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M&A stories in energy & resources sector
(year 2005 — year 2007)

I\

Expansion & Alliance

Diversification

2006~2007

Refining &
Marketing LETIEITTEN
Exploration & Integrated
Production Oil & Gas Hanjin Energy

acq.(28.4%)
S-0il (2007)

Marubeni Corp.
acq. Pioneer’s
Mexico (2006

Husky Energy
acq. Valero’s
Lima assets

npex Corp. acq.
Teikoku Oil

Penn West acq.
Canetic
Resources

Total E&P acq.

Helix Energy
acq. Remington
0&G (2006)

TXOK acq.
Oneok Inc.’s a
(2005)

Primewest Energy

acq. Viking

nergy (2005) Dominion

Mexico assets

KKR acq. FL
Selenia SpA
(2005)

Jana Partners
acq. Houston
Exp. (2006)

Mercury acq,
Bennfield

Norsk Hydro acq®

Build Competitive Edge

Spinnaker
(2005) .
Provident Exg%;ast;on product
Energy acq. eadership

Encana
(2005)

Recapitalization custom

Target Co. Capital Structure Hold Co. Capital Struture

Net Debt:

Long-lived
Rsset: Soxmil. B+ Target

$00¢ mil.

(Goodwill:

Net Asset:
sxecmit) |

& X0 mil.

Source: Hana IB Analysis, Worldwide Energy Mergers and Acquisition (Bloomberg)
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M&A access: i) purchase of assets; or ii) acquisition of
companies through landmen or sector-focused funds

>  Sellers: E&P or Landmen

» Buyers: E&P, Integrated O&G Co.,
NOCs

Cases:

- Buyer: KNOC (NOC); Target: reserves
owned by Archena

>  Sellers: Refining and Marketing Co.

»  Buyers: Refining and Marketing Co., Private Equity
Funds

Cases:

- Buyer: Colony Capital (PEF); Target: Tamoil

Exploration & Production

Drillin Development
Acreage Award | Seismic Acquisition & Disc ogery I;Iannigg &
ales Contract

JlL____

>  Sellers: Sector (Energy) Specialized Private Equity
Funds, Other E&Ps
»  Buyers: E&Ps, Private Equity Funds

Cases:
- Buyer: Jana Partners (PEF); Target: Houston
Exploration Co.

% NOC: national oil company
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Advisory firms

Pre-deal
Stage

Deal
Execution

Post-deal
Stage

M&A Strategy
Development

Target Identification
& Prioritization

Preliminary
Valuation & Structuring

B

Deal Team & War-room
setup

v
Due Diligence
& Valuation

v
Financing
v
Bid & Negotiation
v

Announcement

\/

Post-Merger

Integration Plannin

Post-Merger

Integration

Hana_IB_MKE_KEEI_IBRE_20080703

= Investment Bank
(M&A Team, co-work with internal
planners)

= Technical Consulting firm
(co-work with internal engineers)

» Investment Bank
(M&A team and other teams)

= Law firms (co-work with in-house
counsels)

= Accounting &Tax Advisory

» Management Consulting Firm
(co-work with operations managers)

Fund Portfolio companies in divestiture stage

Fund

DLA Mezzanine Fund
DLA Mezzanine Fund
DLA Mezzanine Fund
DA Mezzanine Fund
DA Mezzanine Fund
DA Mezzanine Fund

DBBVA LA Private Equity Fund

Company

Sector

G¥* Tr¥kk S A, Energy
pX*x g 's‘re Energy

* é&!:ﬁ“ prok Energy
M Energy
* Power Energy

P**** Energy Energy

A Energy

Region
Latin America
Latin America
Latin America
Asia
Asia
Asia
Latin America

Reserve Est. & Prod. Costl

Legal Opinion |

Accounting & Tax Opinior4

Valuation
Deal Structure
Financing LOC
Bid Package

Post-Merger Integration Plan
Day-1: ...
Day-2: ...

Post-Merger Integration Report
Day-1: ...
Day-2: ...

.




Pre-deal stage: a critical juncture for a successful M&A
transaction

*Preliminary Valuation

- Macro Assumptions (Price, etc.)

- Reserve estimation

- Capital Expenditures

- Operating Expenditures

- Tax, subsidies, incentives

- Site Re-habilitation costs and other Abandonment Costs (HR-related)

*Preliminary Structuring
determination of the value and sources of financing for the deal

Target Co. Capital Structure Hold Co. Capital Struture
Debt : $ XXX mil.
. Net Debt: . (Acquisition
Long-lived . Interest in .

Asset: 3 XXX mil. Target Co : Finance)

$XXX mil. $ XXX mil. Mezzanine

Financing

Net Working Net Asset: (Gog‘;&)‘("m" ) Internal Fund
Capital: 288l " | + strategic Investors
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Execution stage: where value and risks are clearly
identified and determined

*Due Diligence and Valuation
The step you check and verify each assumption you have developed, then quantify
risks and returns, mitigating risks and maximizing returns

- Macro Assumptions (Price, etc.)

- Reserve estimation

- Capital Expenditures

- Operating Expenditures (New technology to improve recovery rate, strategy to create synergies, etc.)

- Tax, subsidies, incentives
- Site Re-habilitation costs and other Abandonment Costs (HR-related)

*Financing
The Step you identify the right financing mix to create financial synergy, then locate
right investors

*Bid and Negotiation
Spending too much time to close a gap between the parties may not save you much
money, but cost you much money in other ways
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Tips for M&A success in energy & resources sector

» Potential buyers should check regulatory issues during due diligence, such as taxes,
subsidies, investment incentives, and price control by governmental authorities

> Potential buyers should itemize and quantify operational synergies, contingent
liabilities

> Timely execution does matter in negotiation stage, especially when energy &
resources prices are going up

» Earn-out clauses may mitigate certain risks, such as price risk and production risk
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Sources of financing and investments in M&A
transactions

Sources of Financing Type of Investors Types of Investment What Investors Demand
internal
funds
lender corporate debenture " senior e
= fair coupon rate
. . o = junior Status
financial investors (1) — beneficiary certificate = fairly Higher return
mutual funds ; . .
- = downside risk protection
outside
investors
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= junior status
= higher return, or upside potential

public funds or NOCs —— minority equity

financial investors (2) —— mezzanine vehicles = downside risk protection
= guarantee for “no profit leakage”
N F - . = fair return on investment
strategic investors —— minority equity

= synergy (additional businesses)

= fair return on investment
= enhance and protect public interest




»  Probable Financing Options:
- Equity Financing

- Mezzanine Financing

% equity A Exploration

debt Phase
»  Probable Financing Options:
o - Plain Vanilla Debt
{ Q - Lease Financing ~ o~ ~
9(/ . - Supplier’s Credit ~ ~
/ ,J, - Structured Financing ’
>  Probable Financing Options:
Deve|opment Phase - Corporate Debenture
- Securitization
Q\' - -
oe, Primary Production
o\e
Abandonment

>
Life of E&P Assets

Hana_IB_MKE_KEEI_IBRE_20080703




lllustration of sample deal structures

lllustrative Financing Structure lllustrative Securitization Structure Recapitalization
Sale of
receivables
>| SPV or Trust |€——— | Borrower
Undertaking Recap is an appropriate option for a
Liquidity Account | to pay CapEx company in a mature-stage, where
A Suppl steady cash-flow is foreseeable
Interest | Fixed PPl
Debt : $ XXX mil. income | Deposit )
. Receivables v Before Recap After Recap
Interest in .
Y P — | Receivable Account | <+—| Off-taker
Op Co.: Mezzanine Net Debt:
$ XXX mil. Financing Long-lived < 3000mil Long-lived
Debt Service Asset: ) Asset: NetDebt:
Equity Overflow $XXX mil. $XXX mil. S0OUmiL
$ XXX mil. —>| Investors |—>| Borrower Alc | Net Working | NetAsset: Net Working
A Capital: SRl Capital: Net Asset:
7 $ XXX mil. $ XXX mil. $ XXX mil.
Internal Fund XX% A4 ! Overflow
Strategic Investors XX% | Operator I
\

OpEx/CapEXx in the
event of shortfall
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Risks

How to mitigate

Reserve Risk

Production Risk

Market Risk

Price Risk

Political Risk

Environmental Risk
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Estimates by reputable independent valuer

Operation by experienced E&P company

Off-taking contract

Off-taking contract

Insurance policy, government commitment

Deduction in valuation




General suggestions for energy & resources sector M&A
financing

> Develop an M&A strategy first; targets are coming and going, and you cannot get one
unless you are ready to execute a transaction

» Do not find financial investors in a last minute; there are few, if any, financial investors
ready and available for your last minute request

> Potential Buyers should be aware of financial investors’ expected risk and return in
specific phases of energy & resources sector financing

» There are certain financing mixes for specific phases of Energy Sector financing;
certain financing strategies for specific phases of Energy Sector Financing, such as
straight equity investment, mezzanine financing, and asset-backed securities
financing
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Thank You

Hana_IB_MKE_KEEI_IBRE_20080703




