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Industry Trends Impacting Capital Availability

A fundamental shift in capital sources available for upstream energy companies to fund various business
operations began several years ago. What began initially as a short-term response to sector volatility is quickly
migrating towards a long-term secular trend. Historically dominant funding sources, consisting primarily of
commercial banks and public and private equity, have continued to withdraw from the sector. The acceleration of this
trend has served as a catalyst for recalibration of asset values, investment return expectations, and opened the door for
alternative sources of capital - importantly, institutional forms of capital - to fill a growing capital funding gap.

This shift has also created an opportunity for investors to consider different risk return investment profiles within
the industry and will likely be a trend that continues for some time. Recent surveys of domestic upstream independents
highlight the increasingly important role that debt from Alternative Capital Providers is now rivaling the traditional
bank market.
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Source: Enverus and S&P LCD Quarterly 4Q22. 1. As of 12/31/2022. Leverage loan is a loan that (1) is rated BB+ or lower, or (2) is either not rated or rated BBB- or higher but (a) has a spread of LIBOR+125 or higher
and (b) is secured by a first- or second-lien. Bank includes portions of a transaction that are typically allocated to banks (TLA and RCF) whereas Institutional includes facilities that are typically allocated to institutional
investors (TLB including 1L/2L). Note 2: Haynes and Boone, LP. Respondents could select more than one option. Haynes and Boone, LP collected 329 responses.

Filling the Funding Gap of an Essential Industry

Broad industry trends involving capital availability, coupled with shifting views on the pace of energy transition,
conservation, and the evolution of demand, has led the capital that historically funded those activities to reevaluate where
to re-deploy and what form of capital minimizes volatility risk and maximizes investor returns. Experienced institutional
capital, which is well-positioned to navigate the elevated priorities surrounding responsible investing and climate concerns,
has begun to fill the funding gap with capital tailored to address the needs of an essential industry.

In response, institutional interest in conventional energy continues to channel away from equity-led capital gains-oriented
investments and towards opportunities that demonstrate lower volatility of returns and losses and higher visibility of cash
yield and investment return protection. This trend fits well within an industry itself that is maturing; reducing prioritization
of year-over-year growth and focusing on the sustainability of production and visibility of free cash flow.

Investors in the energy sector are increasingly seeking investment opportunities providing yield, dividends, distributions,
and return of capital. For investors secking the investment protection of a debt claim but with contractual yield in the low-
teens and equity-linked performance upside, evolving market conditions ate increasingly supportive of mezzanine debt
and other “structured” capital as a very relevant source of funding for middle-market upstream companies increasingly
focused on sustainable production, cash flow stability, and conservative use of leverage.
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The Importance of Junior Financing In the Current Environment

As traditional senior debt lending participants retreat, underwriting parameters and lending advance rates have also
contracted. This tracks a broader recalibration of assets’ underlying market values as investors prioritize visibility of
proven cash flow. With senior debt advance rates declining, the role of junior capital (mezzanine / preferred equity) as an
equity bridge has become more common; particularly for assets that are moving deeper into the lower risk, but more
capital-intensive field development drilling phase.

Junior capital as a form of financing is most often used to augment senior borrowing capacity in connection with the
acquisition of a more mature PDP dominant asset package by junior operators or to accelerate development drilling
efforts during advantageous price environments. Increasingly, equity owners are looking at this form of capital as a means
of avoiding down-round common equity valuation events for short 2—5-year term funding needs that exceed senior
borrowing capacity. Private equity sponsors are also seeking additional junior capital options to fund their development
pace as the M&A market is increasingly rewarding PDP weighted asset valuations and fund sponsors are facing both
investment life and fund portfolio concentration limits.

With contracting senior advance rates and fewer market participants, debt and equity roles across the entite capital stack
are being recalibrated. Rather than simply adding more debt to operator balance sheets, junior / mezzanine investments
are largely being asked to fill funding voids created by a bank lending market in retreat; but with greatly improved yield
and cash-on-cash return expectations.
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The industry’s use of stretch senior direct lending “unitranche” funding structures has also expanded in support of
operator development needs, but the simplicity of these structures has limitations that may not make them ideal for many
upstream oil and gas companies. Properly structured, a combination of lower-cost senior revolving facility, along with
more patient junior capital offers a more tailored capital structure that accommodates continuous funding needs and
provides greater transparency of cost of capital for the associated risk.

Properly utilized, junior capital serves as a bridge that allows operators to access capital viewed by senior lenders as
sufficiently “equity-like” but is less dilutive than issuing additional common equity. This form of junior capital runs along a
spectrum from senior subordinated unsecured to preferred equity.

The scale, well maturity, and capital deployment strategies for upstream assets to be financed ultimately dictate the form of
capital most appropriate. Unlike common equity investments, upstream mezzanine is typically underwritten to allow for
full repayment through existing free cash flow within a 3—5-year time frame. This approach avoids reliance on an
enterprise sale for ultimate repayment and also addresses institutional investor concerns regarding energy transition

and its impacts on investment performance.
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PGIM Private Capital Is Uniquely
Positioned to Address Current
Industry Trends

PGIM Private Capital has over four decades of experience
investing across the North American upstream, midstream,
and downstream energy sectors. We are well positioned to
succeed in a market that is evolving; particularly with the
retrenchment of capital and shifting energy investment
interests across the institutional market. Because our
business model has always relied on direct relationships in
the marketplace at a local level, we structure and deploy
capital with a unique insight. Our “boots-on-the-ground”
business development capabilities provide us access to
asymmetric levels of information and industry relationships
we've built over decades. Ultimately, it allows us to identify
well-managed companies that are seeking a capital provider
with a similar relationship-based focus.
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PGIM Private Capital currently manages over $9 billion of senior, junior and equity capital deployed in the energy sector
involving relationships with over 100 energy companies that span the energy value chain. Our senior energy investment
professionals average greater than 15 years of experience within PGIM Private Capital. Our legacy relationship network
provides access to unique deal flow that is directly sourced and asset class optionality that is underpinned by a strong
holistic understanding of the energy market. Experience, insight, and objectivity are the three most important
characteristics of sustained investment success. Our business model is structured to maximize these institutional
character traits, which has allowed us to differentiate ourselves within the broader sea of sameness in the world of

institutional capital.
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1 All data as of 3/31/2023. Assets consisting of investments in upstream oil and gas production, energy pipeline, infrastructure, and other regulated assets.
2Senior members include Matt Baker, Brian Thomas, Brittany Braden, Callie Hamilton and Brian Lemons.
3Average originations per year from 2017 to 2022 across the Energy platform.

The PGIM Private Capital Difference

We apply PGIM Private Capital’s proprietary middle-market investment capabilities to source, underwrite, and manage
our investments. With an active presence in our core markets for five decades, our group leverages our multi-billion-dollar
energy portfolio and network of experienced investment professionals to make selective investments. We source the
majority of investments through direct calling efforts to management teams, building relationships over time. We
underwrite investments with emphasis on downside protection and asset coverage including hedging and meaningful
financial covenants. Our ability to think about how the reward should be matched up with the risks associated with that
form of capital, gives us optionality that many institutions lack.

If you are interested in learning more, please visit PGIMPrivateCapital.com for more information.


https://www.pgim.com/private-capital/energy-mezzanine
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Important Information
For Professional Investors only. All investments involve risk, including the possible loss of capital.

This material is for informational and educational purposes only and should not be construed as investment advice or
an offer or solicitation in respect of any products or services to any persons who are prohibited from receiving such
information under the laws applicable to their place of citizenship, domicile or residence. PGIM, Inc., is the principal
asset management business of Prudential Financial, Inc. (“PFI”) and is a registered investment advisor with the US
Securities and Exchange Commission. Registration with the SEC does not imply a certain level of skill or training.
PGIM is a trading name of PGIM, Inc and its global subsidiaries. PGIM Private Capital is a trading name of PGIM,
Inc. and it is also a trading name of PGIM Private Capital Limited and PGIM Private Capital (Ireland) Limited.

In the United Kingdom information is issued by PGIM Private Capital Limited, an indirect subsidiary of PGIM, Inc,
with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Private Capital
Limited is authorised and regulated by the Financial Conduct Authority of the United Kingdom (Firm Reference
Number 172071) and registered in England No. 1331817. In the European Economic Area (“EEA”), information is
issued by PGIM Private Capital (Ireland) Limited with registered office: IDA Business Park, Letterkenny, Co
Donegal, Ireland F92 FP83, Ireland. PGIM Private Capital (Ireland) Limited is authorised and regulated by the
Central Bank of Ireland and registered in Ireland under company number 635793 operating on the basis of a
European passport. In certain EEA countries, information is, where permitted, presented by PGIM Private Capital
Limited in reliance of provisions, exemptions or licenses available to PGIM Private Capital Limited. This
information is intended only for persons who are professional clients or eligible counterparties for the purposes of the
Financial Conduct Authority’s Conduct of Business and/or to persons who are professional clients as defined in the
relevant local implementation of Directive 2014/65/EU (MiIFID II).

In Japan, investment management services are made available by PGIM Japan, Co. Ltd., ("PGIM Japan"), a
registered Financial Instruments Business Operator with the Financial Services Agency of Japan. In Hong Kong,
information is presented by representatives of PGIM (Hong Kong) Limited, a regulated entity with the Securities and
Futures Commission in Hong Kong to professional investors as defined in Part 1 of Schedule 1 of the Securities and
Futures Ordinance. In Singapore, information is issued by PGIM (Singapore) Pte. Ltd. ("PGIM Singapore"), a
Singapore investment manager that is licensed as a capital markets service license holder by the Monetary Authority
of Singapore and an exempt financial adviser. These materials are issued by PGIM Singapore for the general
information of "institutional investors" pursuant to Section 304 of the Securities and Futures Act, Chapter 289 of
Singapore (the "SFA") and "accredited investors" and other relevant persons in accordance with the conditions
specified in Sections 305 of the SFA. In South Korea, information is issued by PGIM, Inc., which is licensed to
provide discretionary investment management services directly to South Korean qualified institutional investors. In
Canada, pursuant to the international adviser registration exemption in National Instrument 31-103, PGIM, Inc. is
informing you that: (1) PGIM, Inc. is not registered in Canada and is advising you in reliance upon an exemption
from the adviser registration requirement under National Instrument 31-103; (2) PGIM, Inc.’s jurisdiction of
residence is New Jersey, U.S.A.; (3) there may be difficulty enforcing legal rights against PGIM, Inc. because it is
resident outside of Canada and all or substantially all of its assets may be situated outside of Canada; and (4) the
name and address of the agent for service of process of PGIM, Inc. in the applicable Provinces of Canada are as
follows: in Québec: Borden Ladner Gervais LLP, 1000 de La Gauchetiére Street West, Suite 900 Montréal, QC H3B
5H4; in British Columbia: Borden Ladner Gervais LLP, 1200 Waterfront Centre, 200 Burrard Street, VVancouver, BC
V7X 1T2; in Ontario: Borden Ladner Gervais LLP, 22 Adelaide Street West, Suite 3400, Toronto, ON M5H 4E3; in
Nova Scotia: Cox & Palmer, Q.C., 1100 Purdy’s Wharf Tower One, 1959 Upper Water Street, P.O. Box 2380 - Stn
Central RPO, Halifax, NS B3J 3E5; in Alberta: Borden Ladner Gervais LLP, 530 Third Avenue S.W., Calgary, AB
T2P R3.

PFI of the United States is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or
with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom.

PGIM, the PGIM logo and Rock design are service marks of PFI and its related entities, registered in many
jurisdictions worldwide.
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