex Energy Financial Forecast
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Figure 56: Commodit
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|Figure 57: Cimarex Energy Benchmarks
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Denbury Resources

Relative Value

When we moved to a guarded stance on Denbury (DMNR) early last year, a key
reason was the company's inflexible and high cost business model in the
context of rising medium term downside risks to oil.  With the downside
scenario on oil playing out - more dramatically than expected - credit
fundamentals should see meaningful stress, though impact in near term will be
cushioned by its strong hedge program. DMNR's relative wvulnerability is
explained by its asset portfolio, which consists of conventional assets
lincluding core tertiary operations), in contrast to its peer group dominated by
shale assets. This translates into significantly higher LOE cost of 335.71/boe
(FY 1%E), more than double the group median. While management recently
stated that they would focus on lowering their cost structure, we see limited
gscope for improvement in the near to medium term. The asset portfolio is also
characterized by substantially lower decline rates and long lead times periods
for its tertiary projects - both of which reduce the company's strategic
flexibility in the face of an oil market which has suddenly become unstable.
Basically, the company will be stuck with highly defensive (i.e. maintenance
level] drilling program given the heightened uncertainty regarding long term ol
price outlook implies shaky economics for assets with a backend-weighted
production profile. The ambitious plan for a full-fledged tertiary program in the
Rockies, deferred to the latter part of the decade earlier, is unlikely to be
executed if the current oil price environment persists. The outlook for a
defensive approach is exemplified in the company’s FY 15 capex budget - at
$450 million (excluding %85 million of capitalized interest and costs) -
represents less than half of its previous medium term annual capex outlook of
%1 billion. While Yo production is expected to be relatively flat, only modestly
below previous target of mid-single digit annual growth, the corollary to that is
it will be unable to respond to an upswing in oil prices with a guick ramp-up in
production via aggressive capex in the medium term. Moving on to FY 15
outlook, we see a meaningful decline in EBITDA levels to 5927 million from
$1.3 billion in FY 14E due to sharply weaker realization. While, on paper, the
company has strong oil hedges (77% at ~580/bbl), more than half of the
hedges also have a short-put (average strike price - ~$66/bbl} embedded in
them - given our FY 15 price deck of $54.38, the protection provided by the
hedges is somewhat mitigated. Met leverage should deteriorate by 1 turn to
3.7x but FCF should be modestly positive at $235 million. At our long term
price deck of $70 oil/$4.25 gas, run-rate EBITDA would be close to $800
million implying net leverage of over 4.0x, and we see the credit steadily
moving towards that level as the current hedges roll off. Even this scenario
would be acceptable because the company would still generate slightly
positive FCF based on maintenance capex in the $550 millicn range. The
critical threshold for DMR would be oil at $65/bbl {unhedged) - at that level,
cash flows would not be able to sustain maintenance capex. On the positive
side, liquidity is solid at $1.2 billion {largely availability under its £1.6 billion
revolver) and should improve over the year as the company uses FCF
generated to repay revolver borrowings.
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In summary, we view the split-rated DNR (B1/BB} as relatively more vulnerable
versus its BB-rated peers in a scenario of extended period of downturn in oil
prices, thanks to its high cost meodel.  Admittedly, yields have widened
significantly in recent months factoring in the new reality. Howewver, even at
current ¥TW of 7.0-7.5%, we see better relative value in a credit like Hilcorp,
which is a good comparable given its largely conventional asset.  Hilcorp
Motes 21 (YTW: 7.3%) trades in-line with DMNE Motes "21 (YTW: 7.6%) but has
a significantly more resilient credit profile (1-2 notches higher credit rating)
driven by a meaningfully stronger financial position (FY 15E net leverage of
2.0x versus 3.7x for DMR). Hilcorp also benefits from its exposure to Alaska
gas market (~20% of FY 15E revenues] with fixed long term contracts, a
welcome diversification from the weak US gas and global oil market. On the
other hand, investors looking for more direct oil exposure (and the effects of an
increase in crude) with a financial profilefrating similar to DNR could look at
names like EP Energy (EPEMEG) and Rosetta (ROSE), which can deliver faster
changes in operating momentumn, in contrast to DNR (discussed above).
EPEMEG Sr. 22 (YTW:9.1%) and ROSE Sr. “21 (YTW: 7.4%) therefore provide
relatively more exposure to commodities in such a scenario. We are
maintaining our SELL recommendation on all DMR bonds. Upside risks to this
rating include a strong and sustained improvermnent in oil prices in the near
term.
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Figure 58: Denbury Resources Financial Summary
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EXCO Resources

Relative Value

Severe commodity headwinds hawve pressured EXCO Resources (XC0O) credit
fundamentals. While the company’'s core asset, the gassy Haynesville, is a
quality asset, cash flows are decreasing at the current FY 15 gas strip
(~23.0/mcf).  Its acreage in Eagle Ford is second tier but still of reasonable
quality but is likely to have marginal economics below the $70/bbl threshold.
Offsetting this gloomy scenario, we see some positives. First, its core
Haynesville position is has resilient economics. As of June 2014, the company
had a gross well inventory of 85 wells in the Holly area (Desoto core), which
garner the best returns in the play with a breakeven (defined as 20% pre-tax
return) at $3.35%mcfe and 40% IBR at $4/mcfe. Mext, it had another 143
locations in CCM-Haynesville with estimated breakeven at $3.72/mcfe.  With
close to 230 gross locations, which will generate robust returns at longer term
gas prices of $3.75 translating into ~5 years of drilling inventory (drilling plan
of 42 gross wells in FY 14E), the company should be relatively resilient to
downside risks from a gas market grappling with oversupply in the medium
term. Ower the longer term, when the market is expected to be more balanced,
the company is well placed with about 600 gross locations with a breakeven
threshold of $4.27/mcfe |or ~14 years of drilling inventory) and another 600
locations with a breakeven between 54.27 and $6.00/mcfe Second, its asset
base also has a significant Proved Developed (PD) component - ~737 Befe as
of FYE 13 or 5.4 years of reserve life based on FY 14E production, which
reduces the pressure on maintenance capex levels. Third, the company has
made good progress on the operational front both in terms of reducing costs
and optimizing production. Fourth, liquidity is reasonable at $853 million as of
Q3 14, Moving on to financial outlook, EBITDA could come under further
pressure due to weaker commodity prices - howewver, 2015 hedges are solid
and we see less downside risk to our current estimate based on the revised
~$66/$3.76 DB price deck we are currently using. The company should go into
a largely maintenance mode in Haynesville or even below that if current strip
prices persist.  With medium term price expectations of $70/bbl, despite
weaker economics, we see the company continuing its drilling in Eagle Ford.
We see total capex of $460 million (versus ~%435 million in FY 14E). Owverall,
we see this driving & cash burn of ~$350 million through FY 16 - therefore,
current liguidity is sufficient. Also, PDP buyouts in the Eagle Ford (for wells
that previously reached the required rate of return) should enhance revolver
availability marginally in the short term.

Overall, we acknowledge that like many other lower tier HY credits in this
commodity price environment that XCO is also under stress. However, yields
have also widened significantly over the last few months factoring in this new
reality. At current levels (YTW:16-18%), we see the risk-reward matrix favoring
the latter due to credit positives discussed earlier; the most important drivers
of this view at relatively better 2015 hedging {top guartile) and through cycle
liquidity (Z2nd quartile) of XC0O versus similarly rated HY peers (B/CCC). We are
positive about its high gquality gas asset in Haynesville - despite current
weakness in gas prices, we see improving 5/D dynamics in the US market over
the long term driving 8 more sustainable business model. In the interim, we
see current liquidity levels as more than adequate for getting through the next
couple of years. \We maintain our EUY rating on both the XCO bonds.
Downside risks include weakness in operational performance and a further
weakening in gas prices.
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Figure 62:

EXCO Resources Financial Summary
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|Figure 63: EXCO Resources Financial Forecast

e 163 51 158 124 1% i REld 518 T E4F L] (2] EH 53

Neakrad Hedging Gair  [Lax) - Canh Flow Hedges . - . - . . . . . - . . - . .
et Faostiue EL L] ] = (F3] T Tar 0 5t O] Ly L3l (23] o 53E
purating Cosk L] 2] 2] 3] L] L] L2 ] L] a7 O 06 I oa 2 e
Neakned Hedging Gaie / fLasx) [F5) A7) 2 ] -] 15 4 1 [Fi) ] e 42 (=] = 2
|EEUTEII.‘= g e e L 1] Ll 2 kL] ] Lk ax ] (L= an E] =8 wE
oo& & BT a3 2] = ED L1l 5 H E =] s 245 B 41 241
E=T aF ] ] o] =] L] ] H f- ] TE ] & B a7
raees! 28 ] ol ol & = ] I 4E i -l L] G2 18 nyl
BT (o] athara L ] 2 H A RE] [ [E] 5 162 ™ EE] o [T} [T
LA {100 wel i Eqesti i L] L] 1 i 1 i 1 LL] L] 116 k] i E E
Draa fima charpea 3 - - - - - - - - s 1,124 | a - -
BT jinc] athars) L] 2 a2 2 4 RE] [ [E] L] = 1,350 F ] [LE] |
Tais 1 1] 5 151 [t:] S i 17 Ay
Hel nzara = z a 1 []] [} ] [E] [53 - 1,350 F ] 1] M
LTM EBTOAL with Hedgas " a2 EL ) w3 a5 ue m ns 4 = 4= £ 1 | s F11
LTRY EBITLVE wilhasi Hedgen 1z H2 A4 T an T b= 1 3 =0 azl m Lo HLH F
#ctimd W Crede (S5 (=1 arzs T =250 250 5500 =750 RS 2516 .8 a2 =13 248 5200
oot oy Hids Watwaa | Oas (B am 305 Ay am B7E AT &TE LE ] ape 12 L A B7E 175
Key Producsion Duia

Compary Matsral Gaa. praduciion jrand] EEE - 31006 mam =, 550 R 7,63 FLE- ] 200 wTATE 17a.205 =1 153,321 121,387 MW 112,438
Reaknod bkl Jas Frice ek b Ll 355 12 L] AEs 153 Ak iy A, L LY A, P
Compary O Proguction (Mebis] 3 =T =37 s =44 th 615 BB L1t 741 Rl 1,188 2m4a =388 713
Rk 08 Frice AREDH b Ll 543 ke LEF -] AR L] BT P iy A, L LY A, P
Compary NGL Prosuciion iy EH] 5 a2 = & Bl a2 ] - - 8 241 = HL 238
Meakned KGL Pica (0] ) e 74 = .25 ¥ 273 myn i HA ) i L) 1) i
Total By wakent Produsced i 3E A0 Bd B 1285 & T A1284 B TR AEAS -1 FiEiE PRl 1A, EEE QKT ECRLT 187578 ET. MR
Toial Equisalent Paslzed Simche) 48 48 45 4TH 441 444 4.4 an B3 48 ae 4.14 473 482 421
Aewerras & Cizarsting Marging par Mefs

Nealastizn IR L] 3 FIN-] S4TE A 5444 B 54 503 BT SLEE EINT] TH 54,52 5421
Lithag Caosity LE ;] LK) 185 LK ] 57 . k-] [3E2] LAE ) L LN [ 1K ] 4114 LI LK #1553
Gli 5047 AT 041 S04E $153 30,53 L] 3083 5 557 SO44 L] AL 5043 s
|ooes B LR #19 | =1-] E LN L3R 1) o i LAl ] wam e #1531 LR ] B ERL-E
Cpaning ncoma 5.1 500 50T S08% A L EH 514G L s sLEz LT 5098 LS S0 582
Imreai ard Praf Diwidend 50 e $0.71 ;s s p ] $1.m0 L1 5041 513 L ] LD 501 s
Yo awy. FEC @A jinang) 1) B E L¥- B i ] [ - F] B iR LT | -1 | -2 2 B Baag 23
3 awg. FAD all |ned mcry a7 T $8.27 3537 $527 35T B a7 a7 HIE ] Lo 5108 $E.27 mET 537 s0.z7)
Ful orgol e g0 L LR 2] S fLE ) inEE wad ¥l e e M a8 [ ] LI L ] L AAT) #1114
Frea Cash Flaw:

EBITORN with Hadgen e e a 1 72 T L] L] 4 = 4 1 =0 s FA
Corn] Tais 15 i

Tertsl Capax man (L] LE] (L) §1En s LU ) ms ] L] 1234 ) (L) Ll L2
Changs in W Working Caping 0§ [l ) -] [Kal] L] 151 (b 0y 127 Fdl = 18 £
Canb Axuiakse for Dbl Serdca T [ [F] i ET iy FI (L] [[LE]] [ [ i [E] (5] [[ET
i |Excl Capitsised inieresf) Iz [ ] 2 A} E2] 1 ]l 2 H = =] '} = b 13
Friss Cashi Flow' a5 [hH] el e 1] [Ra i 1} ea 1] (L= [l n P [EXEH LLL ]|
LT B e 1= - [L=]] - - - - - HIN (1] [k} T 3 - -
| Disposal ol S o Puosrsned Canh Uags a8 2 ] 118 L =5 1o b 198

Frees Cash Flaw Incl Azssl Salss 1] 1 (55} 5 ] [ 551 [0 = (L= s (o] 141 |43} [Tl
Dalasce Shast Dui

Case UL ] 2] M B3 -] = - b 208 -] 116 L = b 2
|D=kg

Sawace Hokes & O 1.0 1359 1an 1.3 1244 1.5 1244 1.5 T T T 1.5 13a 1.0 1244

it F o Sy IE 162 ] 178 L) b am| dia 5§ (AL 1108 ] 8 (5] L1
Lzng Term Ciakst 1,508 1512 RETT] 1,433 1443 1,538 159 1,02 (ETT] ] 1,848 141 L4z 1,082 1844
WY Gegwh a0

Newarss Grzwih [Incding Reaked Hedging Gair| % % 3% - =% R % " an F- B 1% 4% T 7%
Pristhamionn Gt s L ark T 5% 5% 2 ¥ L kg i 5% 6% E= L
LT Gt Exatis s fin el progord onate ssane of Panaership easiags and debt

ESTCAN Canh Infmremi {ind. Capialkned ke ) L 47 L1 LEH ik L 24 2 TEx T 13 4t L L i
B, B SEAERTRAX 1B LT 07 §.5 LES) LT (R} L 2 2 i 2 [T L 2
DesVEBTOAY ks 14x T 14z &% 47 L1 55 BT L 41z 4T e L B
Hil Gl ERITDAY EE] 1 L 1A af A K L1 5. A 2 1 2k ELT] 5 B
Dt Pipas] Rosorwes. (bbore| 1n LR 1.3 [ 1R ] L 1] [1E ] L] WA L1 | LE-] HE #18 L] L Hiy
DetiFrzead Cavelops Fasarves. ks 5201 e s2.10 5156 s1a L =R H 5218 i 511 Lo 5150 L] LT [ HA
LTM Crecht |nacl mhare o awrrirsgs and debli

ESATORAR oty Wi (Wil Cagd@iad bnins) EL] LEL Gl £ Ak B 28 25 7B T.5a B EL Eds fL 2
B, Saw) S LAED TDHAN 1.7 ey L i ks L (AL L A (2] By am (L] e EE]
DestEBTOAL T 34 im 18 & 48 ERE 55 ET i 41z 4T e L (3
Hil A ERITDAS 3 B 330 s 340 LE] 48y 516 5 A 3 B 1% ] 3800 & Ea ﬂ- 5 o 6 £

Lo Decdizohe Snak. Compusy owia

ABueug

wpai aeodion AH
GLOZ AMENURL EL

EFTA01097728



U] SBIUNDES YURE BYISING]

5¢ abeg

CE scenano Analys

Figure 64: Commodit

ABueug

upaig) seediog AH
510Z AMeNURr £|

FY 15E EBITDA (3 Million) FY 15E FCF (¥ Million)

NYMEX 1 NYMEX G )
.78 52.78 5278 .38 .78 $4.74 5178 FFEE] 5278 .78 574 $i.78
& 208 $167 3l 17 s247 E=0E] [ 00 (R6H E41) 3218 [ o] g2en L]
a T T 202 tax s kel sa0l (RIS gz (5304 [ ] 235 L2
= 8500 3186 £218 824 RETE 344 85000 (834%) (&7 [E2az fenctl] [8224) 8210
$600 3200 £330 £080 g0 2358 s6o0  (5331) (£308) (8280 13296 i3 k] [k
= 2 -1 B - ] 2 2T 304 T2 21 SR 2y 265 L] E200 187
= seo 220 £258 EFL il = seal (ST (E2nE [§25T [ - ]| a0 L]
go00 3343 2273 £303 5333 401 go0@ (5285 (827 (8245 (53] (178

FY 16E EBITDA {3 Million)
]

WYMEX G

4.7 4T 54,7

£239 283 3 303 (2374 (EA2T) E2ED j5=33) 318 (B85 18104
2261 2311 B8O (B35 (EA0E) E255 15212} £3165) E124) 580
=203 E ks 500 () (£ 2] [Een 5150} [=3E L] [Eq0 k] 1$58)
0D G 120 S| E2E 15216 15109 E12T) cE1] 137
=Rn ESEL] MOy EBE E247) 15148} E05I B0 1515
£3s0 2400 gB03 (22 (E220) 3 15138) 34| (£3H] L)
£ara 2422 $B80G (8245 5198 18152 15105 4352} En a7

FY 15E DeblPraoved Res (S Mete)
MYMEX Gas |(&'mcfe)

F¥ 15E Mel Leverage
:mecte]

51,75 5478
5300 &6 $16 £18 $15 $1.5 1.5 $15
5800 E1E $1E 516 516 315 £1.5 5
§808 B0 ] 516 ] 315 £.5 $15
600 56 $16 516 $15 $1.5 5.5 $15
FET I $16 514 $14 1.5 5.5 14
5800 E1E HE 515 515 315 5.5 HIE
oo E1E H 515 515 215 E1.5 HI

F¥ 16E Mel Leverage FY 16E DeblProved Res (SMoe)
= e as |(Emaote]

.78 $2.7 s2m 50 1.7% 4.7 47

E $300 026k 43 1x 2.0k 1 L= i B2x
-] sS40 140 X0 176 LAR. ] LB * s Gom
= 85000 5ETx 2.5k 1480 102 T B3 5.2x
S 600 35 Ax 18.5x 9.0x TAx S8x 4.8
E o0 2% 11 Rl LRI LE =h A4 dx
'_# EB0.0 195 127 ke F Tz LR 4 8x 41x
8000 158x 10.8x 2. B.5x 5.3 Ex 3. B

S Deensote Bamk

EFTA01097729



gy abieg

“Ou| SENUNTES HUBE ayasineg

Figure 65: EXCO Resources Benchmarks T
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Relative value

When the merger between Forest (FST) and Sabine Oil & Gas was announced
in May 2014, it appeared as if it would trigger the CoC provisions in both the
FST bonds. But, with the collapse in oil prices during Q4 14, it became
increasingly clear that the new merged entity would not be able to refinance
the bonds. MNewvertheless, the two companies went ahead and completed the
merger plan in December by circumventing the CoC clause (e non-FST
shareholders owning =50% of voting stock of the merged entity). Under the
revised transaction terms, while Sabine shareholders continued to hold 73.5%
economic interest in the merged entity [which will be named as Sabine Oil &
Gas), the voting stock issued to them was limited to 40% with the balance
issued in the form of non-voting convertible preferred stock (with no
conversion permissible if it would result in Sabine shareholders owning more
than 49.99% of the merged entity). FST shareholders therefore continue to
hold the remaining 60% of voting stock.  With CoC option completely
remnoved, FST bonds now trade as a function of the [highly distressed)
fundamentals of the new entity. One consolation i1s that the overall new entity
has better scale and superior asset guality compared to standalone FST.
However, in the current commodity environment, even the combined asset
base still implies an unsustainable business model, especially given the high
leverage levels of 4.9x. The three key assets of the new entity are - East Texas
(Cotton Valley/Haynesvillel, Eagle Ford and Granite Wash. Of these, the first
two provide only modest returns of 17-27% even at %90 oil/34 gas and
therefore would be largely uneconomic at our current price deck of ~%bh
oil/$3.75 gas in 2015, Only the Granite Wash provides solid economics of
=100% at $90 oil but with just 33.5K net acres, the inventory is limited. Given
the above, we expect that the company would limit itself to a sub-maintenance
level capex program in the $400 million range over the next two years driving
pro forma production decline in the 10% range during the corresponding
period. We see EBITDA of ~3350 million in FY 15E further declining to $260
million in FY 16E. Cumulative cash burn through FY 16 should be in the $450
million range, largely exhausting current liguidity levels of $480 million. More
worryingly, it points to a business which cannot sustain even sub-maintenance
level capex. By end of FYE 16, we are also looking at net leverage moving to
precarious levels in the 11x range. One near term positive in an otherwise
gloomy picture is the company’s strong hedge levels for FY 15E (84%).

In summary, we are loocking at a business, which cannot sustain beyond FY 16
under the current commodity environment and likely cannot sustain under a
long term price deck of $70/34.25. With current bond prices in the 30s, we do
believe the high risk of bankruptcy is somewhat factored into the trading
levels. And, the company does have runway through the next year due to its
strong 2015 hedges. However, with significant leverage and limited liquidity
options, the nsk around any RBL owver-advance situation if the banks take
down FST's borrowing base is real here - and would be a significant further
negative for trading levels. We are therefore moving to & SELL from a HOLD
on FST bonds. Our previous rating reflected expectations for a CoC that never
came to pass, while our new rating reflects the current commeodity market
realities and a higher than average risk of default given higher leverage and
less liquidity versus peers. Further, the company’'s assets do not look to cover
debt even at current trading levels in the 30s. Yields in 35-40% could at first
seem like a cheap option to investors, but we still see downside from current
levels. Upside risks include improving commodity prices.

Deutsche Bank Securities Inc.
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Figure 66: Forest Oil Financial Summanry
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HY Corporate Credit
Energy

Halcon Resources

Relative value

In the face of the dramatic downward shift in commodity prices over the last
feww months, the question hanging over the lower-rated credits is the
sustainability of the business model itself. For Halcon (HK), given its high
leverage levels, this issue is even more relevant. In this context, the revised
outlook provided by the management earlier this week is a major positive. The
company said it would contain drilling & completion capex to $375-$425
million, sharply below the %1,100 million in FY 14E while keeping total
production relatively flat. To place the new plan in perspective, it is just half of
the previous capex budget provided in Movember of $775 million while
production target has been taken down by just 18%. The management is
achieving this by halving its rig program from € to 3 - two of the rigs will now
be focused on its best asset, the Fort Berthold acreage of its Bakken play. The
East Texas Eagle Ford play, where the company had previously planned a
ramp-up, will now be allocated a solitary rig. The revised production target
also means its oil production for FY 15 is now largely hedged [(88% @
$£87.29/bbl). We therefore see EBITDA of $655 million (only 15% below FY 14E
levels) with a modest cash burn of ~$75 before asset sales despite a heavy
interest burden of $185 millicn {about a quarter of EBITDA). We see a largely
similar financial performance in FY 16 as well - flat production levels on a
~$600 million capex program though driving slightly higher FCF burn due to
lower realization levels (negative 385 million). Liquidity, while modest at 5797
millien including $95 million of cash, will be more than sufficient to manage
the revised drilling program. Owerall, while leverage levels will stay elevated
(5.8x by FY 16E), the company looks reasonably well placed to service its debt
through FY 186.

The longer term outlook is more challenging however. The inventory of its
best asset, Fort Berthold acreage is limited and will run out over the next
couple of yvears. Therefore, run-rate maintenance capex in the medium term
will increase to abowve the 2400 million level. |ts other assets -Williams
acreage in the Bakken and East Texas Eagle Ford acreage — have considerably
weaker economics, which require $80/bbl WTI price to generate a 20-26% IRR.
That said, we see the company driving considerable reductions in well costs -
both due to greater efficiency and softening service costs — neither of which
are factored into the above analysis. Going forward, we expect both assets to
be economic at our long term oil price outlook of $70/bbl.

On balance, we acknowledge that HK, given its high leverage levels compared
to other B/CCC peers, is more vulnerable to the current commodity downturn.
However, we continue to have a constructive view on the credit since we
believe the risk-rewward matrix is attractive.  As we noted above, strong
visibility from its robust hedge position and low near term maintenance capex
levels provide relative stability to the company through FY 16. Longer term,
we see the business stabilizing on the back of improvement in medium oil
prices from current levels and strong cost efficiency gains.  Admittedly, our
earlier expectation of meaningful deleveraging over the medium to long term
driven by strong production growth does not hold in the current environment.
But with yields of 14.5-15.5%, one of the highest among B/CCC peers,
investors are being suitably compensated for the additional financial risk. In
particular, with bonds trading levels at or around 75, the company is trading
close to our expected 2014 PV-10/debt level providing reasonable asset
coverage. We maintain our BUY rating across HK bonds. Downside risks
include extended period of weakness in oil prices, weaker-than-expected
efficiency gains.
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Figure 70: Halcon Resources Financial Summary
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HY Corporate Cradit
Energy

Hilcorp Energy

Relative value

Hilcorp, despite its strong financial profile, has been an underperformer among
BB E&P credits following the sharp weakness in commodity prices in recent
months. This is attributable to its asset portfolio which consists of mature,
conventional assets, amidst a peer group primarily focused on shaleftight oil
assets. In a weak commodity price environment, this places Hilcorp at a
relative disadvantage as the company's per unit LOE costs are higher -
$21.90/boe, almost double the peer group median. More recently, this was not
a major concern as long as the oil market was steady and the long term
outlook was robust. However, the contrast versus its more nimble peers
loperating unconventional assets) is highlighted more given the current oil
backdrop. That being said, we see several important offsets to the above
metric.  First, Hilcorp has a strong financial position with net leverage (pro
forma for BP-Alaska acquisition announced last year) in the sub-1x range, one
of the lowest among BB-peers and solid liquidity levels. The company also has
impressive proved asset coverage. We estimate PV-10 s of FYE 13 pro forma
for Alaskan acquisition of over $8 billion; even assuming a 50% haircut to
factor in weaker commodity prices, we are looking at pro forma proved asset
coverage of 2.7x. Second, the company has a strong track record in executing
on its business strategy - a key aspect includes acquisition of mature
properties and extracting value by optimizing production levels. Importantly,
given its strong financial position, the company is well placed to take
advantage of attractive cpportunities in a buyer's market. Third, Hilcorp also
benefits from a solid hedging program covering 58% and 38% of FY 15E and
FY 16E revenues, respectively. Of note, the hedge ratic includes fixed price
long term contracts on its Alaskan gas production. The latter accounts for
~20% of overall revenues and provides a key diversification from the wolatile
commodity markets of the lower 48, Its hedge program lends good visibility to
earnings/cash flow — we see EBITDA in the $1.1-1.2 billion range over the next
two years, sufficient to meet estimated annual capex of 1.2 billion. FCF burn
should therefore average ~%100 million annually excluding impact of
acquisitions.  While net leverage should increase from current levels of 0.9x
(due to decline EBITDA pro forma for acquisitions) to 2x area, it is regsonable
for a BB-rated credit. Looking at a downside scenario of $50 oil/$3 gas, we
see FY 16E net leverage should still be at acceptable levels of 2.7«

On balance, we acknowledge that Hilcorp’s business model does place it at a
slight disadvantage versus its BB-peer group given the changed commodity
environment. But, with its yields in the 6.7-7.6% area trading in line with
SELL-rated DMR, we see solid value here. We therefore maintain our BUY
rating on both the Hilcorp bonds. We see DMR - with its high cost,
conventional asset portfolio - as a good comparable to Hilcorp. Hilcorp Motes
21 (YTW: 7.3%,) trades largely in-line with DNR Sub Motes 21 (YTW: 7.6%) -
we see better relative value in Hilcorp given its better ranking and significantly
more resilient credit profile (1-2 notches higher credit rating) driven by a
meaningfully stronger financial position (FY 15E net leverage of 2.2x versus
3. 7% for DMR). Downside risks include extended period of weak commodity
prices.

Deutsche Bank Securities Inc.
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Figure 74: Hilcorp Energy Financial Summary
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Newfield Exploration

Relative Value

Mewfield's recently announced FY 15 capex (excluding capitalized costs and
interest) is around $1.4 billion range or down ~$500million YoY; this was
below the $1.6 billion levels, which management noted as the likely level
based on $80/bbl. The lower capex outlook is expected to bring meaningful
reductions to its FY 15 cash burn; we estimate ~$200 million of cash burn for
FY 15E. This bodes well for its goal of neutral FCF in FY 16. The reduction is
likely to be across the Uinta, Eagle Ford and Williston plays, while it would
continue its focus on the core Anadarko where the company demonstrated
solid operating momentum in FY 14, NFX has set an ambitious target of
doubling preduction in Anadarko during FY 14 and achieving an exit rate of 50
Mboe/d by end of FY 14. Of note, NFX already reached that target exit rate in
Q3 14 and expects to average B0 Mboe/d during Q4 14, Well results in
Anadarko - across the SCOOP, emerging STACK and newfound Springer Shale
- have been solid; both SCOOP and STACK wells continue to outperform the
type curve. Besides the Anadarko Basin, momentum in other plays continuad
to be solid allowing MFX to raise its FY 14 production growth guidance to
+21% Yo (PF asset sales), above the previous 10-20% YoY target. We expect
this operating momentum to continue in FY 15 and FY 16 and drive single-digit
production growth (6-8%) despite lower capex.

Besides operating momenturm the other key factor in the medium term is
MFX's hedging program; with 80% of FY 15 revenue hedged and 57% of FY 16
revenue hedged MEX ranks 3rd highest in our peer group. However, the
caveat to the solid hedge levels is the hedging structure; 80% of the oil hedges
in FY 15E and 100% of oil hedges in FY 16E are three way collars limiting
downside protection to $70/bbl only. Driven by the operating momentum and
some hedge protection, we expect FY 15 and FY 16 EBITDA levels to be ~%1.4-
1.5 billion. On leverage front, we expect the company to maintain current net
leverage levels of ~2.0x currently, which factors in 3600 million proceeds from
China asset sale. The timeline for the szle has been extended recently with
price as an issue. We believe solid operational progress and a high likelihood
of divestitures (China) will push this currently split-rated credit company (BEB-
/Bal Senior Notes) to full |G within the next 12-24months. We maintain our
EUY rating on all NFX bonds. On the margin, we believe the possible positive
catalysts for NFX (operational, asset sales) make these bonds trading at ~6%
more attractive than SELL-rated QEP bonds trading in the same area [YTW:
6.1-6.3%) given we might see negative catalysts from that credit. NFX
Downside risks include higher-than-expected spending needs or lower-than-
expected production growth.
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Figure 78: Newfield Exploration Financial Summary
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|Figure 79:

Mewfield Exploration Financial Forecast
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HY Corporate Cradit
Energy

QEP Resources

Relative value

QEP Resources (QEP) divested its midstream business in October 2014 for $2.5
billion, and before it could make any major decisions on rewarding
shareholders from the sale proceeds, oil prices cratered. Thanks to this
fortuitous timing, QEP is starting off the current commedity cycle on strong
financially footing - net leverage levels pro forma for the transaction are 0.6x
ithe lowest within the peer group along with XEC) and liquidity is an
impressive $3.2 billion including $1.4 billion in cash (the company paid down
~$900 million of revolver borrowings and unsecured term loan). While QEF
scores over its BB-peers in terms of financial risk, the outlook for business risk
is relatively less attractive. Specifically, QEP lacks high gquality assets with
significant scale li.e. lower inventory life) comparable to peers like RRC and
MFX; its Bakken acreage is only 109K net acres of which the top quality South
Antelope acreage is just 27K net acres. The issue was only partizlly addressed
by its minor Permian acquisition in late 2013 (26.5K net acres). Consequently,
it is difficult to see any credit catalysts in the horizon for the company driving a
meaningful improvement in  credit profile from current levels. We
acknowledge that, given its strong financial position, management could
attempt to remedy the situation via another major acquisition of high quality
assets and that, given the current condition of the asset markets, could even
get it at an attractive valuation. But, &t this stage, it is too early to factor this
into the credit outlook. In terms of financial outlook, we see a modest
deterioration from current levels over the next two years driven by weakening
earnings and modest cash burn. We expect annual capex to be about $1.4
billion {wersus $1.7 billion in FY 14E) driving production growth in the high
single digits. Howewer, EBITDA levels should be in the £1.2 billion range for
both years, below %1.3 billion in FY 14E (pro forma for divestitures) due to
weaker realization. In turn, we see cumulative FCF burn of 3550 million during
the next two years and net leverage moving up to 1.3x by FYE 16. The
company's hedge program is fairly modest - 25% of FY 15E production and
close to 0% for FY 16E - exposing it to downside in commeodity prices. Taking
all of the above into account, we are moving to a SELL from a HOLD on all
QEP bonds (YTW: 6.3-6.5% on longer-dated bonds). Overall, given their recent
outperformance, BB high vield E&P bonds have significantly outperformed -
QEP included. Further, given our shorter outlook for cil in TH 15, we think we
will see further weakness in overall E&F bonds before we see any marked
improvement; we think this leaves BBs without catalysts as set to
underperform, of which QEP is one. Upside risks include using cash on hand
to pay down debt while downside risks include potential levering acquisitions.

Deutsche Bank Securities Inc.
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Figure 82: QEP Resources Financial Surmmary
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HY Corporate Credit
Energy

Range Resources

Relative Value

RRC has announced FY 156 capex budget of $1.3 billion; $220 million lower
than FY14E levels given further capital efficiencies, the company maintained its
production growth guidance of 20-25% Yo¥. The FY 15 capex plan is expected
to drive cash burn in the range of $275 million while for FY 18 considering flat
capex levels Yo¥, we estimate RRC will fall slightly short of its goal of positive
FCF, although still pretty close with cash burn of about $110 million. RRC's
strong production growth outlook implies solid EBITDA improvements despite
modest hedging levels (47% of FY15E and 6% of FY 1BE revenues). We
estimate FY 16 EBITDA of $1.3 billion, +10% from FY14E levels maintain
leverage at the current 2.7x level. Looking at operations, the focus will
continue to be on its flagship, low-cost Marcellus assets where the company is
spending 92% of FY15E capex and continues to focus on drilling longer laterals
and increasing frac stages driving both efficiencies and better returns. We see
RRC's Marcellus acreage as one of the top-rated assets within our peer group;
for instance in the core southwest Marcellus dry gas acreage & 5.2K foot
laterals well delivers 85% IRR @$4/Mmcfe, which should get even better with
the company targeting to drill 6.2K foot laterals during FY15. Driven by strong
operating momentumn in the play RRC continues to expect to grow its
Marcellus proeduction to 3 Befe/d (net) with the key positive being its ability to
take the production out of Appalachian basin to improve realizations. On gas
transportation, RRC has noted that its takeaway capacity would more than
double from its FY14E levels of 1.1 Befedd to 2.4 Befeld by end of FY 18. On
the midstream projects; two of the three ethane projects are already online 1.e.
Mariner West (15 Mbbl/d gross) and ATEX (20 Mbbl/d gross). RRC expects the
third project - Mariner East to begin carrying ethane in 2H 15, while the
transfer of propane using Mariner East is expected to start this month. Once
gll three ethane projects are online RRC expects a 25% uplift to its realizations.
In addition, propane transfers should benefit the company wia higher
international prices and lower transportation expenses. We maintain our BUY
rating across the structure. Longer-dated RRC bonds yield 5% {or in line with
the BB index). Aside from the “energy” taint, these bonds would be trading
50-75 bps inside the relative index. We still believe the credit is going to 1G,
especially given it will come close to reaching its goal of positive FCF in FY 16
and beyond - an impressive feat given (i) production growth of 20-25% YoY
and (i} a commodity bear market during the same stretch. Downside risks
include any midstream project delays and widening Mortheast differentials.
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Figure 86: Range Resources Financial Summary
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Figure 89: Range Resources Benchmarks
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Energy

Samson Resources

Relative Value

Samson had a vulnerable credit profile even before the current weakness in the
commodities market given its high leverage levels and the modest quality of its
asset base. Mevertheless, we had a constructive view on the company for two
reasons, the company had a good proved asset (or PV-10) coverage (relative to
its yield levels) and we expected an equity infusion by the sponsors as part of
the restructuring of its business. With the sharp downward shift in the
commeodity market, the first contention is not walid given the substantial
erosion in PVY-10 value. As regards the second, the sharp depletion in the value
of its net assets largely rules out the possibility of an equity infusion. The
$£2.25 billion Senior Motes "20 currently trade in the 30s, which implies the
equity value of the business is negative ~$1.5 billion. Given this it does not
make economic sense for the sponsors to invest eguity into the business.
Therefore, the credit is now basically driven by the outlook for fundamentals,
which is clearly precaricus. Leverage levels are already at 5.5x and this is set to
worsen further over the next two years to 9.4x on earnings weakness. We see
EEITDA deteriorating meaningfully from FY 14E levels of $622 million to $496
million in FY 16E - based on flat production levels and weaker realization. The
lower EBITDA levels are not sufficient to meet its maintenance levels capex
lexcluding capitalized interest) of $830-3700 million. Moreover, the company
also has a high annual interest burden of ~$290 million. Owverall, we are seeing
& FCF burn of close to $950 million over the next two vears - i.e. 8 business
which cannot even sustain maintenance level capex. Also worrying, current
liquidity is just $434 million - the company will run out of cash by 1H 16 unless
there is an expansion in the borrowing base (we are assuming a 3500 million
addition to its credit facilities in 2016, likely from a second lien loan). Further
aggravating the weak outlook, Samson, which has generally been a
conservative hedger and protector of cash flow, has fairly modest hedges for
FY 15 (40%) and FY 16 {25%) driving further downside risk to our estimates; for
example, at $60/$3, net leverage could be close to 12x levels by FYE 16 and
cumulative FCF burn through FY 18 would be 51 billion.  Even in our base
case, we see the company breaching, by a wide margin, the net leverage

covenant limit of 4.5x in Q1 16 (the covenant has been relaxed through FYE 15).

Owerall, many of the positive ideas we discussed in our 2014 initiation of the
credit are being turned on their head given the commaodity backdrop especially
the deteriorating PW-10 and equity infusion in addition to the difficulty of
selling assets in this market. Our initial call was very catalyst driven - positive
ones. Further, given that a structure has already been set up to layer in
additional second lien debt (3500 million), we see future layering as highly
probable outcome. So, while SANST 9.75% Notes '20 bonds are trading in the
36/38 context, we do see further downside. We therefore move to a SELL
from a EUY rating on those notes. Upside risks include an equity infusion from
the sponsor, assets divestitures and/or distressed debt exchanges.
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Figure 90: Samson Resources Financial Summary
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|Figure 91: Samson Resources Financial Forecast
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13 January 2015
HY Corporate Credit
Energy

Sandridge Energy

Relative Value

As a single-asset company with modest economics, SandRidge (SD) is
relatively more vulnerzble to the new, significantly weaker commodity price
landscape. Motwithstanding the high-grading and the substantial operational
improvements across its Mississippian acreage over the past two years, the
company is likely to struggle to build a sustainable business over the long term
given the weak outlook for oil prices. DB equity research sees the
Mississippian Lime achieving a 10% IRR at $80/bbl cil, ocne of the most
challenged plays in the US. The structural funding gap problem - the intensity
of which had been steadily receding in recent quarters due to solid operational
performance — is now front and center. Despite a sharp ramp down in its
capital program - we expect annual capex to average $1 billion over the next
two years (versus £1.6 billion in FY 14E) - we see the company burning $1.2
billion of cash through FY 16, exhausting most of its current liguidity of $1.3
billion. Maore worryingly, we see outlook for continued cash burn indefinitely
beyond FY 16 even in a maintenance capex mode. We see annual run-rate
EBITDA of ~%710 million at S65 cil/$3.75 gas. Given annual interest obligation
of close to %300 million, the company will clearly be unable to meet
maintenance capex of, say, $500-700 million and remain FCF neutral This
situation would be further aggravated in a downside scenario of 360 cil/$3.5
gas with EBITDA dropping to $580 million. In short, the Mississippian acreage
iz not well suited for a low commodity price environment, especially as a core
play for a company as financially leveraged like SD. Further, the option of
augmenting its liquidity via asset divestitures, which appeared to be a wiable
one just a few months back, is now all but gone. Its midstream infrastructure
in the Mississippian play, which might have fetched a valuation of up to %1
billion earlier will now be worth much less, and on a partial monetization, could
receive maybe $200-%250 million. This owerlooks the difficulty in even
attracting buyers given guestions over long term sustainability of play
economics. The value of its stake in upstream trust subsidiaries has also taken
a severe beating in recent months and is now worth a little over $100 million.

While we acknowledge that the recent resolution to the financial filings is &
positive, the wviability of the Mississippian play is still 8 major concern for the
market as evidenced by the trading levels of other HY issuers with core
positions in that play. Midstates Petroleum (MPO, not covered] is a relatively
smaller Mississippian comp with a fraction of the liquidity of SD and about
1.5% turns more leverage (6.5x in 2016 Bloomberg consensus) - it trades at
about 2x the spread of SD (STW: ~2500 bps area). That said, looking at
SandRidge, we don't see any visible catalysts on the horizon. Technically
speaking, the credit is up roughly 10 points from its mid-December lows
(bonds now in the 86-67 area, YTW: 15-18%) leaving us to believe that
upside/downside 15 skewed to the downside as we enter the seasonally weak
1H. Further, we think current trading levels already have an expectation of
lower announced 2015 capex levels built in. With that said, we are moving to
a SELL from a HOLD rating on the name as we believe one could see more
attractive entry points in the name geoing forward. Upside includes better well
cost reductions and higher type curves and lower than expected FCF burn.
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Figure 94: Sandridge Energy Financial Summary
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Figure 95: Sandridge Energy Financial Forecasts
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Figure 96: Commodity Price Scenario Ang Sandridge Energy Fore trics g
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Figure 97: Sandridge Energy Benchmarks
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HY Corporate Credit /
Energy

Financial Summaries and Sensitivies
for Non-Covered E&Ps

The companies that follow are non-covered by Deutsche Bank High Yield.
Presented are historical financials only, as well as sensitivity analyses based on
Bloomberg consensus estimates. MNone of the below figures represent
Deutsche Bank estimates or opinions.

American Energy Permian (AEPB)
Antero Resources (AR)

Bonanza Creek (BCEI

Concho Resources (CXO)
Diamond Back Energy (FANG)

EP Energy (EPE)

Magnum Hunter Resources (MHR)
Midstates Petroleum (MPO)
Dasis Petroleum (QAS)

Parsley Energy (PE)

Penn Virginia {PWVA)

Rosetta Resources (ROSE)

SM Energy (SM)

Sanchez Energy (SM)

Tullow Qil {TLW)

Triangle Petroleum (TLW)

WPX Energy (WPX)

Deutsche Bank Securities Ine. Page 117
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Figure 98: Amercan Energy Permian Basin Financial Summary

[T
FRH Gonior honss
F.128% Senior Mot
F.3478% Banior Mot

Faranise

Raakpad Hadging Gain 1 jLoss) - Cagh Flow Hedges
Fdat Farcarua

Ciparating Coasts

Faakead Hadging Gain | {Loas)

ERITOAE with Hedpos

bl Ingome

L ThA EEITDAX with Hedgas
LM EEITOAN withoul Hedges

W TI Cruce | 3860

Hanry Hub Makaral Gas. | Bl
Harg Proaduction Dats

Flynsal Gas Pradecsan (Wecl
Faakcad it s Price [S8dch
Cruce Ol Produciion [WNshia]
Faskoad Dil Prica (b i}

Todad Equivalant Peduced o
Toind Equisvplent Aealized (Bhow)

Frims Cash Flow:

ERITOAX wit Hidges

Curant Tacas

Total Cagan

Chargs in et Wieking Capial
(T Ay dabde dor Dhebd Sareion
Inieest |Escl. Capinalized imasesi)
Frim Cash Flow

Dvaprosil of Axsaty

Frm Cash Flow incl Aaset Saies

Eularas Braosl any
T

=]

- Crul Facilitinn

- Geriar Mol & Cthar
Lang Tarm Cube

VoY Grosih Sinistoy
Fursarass Growh (noluding Roakizsd Hadging Gain)
Proguction Growth

LTM PF Crsdil Staliatics™

Dol EBITOAX

M DoV EEITCCE

Dzt Frivasd Fassarees |Bcie]

Dol Frivasd Deorssioped Rosenves (lWhicla)
D=l Prorasd Fasarses |$Bzai
IDII:I.Huud Carsalop e Faservz (5B

Faing
CHTCT
Canl/C0Ss
Canl/COC4

i [0
L] 1]
=1L} L3
n n
JLK] 11
n I
T T
EL] "
k] an
S105.80 ' eo
#50 \an
(2] 2]
3 j=EL
ns 25
L 24004
75 F]
wEaT gmaar
23 23
(38 1138
[ [k
) REC
1 1
e (AR
[{E07] [ET]
[ kA
L L
Fil, h,
il il
BT UL
B0 BT
s, b,
s, b,
b W,
b W,
kA kil
ki el

Mapurity M Date M Prica
1-8igg-19 Tl 10930
1ol A0edenel? 10834
1-Few-21 A1 -duk-1} 10385

[ 1)
2] Gl 7B
w2 [T E
1 ¥ 4%
[l 1% [F]
L EL i1
L] i1} LET]
L] 121 5 1]
12 125 T
p LA ] 1001 00 $iras
Ed T M .35
B2 1.2E 1.256
L] 402 .06
452 4 e 1]
214 4 1.4
TG B4l 1148
G 56535 §55.36
) a8 H
&) [RETY 2,704
12 i1 B 25
[L10] [RER] @ BAE)
2 3
=] [RELH (=2 ]
1= [RELH =]
WA A, ™
A h au
A Hi, 1587
A [ TEF
245 B2 128%
Fra i 16
T 135w 121u
L] 12w 1.7
L] §1 6E §158
L] [=EL] LR
ME $10.08 $10.08
& $53.19 5309

HEID
=y

120
FE

B
BRI

13153
[
oat

13.0a8)

13,0a8)

14 120
14 120
1 Eli]
a i
a w
i 28
3 T
3 a0
&8 8004
E2E3 .74
ko 1.756
LS E] $1.34
184 1127
$84.70 2.7
20d 1546
EoE] LIEE: L |
a T
Lel ] (A3Ey
a [kl
LT [Eal
] a
(1) (438)
[ T] (438)
HA [Ty
HA A
MA A
A [
A THE
[T T
HA LT
L] 88
L] ERE-L]
L] 36
T $10.08
& 453,159

T & Mykaiable Gaouiies ] 50
Furagbing Crosdi Facilny ey 0118 420 B50
Lara n Eee Sy Dbl - -
Liqusdily E ] B30
I T " TR
Farer Almsoleng Graddt Agressmnt dus 2019 a0 190
Toral Seoered Detn an a0
F it gy Pt S e Plzlan doa 3019 My 347
T.12E% Senior botas dus A120 23] [
TP S ot dus 3131 -] ]
Tonal Qipoo Dubn 1577 1,687
Halrken i, Correar! dusioe Suk Mol dus 2082 - ELH
Tetal Halzo Dabt LATT F i H
Pt Dot 1538 [-ALH
Mincrity Inbareal & Othars - -
Equty Caninbubon 1,108 1,188
Enlurpis Yakio 2m7 5341
EVIPF EBITDAN e 13.0u
Cipen Daist’ FY18 EBITOAX [ £.5x
Totnl Dat thru Holdeo ! FY1S ERITOAK [ EEx
Pt Dz’ Fr18 EBITOAX [ Efx
71 1T -0 13 cabe are chanbwd by U agmastonmast ol dasow bakssen ST 13 and 07 1Y

2] Euatache informatian nof et e for OF and G314 - 1S avd prockefion defe sppcrionsd batseen OF and OF i S

Carrpany Description: Srancas Enangy
Perraan Basin (AEPES) wins lomed in Mach
2 e e compsny bagen cparaSorm
Fnasgh aoouisiion gl Femian basin memns
lgm Endiring Rasauroes lor 52 6EN . AEBF
shionds 51 1ES

sporsc mre rae? v et
o, Thes compary hoid B34 et ecres
proapecine b Welcemp shale n e
Permian Baan. Al mad of &1 14, pra fomm
kar the oo siion AEEF gy paosesd
regarens of 114 Mmboa sih P 10 o

I!E T, Ml e PF peodducbon siood of B

IP-m n Baga - Wollcarmp shae n

Faagan, iian and Caokedi oguniles

Sumbarn
eabo of 4555

) Lavivagee sl s e 52 B8N acquistion af iunans faak phace af e st o tha pariod god
it o prevad e an af Bae 37, 2504, Addvavaly sl for AEFE PR defid Jasvacy 4, 2078,
1) P foema for 1be B004iNGn o Tl Grass ana ader bod-an Sopuisiions
(5] Proved resanees and PISAD gane as of il 37, 2014 msevve e and raplacermen! rang avmbevs Dased on P 13 resane epast

Souroe: Devteche devk, Compny cam

Page 118

P Rasoryss - Mo Gas jmncl)
P s oy - Ligueds|Wbbis]
PO Equasanihiboa|

e Geas
[ Prved Davedapesd

Flwcoares Liw |Vows)
Rpsarss Aepdaoomeant (41 in)
FArseres Aoplacamant (O &1

Py ol Faserves (3omi

153 827
13267
18 a0

15%
19%
Hi|
4E70%
FES.

2.0

W e .48
AE% IS -482

[ RT

1E8M7

Deutsche Bank Securities Inc.

EFTA01097772



U SBIUNDES JURE BYISING]

611 shed

i

Figure 949 Commodit Amerncan Energ

Price Scenario Anal

F¥ 15E EBITDA {5 Million)
NYME ]
5235 5275 X
§1.20 §140 5159 3179 £183 §213

17 1195 s21g 25 255 £2T4
£23 £24 gl = 10 L
H2ET £307 §337 346 E366 H3EE
§343 £33 5322 M0z £422 Bad
L 18 250 a0 £ATF $ad?
Fadd £ E2ER] 81 633 $55)

FY¥ 16E EBITDA {3 Million)

F¥ 15E Mel Leverage

= merie )

| PR 5275 §3.25 §375 2455 8475
&)ix 200 17 4x 154x 13 8x 12 4x
1% 7= T4, 1248 11 5= 10 8x 9
11.7x i.7x 9.8x 8.1x -1 7.9
22 2.6 8.0s 7.5 T E.Bx
7B TAx B.7s B.3x &l E7x
6 B0 8.7 8§ dx B 3y 4 8
& By 4.3 A8 T 48z 4.0

WYME

P

Socro Dot Baok Biooci

Fuor D vy Covniinags ol oo

5300
5400
8500
S60LD
MO0
000
F00.0

£30.0

5500
5600
ML
SB0.0
5800

NYMEX G
#MTS
(E6E0)
CEGIM]
[kl ]
(2484
2439
[E=1 ] ]
128

WYME

¢ Permian Sensitivity Based on Bloomberg Cons

§235
(E641)
RSB
[k
(E4TE)
E420)
(£ ]
=

FY 15E DeblProved Res

s (Emaofe)

[BEEZ
[$56T
#6512
(5455
(540

L5212
L]

[L1Eh
18757
[BEES
1618
L
§aTE
[l

i O Haph Thakd the fvecasia fpovas mafact Bioaoaaddn) caitsedsus asivnees ool AMEPER AR BCE! CNG FANG EFE_L TRCN WHR, WP, BA.S, PE FVA MOSE, SALTEWIEN, SAL TFLM, TL W o VX

(3=8L)
ER2E
)
31
(3364)
M
[ =a k]

[ R
3T
(3ETE)
[ L]
[ ]
¢3465]
£53495)

M ke)

435
(E6ES)
[E3:0 [a]]
[E2 150
(2400
(E345)
[E=lip]
28

§4.73

80N
(ETEAT)
(E6ET)
580
(b
(EA5E)
(E3BE)

15547
Lk
[E28 2
18381
1532
i$27
15215

[Eek
[
15650
155
152
15451

15381

ABueug

upaig) seediog AH
510Z AMENURr £ |

EFTA01097773



13 January 2015
HY Corporate Credit

Energy

Figure 100: Antero Resources Financial Summary
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Figure 101: Commodity

FY 15E FCF (£ Millian)

ABueug

upaig) seodiog AH
510 AMENUBr £ |

FY¥ 1SE EBITDA {5 Million)
NYMEX Gas (&'mecfe)

51,78 5229 [FE] =T 51,78 TR
§30.0 (0,68 (51,555 (57 A58} (L3 ] 1%71.200 1,201) &1,111
B800 (31,525 (51,837 181,347] 151256 151.168) 31,073
$50.0  (§7,404) (81,318 [§1,235) 151,936 151.088) (E85T)
B0 282 1,150 1£1,189) %1 04 [ 2] [ 2R
P00 1161) F1.0% 1w 1552 0d 1
BBOD (39,033 (E945) [BBED |57y (3681) (E581)
se00 (2917 (E8ET) (873 (3558) (8470

{5 Million)

ExTS §1.25 B4

$30.0 i1l 181,088} 1530 | (8525
600 10 [0 1§78} Elat)
§50.0 (5908 [ 1 15535 (16X
S60.0 (5725) (855 s20

MO0 (E64Z) (8355 303
S00.0 (E5E $172 EIBE
§00.0 &1 $11 563

FY 15E DebliProved Reserves (SMole)
MYMEX Gas (Emaofe)

.78 $2.7 s2m 50 1.75 4.7 4T

E $30.0 A 3lx Al 2.5 20 2l 22
& sS40 Adx 28 2 2.l 2 2% 20
L 85000 28 Z B Zds 2.2 2% 15w 1.8
a 600 25x 2 3x AL 2.0 1.5 18x 1.7
E o0 2% 2lx 2= T.He 1.7% 17 1 B
'_# EB00 20 1 8% 1.0x 1.7x 1 6 1.5x 1.9x
8000 1.5 1.8 1.7 1.6x 1.5 1dx 1.4k

F¥ 16E Mel Leverage
WYME ] WYME

Snerra Deciizohe Bask | Bioombarg Finanece (P
For ihe folovang comeanar nod covenad oy D8 Wl ek, dhe foravasts fpurar refisct finoembeng conssoruy petvnater onbe AREPER AR ICEL CX0 FANT DPE L TRCA AR D5 OF P, OESE SALSEWGEN S TOLM T wd! A0

EFTA01097775



13 January 2015
HY Corporate Credit

Energy

Figure 102: Bonanza Creek Financial Summary

g Rutirg Mrlerily PG Cune MG Friceg
72 5. hiotes Sua J0121 B3 [nbais - (Siabi) ATl AT k]
5 T5% Sr. Notas dus 2023 B3 [nintiesH- (Siabla) 1-Fat-23 T-heg-18 s
ICEEIN I T I TN T
EE 126 L iET 152 BEE B ean (]
Reohzed Heoging Gain | [Loss) - Casn Flow Hisiges
Fel Fpuanis EE 126 )3 HET 152 BEE Eea ean ag2
Dpaaking Costy X a& 3& i 5B dE 183 6 1
Neskzed Hedging Goen ! Losayd M i} it -] i} an in im
ESIT 04X with Hedges n L1 aw " ne s 1= FL]
L1:E) » r 1 44 £ Hol ] 140
ST F-T AT £ 1 44 = L] 141
L E E E -] 13 a0 4 =2
EST prsal onhwaen) 17 a1 1 E 2E H 1 84 119
b | o e B M B (1] i L5 4] 9 7
e Ly changs i
EST (il oy = ] 41 £ H B 1= ] 113
Tazaz ¥ 1 ] e 1 o E=] k] 43
sl Incoma 1= e 2t w 1 i B ETl T0
LTAA EBITDX wsith Hosdg es [ 238 i 116 a5 a7 15 165 bl
L7 EEVTIAN pamnst Hivipes [ 248 Hi 1 WE JEE El) 165 %
il WT1 Craas (L iibd| IR 105.13 ITE JEE1 10293 972 a2 Baia LR
Homial My Hut Malal Gy gkl LEH 153 345 L3 454 2335 L= am A
Koy Produchion Deta
Cornpemy hafural Gaa prosucton (ermcl) 2598 13z 1088 1Er 14419 547 2576
FKniural G Price [ $inch 442 e LY+ 333 EE] 1 am
Cormpmmy il Production |lkbia) ore uzar n,ve4 are 5383 FRLE s
Penkeed 04 Prics (S 8H) EEE D ane ares LLEL B S 8131 B
Corepaary MOL Prosduckon |tk 38 Bl L a7 385 a5 ]
FReadized WG Frics (B 55,84 8 54.53 59458 G110 GG B1.74
Tofmd Equrealant Mrocuced (boa| 212 LE K 1,713 ame B 142 a3 5512
Toisd Equrealant Nesized [$itcs) arm nan arvz L M. =11} 61 ELEE
Revirnisg & Cpiatisg Margines per Bog
Rk aben W 1w ITREE LI AL #EI B8 B1 W67 BES B
Lirg Cosls L B2 L] 9430 Beiy Eam LAk
REE #4560 LI EE0d [ LR B L:RL
DO&A p X ] 52320 52003 pr L] SEET 154 =T
Dparaiing ncona SHD o ] 52370 p L H] L IAE] ji1 T H 52L& 53500 523,50
Izt 5470 18 5400 1513 e 113 .01 = Fo R
31 g FAD ol i zg| 52148 520 f2par 2007 247 2007 5oy =108 52097
2-pr areg. FAD sl jmecd oy 181 $12.1 2030 52020 52020 2000 5 ] 1.3 5202
Full cytle qimts 50 as 34308 #5147 arn 34837 e 3 5T M6 65
Fras Cash Flos)

[|ERITRAR sich Hedges 3 a7 B 3 e 37 o6l
Curmend Toins £ ] i i
Totml Cages (148 L1 {nam can eI 424
Changein Hel Working Gagial z 3 23 = ] 40 B
Caah Areniakie lor Datd Servica 1= =11} 1] Fal a1 1348 n=n 1147
infarast |Exd. Capfalaed ntaras) 1 1 ) ) I = 1 12
Frosg (i Floss 154 50 1B 148} Ll ) L] [RL20
Diopersal ol Assels
Fra Cash Flas ingl Asg Sales 154 50 1B 148} Ll fRiE ) L] [RL20
Balgnge Boon Dams
Cash & T a1 0 ar L s ] 4 L]
Dbl
- Sarvcr Mol & Dehar o 00 1) 308 =0 ane L) um
- Gradil Faci - : 1] - - - 153 -
Loy Tem Chstd 112 3% 0% 508 e 30E Eg ) E8
VoY Growh Saiatics
Rewirass Groah {inckiding Roeakned Hadging Gaim) LEEY 105% s LY T e BB Hil TE
Progiuiion Growih B5% e T 5% L e adn Ei% Hil Tdig
LTH Grecil Sttestics
ESIT 4% Cash Intersal (Incl Gaptnkess interes} s01x LT HE- o T2da T Tan 3.1 204
. ez Datd! EBITOA o - - 0o LT 10 -
DebbE8 TOAK LEx 142 LEx 1Ex 1.4x 22 22n 10 (T
DebiPrrasd Reseraes B0 EE.5E wan 5730 72 L] #9158 Him 2 7. 2O

ID_tle\o-N Davpiopsd Aeserves (R B0 FIE5H iliﬂ 5533 ":".3_2 gi5at 2563 5_2’5'3 5 63 B46. B

T o I TR

Borun 2 Capss Enegp. 0. is a0 indepandon o and naneal
3% COMEATY ETAQEd in e JDpuOR, pplakon,

Cash B Markodobie Seoiries & sl prrane: and produd on of o mnd gas i Undes P Fiasarsss - Kol Qo ol ii4 1
Credt A gremment cus Juby 2018 ™ 42 Slaks ThaSOmEanys 15580 and (psalnne At P Fiesarsss - Liguidsim mbbis) a1 a5
Lossz5nen tem Datt - Concanrned pmardy n i Wt Pk inGowadt | e Case 04 Equsaiemimetos) 5 e
L it ey s company st pubbe i Discemebtor 3001

e G ke 17
" Prorvsd Bawsiopad = 4

E.75% Sr. Wolea "1 ane iLsaerve Litm | Yaam| 24 LE]
E.7E% Br Woies B3 e R v Ruplacerent (4 inG Iw alEgt
ity g orwe Ruplacerent (il Baj e iz
Taial Duibi £l PV of Reseives iBnn 2] i
Flus: Maskel Cop 37
Phan: Protarsed Swock & Minorty intereal .

Lass: Camh 15 2ireE e 1R 12ER

Extwrzrizs Yalus 1832 rari Fasa a0 2015E #1% 11411363
EVERITOS a4 daf waiage Fati = [

Kot DeblEBI TORE. 1.9
Total Doni ERTDAY p

11 Factors n $240 of oxtetending L'Ce

Eengen Danrsciie Saok avd Corioasy aea

ok park Basin ey bears)
bk Convinant (Cation waliey & Brown dense}

Page 122

Deutsche Bank Securities Inc.

EFTA01097776



") SBIUNDES JURE BYISING]

g7l #heg

] Lonsensus

Bloomb

Figure 103: Commodity
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Figure 104: Concho Resources Financial Summary
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Figure 105: Commodity
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Figure 106: Diamondback Energy Financial Summary
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Figure 110: Lightstream Resources Financial Summary
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Figure 112: Magnum Hunter Resources Financial Summary

fouras s ame Gagsans
o s S g

o T il S

[T

Jrvst i

TU EITOA i Hedgen
o Tl ERAT X wit i’ inlicigid

puctesl W Gepde B EED

ciai oy Hub: Hatarsi Gl (himad)
powy Prochu e Dele

ooy Ml O prodacis amcli
Maabioed Fatorsl Om Price red|
by 04 Producrien Ut

[P s o Ol i PO

b ey WG Produrinn flskiia]
Pmabicr] KL Price FBG

[Todal Ecprwalnsl Prochewd rectel
[Tomad R saie Friiioed s

[Tl Bourmalesd Prockend lboss
[Tomsd Rcpisainy Resioed pebody

Meveman § Dpessling Mg par Bar
R sk

Wy Coviy
e

bl cpcly coan

rree Cash Flow:

o Tk ik Hasigas

ot T

[ Tiomad il il acibition]
o g iy i Wiy Capitad
jom* Ramlanly fe: Gwl Tarvice
Y e —
Fres ok Pl
PSRN E T

Free Caski Floey ncd dareel Balen

Pl ey Ehees Cww
s

TW Srpc Biatinlirs (recl Burnbe Surier Bpsiin]
TR et I i, Conpitmiond indesssty
Gz O’ A ITDUA

b Frcmeoed Pl e (58
s Pt D sho o Pt [t

Tl St Suatinlch (B i FRnHT PpE
MO G bt ol Capsmiced infesr
Sz Ceata” Bl MDA

Faing
ST

(EH
134

I
T

S

L

gl

L]
M

a4

30

(L
11

s
Ak

T8

S
L
AL
FIRTI

LR
4

NG Dabe MG Price
LT T

iw i ™
|- [ L]
i Fd 0
2] [ -
E «F s
= e e
[] (1] [IK0] i1
P = 1] [ L
-] 6] ] I3
@ s [ 1T
w o a0 I
[ 2] [=11] B
. ] an
[t-3 [=21] 1 [l
wr o L T}
138 T T AL
maE 1] was 3T
AT A5a 186 a
4347 s B i
[ Ha Ha ™
atd L1k =i 168
s, Ha Ha ™
) B T Tid
[ HE HE .
T (T EE N
(£ M il [Er]
13 LA i ] LR
T K e 1
dfia e W deda T
B BN Lo
Wil 81 bt
s W e
[EES] e 147 Bty
a7 LR L] didEd i
= i = LLlE
TR {1 {1 T
L L LT H i
£l AT i dd
L ] Ll
m = an
s (] ] [T
a -l E 164
[ iz (2] mar
L] R E i
1 (L] (] A
] " L al
Lol T b ™
e e Ee ik
T L1 e
A o s
o Ll L]

o
B

Rax
{113 3
i

=
drase

L]
T

fario)
draTe

u a8
3 117
e LTRLY s
g F avs
v ida
-
FALL
™
F o]
u.l.
I H
(1)
g
E333
diiid diida
b3t ey
A Rl
aaE RTE
ELE ELES
0T 3015
L Ly
1 ) AT AR
T g
EE] 4l

ik B L
L2 (25
Frid Fall
[T 2]
A, (Frod
A, 1
ida
S
Tidn
e
LAl Lk
EE TS driid)
£ 150
0w FE
rife )
s [ =)

sk s Husiwr Mopling Fsobe s Mach 2118 jae-rsomrsi
i S wam Deor
iy

fetecs e okl A s B AT H
i L dm Doiober 3008
i L TL s Coaabas il

el Db pac-nean Hdaa i

4 pakia b Bk - UaTis LRk
s Bty

P Sl - WA G )
[ P - Lopscie bt
IF < i O e v i

e
. Pt Dasvalopac

Py Liby (Ywary
T
Momerre Peplacumend [0 B

P o Rt pra |

1S
nm
I
i i et
g [ [
ar (&) 3
i i 1)
N ™ 17
w7 i

i Fervar Pighn chen My T -y
=] £
e

b ot P gt bbb clas Bz 3311 |t oy ™
14

==z

St Frberet Saace & W arity kbdentt i
2

1587

nn

ot Dbl BTEIA o rmcs i
o Disbd ERITAE firelaon receerss T

TR AT amd W Er e Y Cn =

Al Ao s R R TOA, 2ot Soar Ss Slidl

Senrent Danaachie Bavk, Company data

siwring G 11, Abcvewwriorsd pasiody Serw'erw

Y i i wirmnoieg of prin'ing ol sl s FI0M revolee PO TL ped 5 RS o son cove: g ey

Page 132

Deutsche Bank Securities Inc.

EFTA01097786



| SBIUNDES JURE BYISING]

£E| Bheg

xd on Bloomberg Consensus

F¥ 1SE EBITDA (5 Million)
NYMEX Gas (&'mecfe)

FY 15E FCF (£ Millian)

§300 (8410) (5395) 8352 15357]
$800  (53BE) (837Z) (8358 18344
5500 (BIEX (E1aE) L350 1$%20}
1T R S R L =] 1411 v ]
MO0 (E31E) (E304) (=Y |5276|
BBO0 (5302 (E2BE) 8274 |52E0|
000 (5206 27 E25T 15243}

FY 16E EBITDA (3 Million)

16E FCF (& Million)

NYMEX Gas |E'mafe)
.75

300 k2T [4]] 517 9 1 2]

S400 (56} 16 535 1 ] 105

8500 E1E §38 60 =2 3105 3k

600 37 2] BET 514 3126 Elas

2R ] 81 £ 125 san 17 $M0 (R2R5) (5274) 1§25 15212
1 i 124 $144 3] 180 sB0.0  (B275) (E254) 525 152n}
§00.0  E100 §1zz §145 B1E7 3189 £211 §90.0  (5254) (5233) E21z 1519}

Mel Leverage
NYMEX G

£3353)
3330
EMIE
= B

3362

-k
3245)
=2

=11
R8I0
3170

M ie)

435

(335
(EA1E)
E2HE
(k4]
(E24E])
(E23Z)
=215

[E-30: ]
Lal]
(E1ET

[k
18301
[EHe
25
Rz
217

1§20

15165
i£144
[HE:

ABueug

upaig) seediog AH
510 AMENURr £ |

F¥ 16E Met Leverage

Gas | E'maofe)

.75 5.7 S8 ah .15 .73 $4.73

TR Ex 36 By 127 a8 1x 0 Ex 210 T8 Ax

a S40L0 341 2w 11E.2x 48.6¢ a0z I Bx 15 8y 13.6x
] 500 1200 LERE 3i.4x 2 B 162x 13 6x 113
.3 SEO0 LEL] i 1.8 T 1= 110 Ffix
= sTon 30 Tx 1.8 6. B LE o 113 i B
= 10 223n ArA L 13.7x 114x 9T Sdn 7.3k
8900 17.3x 139 1.5x 9.8x B.dx Fdx E.SK

Fur D Sl COmFRUIALE ! alianad By OO Figh el e S founas refivel Saambang consoisus SR anly: AMEFER AR SCE, CX0 FANG, GPE LTSCAN MHA MO0, 0AE, PE FLA ROEE, SN SEWVEEN SAL TFLM, TLIA o FVPX

M cBe)

EFTA01097787



13 January 2015
HY Corporate Credit

Energy

Figure 114: Midstates Petroleum Financial Summary
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Figure 115: Commodity
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Figure 116: Oasis Petroleum Financial Summary
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Figure 118: Parsley Energy Financial Summary
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Figure 120: Penn Virgnia Financial Summary

ETTC Falng Wi Iy AT AL P
7.55% Seaot Subordinodad Holes dus 3019 Cmnl [SinbiayD-{ 5 1] 1%ipr- 13 A5-Apa-18 ot
B 200% Sesiat Subordiraied Haee dus 36T Cmnl [SinbiayD-{ 5 1] AMmpSD 1wy 17 1=
 ——— e L taa L aane e L L s
Farsarian 162 nT 133 1% (L am 1k ] 412
Raslined Hadging Gain " (Loax) - Cash Flow Hedges - -
Lt B 122 "7 133 1M am T i
Cmasig Conki Eo) o > = 13 e Rt
Pl ) gy fhiers  Limn L] & i [H1 1] E ] it
ERITOAY s Madges [ o) 1] [ ] k] = kL
DDA [ T ™ n F- ] F. g 1%
Enir ] 13 D 2 0] 0 ]
Widerin] a2 = = f L fc]
EBT junsl itvioril 4 i i m [LLE ] 1=
o 1% = 1) 152 114 147 )
Dea tra chages - -
EDTjinci oisare| [RE-1] 3 [RE1] [+ 3 ATH [FH1
Tt (] 1% L - ey ) 1™
H#l noarer (1] 1= e w L] (10 (L]
LT EENTOAR with Hedgea M kg L 154 s k] e kL9
LTR EGITOAR w ithevai Hadigea m T HT m k- e =i e
W) Cradan [1850 LR IR ED s e s LLLR Faas HEE
Hirwy Hubs Rlidurad Cais 1380 Ew BIES i Lok (oL HiE B Lo
Karp Producikon Duis
Mywnl Com Fyaductica (e a4 e 1253 aeum 3 13414 B 1443
Pl pim) WL (i P i lebel s M HEe Bass Lo HOs | Lo Fa =y
Gk OF Fradution PAbeS| e 10 10T 111y 1.7 o t. ] a4
Paishi pim) 3 P (9S00 s LERR LY ke b a2 saare mn o falisk .
Company HGL Peoducion [Vibbl| B4 F= =T A ) 1,050 [ 2
Pl vl HGIL Pricas T E bl SMEL L LE-b) 50N ] 11T EMHE E AN 5] 331 iy
Teinl Equvslant Praducsd (beaj LMY 1z 1,50 1 EEE THIE 513 (A kil
Tkl Evpurvihind P | amy E ] M2 L R Lo LLLE A m HET
Reearas & Opsraing Masgine por Das
Pl ot icr: g ] SELAE Sl E A SEAE EL ] SE5
Lilting Cowrin Eo Bkl 730 W E3lE ] s G 41 500
s, e L L) wmn ¥ MEr s B
[T E -t e E 18 e My ™ e By
Dparsiing Incoms Eilt o EioE Eik-5 LK - 51158 §11.6 E 1 §10sT)
i wraai E1IR ] £4213 ENN 1 Fin s LLLE n 311 504
3y sy FIRD ull in sy T 43T L1 Hanw AT Saar E TR 407
247 i PRl dimsd gl o] LLEE L] T 0 il haad AR HED A
Ful 5o coali TR LI wram TR L L Eh] ranr T T
Fres Csah Flaw:
ETTOAY with Hadgea [ =) [ 1] B3 = . F= 3G
vl Timirs o =
Toll Gapas nam (oo} 1w W =nj (L1
Ll o P Wirkeag Lagidad o " = = - E)
Dsch Asnlabis for Dubi Ssrvica [§H1] L] T [Epe ] 153
i |[3d Caprakied Imsane] L] 1 1 n = 1
Fraw Cash Flaw [hb] [LLJ] Ty 1 Rl 1994
Db okl o Aol s L1 ) il an o 1]
Fraw Canh Fliw vl Anir] Baley [a] w L] ] i [LLo
Disarc s Sheet Dais
ey k) = e e e 18 n
G sk 12 o .0 L E )
- Ganiar Hatea & Diber L.bTS 1,078 A,0me LoTs 10 107 e 140
Lang Tarms Dk (B 1] 1301 LF- 1] Lin 10 107 E [E11]
o e ewih Slabalics
Farvivas Gromdy Proiedieg Fraiied Hidgeg G S o i s 1% = el
Proaiucrion Gswih M N na 13 1% = [ Bt
LTH Crecli Sastintica
[ERITOAND aeh indereai fincl Cagislned indsrsat) e 47 A A ke il
. Bty SolaE BTN XD LT LES
s E BT e EA A Haw LT g
Mar Ciabi & TOAN &l 1 2he 2he e T
L - T -] 5187 ELES 51H TR SR 31571
DabrFraved Deveicpsd Faasves (SRide) siee 10 15T 14t =1 PR
D= vroin) Firparrmin | B 0 5340 e §PES A LE LT )
[kt viried Chievaopnd P 18 p k] EIE'.' HELH L 1355 2 21355 p L] 'R}'ﬂ
ﬁ-;_xt-p Dessaptian: FERS WFIMHG
P T T CEE ¥Rl aped 5 aspkaain
ity o ol i (i oS G apatllaes
Gl 8. Wedswdasle Sensin 10 [rosietin Bkt Foed b ikl Som e ket - il ik v op s AL
Rirvobang Candd Facsty 2377 LL ] Taa. Thas compers during ruich 3010 s 5 | | Siskanin - Lk Wil 8 LA
Laaa-Shos teim Date siungic sl Kvards iouics s Ve yea Pind. Gan EquivaleniMzaa) s 136,203
Loty e 448, acrampliched hin As aoquisiion of
fusain in angle Ford. Tha company aad FF 1
bres nd Immsrea 2l 3G Mimsaa aith P90 G (o Ty
T S ET k31 Ton P G 4 pokein (|
e w1 23 hlbrawd o irvokiped 1% e
Rirvoborg Capddl Fandlp 2277 LI T TLY) ¥ "
Tidal K Guid wro Fpkinnd (01 ) i 1w
i, Basas Bbsiwikdid Rabka k2019 £ e Bt (040 21 i 21
8500, Jasai Bulxthbed Halid due 3T rm
Todml Disii (] W ¢l Aamsrsse ffrang [~ 1] 1.m
Hal Dl L] Cighi Fan]
Wrarily el & Ses et wam Wi
Miarkosl Cap 1M pbwnarala ard Coion Valey
Enlopean Talie 1338
CEEDMDAL™ 1k GI% 1186 - 1
M Dow) ERITOAE 28 R, 1R 1R
VT Voo Forong Eans Sspansion borm T 1o N AT FEsenes potl LY
[RES ST S P T

Souroe: Dewtnche ek, Compeny ot

Page 140

4 B F 16+ 1

Deutsche Bank Securities Inc.

EFTA01097794



U] SBIUNDES YURE BYISING]

L¥rL Bbeg

W Oil (&1

FY¥ 1SE EBITDA {5 Million)
NYMEX Gas (&'mcfe)

FY 16E EBITDA (3 Millian)
NYMEX Gas |£'mote)

F¥ 15E Mel Leverage
NYMEX G

F¥ 16E Met Leverage

= merfe )

Soorpe Oectsohe Sask Mioovmbang Fnance LP
For the falovang companes nod covened By O Mgl Tekl the forecasts Soums rfisct fMinembeng consensus sstamates oy AMEPER.AN

vity Based on Bloomberg Consensus

FY 15E FCF (£ Millian)

MYMEX Gas (Smofe)

8300 (R4
$800  (E23%)
500 (B4
S60.0 [E=iiRy ]

700 (E154)
SBOG  (E244)
1 e |

8225
(5280) 8235 15231 |
(8227) (223 15218}
215 1210 |50
202 15 1515
(E180) [HES 15181]
(8237) [BREE |5zz8|
278 [t 2! 15en|

16E FCF (& Million)

MYMEX Gas [Emaofe)

[TES
(E22E)
(205
EIET
&1 B
[E=3 ey
E215)
26

$4.73

ABueug

upaig seediog AH
510 AMENUBr £

$1.78
3300 (E2M)
a0y (E231)
B500  (E1BE)
$600  (E145)
$rom o)
BB a2l
20903 (Ea1]

WYME

AL N FANG DO LNORL AT DVLE P P, O

E26E) 15261 1554}
E224) 217 Al
(&8} 1§74 151E7]
(&138) 1§31 15124}
1505 1554 1580
1575 15650 1962
1854 1347 |5

LALSEDEAL S TELML T ! WO

3T
[ = L]
£3161)
3117

T
[

+333|

LM aie)

L M)

e
san
E154)
E111)
E6T]
e2 L]
(£27)

152X
15750
18147
1E104
%61}
5415

E20

EFTA01097795



13 January 2015
HY Corporate Credit

Energy

Figure 122: Rosetta Resources Financial Summary
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Figure 124: Sanchez Energy Financial Summary
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Figure 126: Seven Generations Financial Summary
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Figure 130: Trnangle Petroleum Financial Summary
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Figure 134: WPX Energy Financial Summary
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Figure 135: Commodity Price Scenario Analysis:) vity Based on Bl
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Appendix 1

Important Disclosures

Additional information available upon request

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see
the most recently published company report or wisit our global disclosure look-up page on our website at

http:fgm.db_comfger/disclosure/DisclosureDirectory. eqsr

Analyst Certification

The wviews expressed in this report accurately reflect the personal views of the undersigned lead analyst about the
subject issuers and the securities of those issuers. In addition, the undersigned lead analyst has not and will not receive
any compensation for providing a specific recommendation or view in this report. Kathryn O'ConnorfJared Weil
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Buy: These bonds are expected to outperform other
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conditions that would make the bond attractive
enough for us to upgrade. In the interim, the bond will
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sectorfindustry group.

Sell: There exists a significant likelihood that these
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their sectorfindustry group, at least over the next three
months.
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1. Important Additional Conflict Disclosures
Aside from within this report, important conflict disclosures can also be found at || GG o the

“Disclosures Lookup" and "Legal® tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade |ldeas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are
consistent or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the

SOLAR link at [
3. Country-Specific Disclosures

Australia and Mew fealand: This research, and any access to it, is intended only for “wholesale clients” within the
meaning of the Australian Corporations Act and Mew Zealand Financial Advisors Act respectively.
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its content from a Brazilian regulatory perspective and for its compliance with CVM Instruction # 483.

EU  countries: Disclosures  relating to  our  obligations  wnder MIFD  can be  found  at

Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc.
Registration number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau
(Kinsho) Mo. 117. Member of associations: JSDA, Type Il Financial Instruments Firms Association, The Financial Futures
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financial instruments or related services. We may charge commissions and fees for certain categories of investment
advice, products and services. Recommended investment strategies, products and services carry the risk of losses to
principal and other losses as a result of changes in market and/or economic trends, and/or fluctuations in market value.
Before deciding on the purchase of financial products and/or services, customers should carefully read the relevant
disclosures, prospectuses and other documentation. "Moody's", "Standard & Poor's", and “Fitch" mentioned in this
report are not registered credit rating agencies in Japan unless “Japan® or "Nippon” is specifically designated in the
name of the entity.

Malaysia: Deutsche Bank AG andfor its affiliatels) may maintain positions in the securities referred to herein and may
from time to time offer those securities for purchase or may have an interest to purchase such securities. Deutsche Bank
may engage in transactions in a manner inconsistent with the views discussed herein.

Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032} is regulated by the Qatar Financial Centre
Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the financial services activities that fall
within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower,
West Bay, Level 5, FO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related
financial products or services are only available to Business Customers, as defined by the Qatar Financial Centre
Regulatory Authority.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute,
any appraisal or evaluation activity requiring a license in the Russian Federation.

Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, {registered no. 07073-37) is regulated by the
Capital Market Authority. Deutsche Securnties Saudi Arabia may only undertake the financial services activities that fall
within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fehad Road, Al Olaya
District, i} Box 301809, Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia.

United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated
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Risks to Fixed Income Positions

Macroeconomic fluctuations often account for most of the nsks associated with exposures to instruments that promise
to pay fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash
flowes), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a
loss. The longer the maturity of a certain cash flow and the higher the mowve in the discount factor, the higher will be the
loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
iincluding changes in assets holding limits for different types of investors), changes in tax policies, currency
convertibility (which may constrain currency conversion, repatriation of profits andf/or the liquidation of positions), and
settlement issues related to local clearing houses are also important risk factors to be considered. The sensitivity of fixed
income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to
FX depreciation, or to specified interest rates - these are common in emerging markets. It is important to note that the
index fixings may - by construction — lag or mis-measure the actual move in the underlying variables they are intended
to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating coupon
rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is
also important to acknowledge that funding in a currency that differs from the currency in which the coupons to be
received are denominated carries FX nsk. Maturally, options on swaps (swaptions) also bear the nisks typical to options
in addition to the risks related to rates movements.
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