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The credit crunch and the E&P Sector

Through a dialogue with sector specialists from the banking, private equity and oil
company communities this week we have been gauging the impact of the credit
crunch on the E&P sector. The collapse of the debt and equity markets has clearly
had a major impact with potentially far reaching consequences. The process of
deleveraging is underway. This note provides a synopsis of the current situation as
seen by London specialists. We address three questions. 1) How bad is it? 2) How
long will the current situation persist? 3) What are future financing scenarios and are
there innovative funding solutions for the smaller E&Ps?

Conclusions

From the dialogue there is consensus on the following

All oil companies are impacted but the <$1-2bn mkt cap <40-50mbd
production, listed oil company will be particularly stressed during the credit
crunch.

Some E&Ps without significant cashflow and large commitments may go to
the wall in next 6 months.

Future investment models need to factor in that equity funding through to first
production will be the norm for at least the next 2-3 years.

Exploration activity may be 40-60% lower in 2009.

Companies that are self funding, with robust projects and flexibility on timing
are in the best position to benefit from distressed asset sales and falling
industry costs.

For those with access to funds, now is a very good time to acquire assets
providing they have the capital available to invest in those assets.

Highlights

Smaller E&P company portfolios are still adjusting to the reality of the scarcity
and higher cost of capital. Portfolios have been assembled on the
assumption that capital would be available when needed to execute the
business plan. Many business plans are simply not fundable at present.

The good news is that a rapid drop in service sector costs is inevitable as
demand falls — shallow water rig rates could fall by as much as 50%.

This means that many companies are waiting for costs to come down before
sanctioning projects.

Management teams are budgeting on basis of commitments and discretionary
spending and taking a risk-averse position.
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Investors should therefore be wary of forced portfolio rationalisation including
asset sales, involuntary farming down of equity interests and forced license
relinquishments. Companies that are locked into expensive rig contracts are
especially vulnerable during the downturn and we expect to see some
defaults on obligations soon.

Company valuations based on NAVs that don’t take into account the future
availability of capital are meaningless.

Companies most likely to be acquired are those with financially stranded,
undeveloped reserves in geographically focussed areas (e.g. First Calgary,
Tanganyika, Revus, Imperial). Premia can be large — up to 150% in the
Revus case given that currently, equity markets value oil assets lower than
industry.

The consensus in our group of experts was that companies producing above
~40-50mbd should generate sufficient cashflow at $60 oil to secure enough
capital investment for production growth. Even for this group, however,
growth rates will be lower and pushed back due to lower debt capacity,
partner drag and voluntary delays to benefit from lower future costs.

Richmond Energy Partners Ltd

We provide independent, conflict-free research and insights into smaller oil and gas
companies for professional investors and oil company clients.

For further information on our products and service, visit our website :

www.richmondep.com

Contact us:

abee@richmondep.com; kmyers@richmondep.com
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Legal Notice

Copyright and Disclaimer

By downloading this information from our website www.richmondep.com, you agree
that you will not copy it and remove or obscure any copyright or other notices or
legends contained therein or reference content without attributing Richmond Energy
Partners (REP).

The report does not constitute an offer to buy or sell any securities and nor does it
constitute advice in relation to the buying or selling of investments and nor does it
constitute a recommendation to purchase or sell securities nor does it constitute legal
or tax advice. This report does not provide a comprehensive analysis of the financial
position, assets and liabilities, profits or losses and prospects of any company
mentioned in this report and nothing in this report should be taken as comment or
implication regarding the relative value of the securities of any company or entity.
This report is based on REP’s experience, knowledge and databases as well as
publicly available sources and does not guarantee the accuracy of this data. The
opinions expressed in this report have been arrived at after careful consideration and
enquiry but we do not guarantee their fairness, completeness or accuracy. The
opinions expressed are subject to change and we do not undertake to advise you of
any changes to these opinions or reported information. REP does not accept liability
for any reliance on them.

REP is not a proprietary trader, we do not underwrite securities and we do not
manage assets. Unless disclosed below, none of our analysts have any financial
interest in the companies mentioned in this report.
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