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BP (NYSE: BP - $32.78/adr - Overweight):
Upgrading from Neutral to Overweight

Notwithstanding the obvious headwinds, including mounting Macondo liabilities, a yet-to-be stopped GOM leak, a
potential stall in dividend payments, increasing credit default spreads on BP debt, potential gross negligence or
criminal liability claims and a clear lightning rod for criticism in the U.S., BP shares offer reasonable long-term
value, in our view. BP’s book equity value ($104 billion), net PP&E ($108 billion) and pre-Macondo liquidation
value ($130-192 billion) all well-exceed our estimate of the likely range for discounted Macondo liabilities net to
BP of $11-56 billion (undiscounted $18-91 billion). The next 12-24 months are likely to be challenging and we
would characterize our note as a high-risk upgrade, given the myriad of uncertainties that remain. Having said
that, the kitchen sink of headlines have been thrown at BP shares over the past 2 weeks, thereby partially
desensitizing the shares to the news. Meanwhile, the brewing debate of BP pensioners vs. Macondo victims is
generally supportive of BP shares, in our view.

BP Equity Value Low Mid High
BP Pre-Macondo 130,000 160,943 191,885
Undiscounted Macondo Liability (90,550) (42,065) (17,864)
Discounted Liability (~10 yrs) (55,639) (25,847) (10,977)
BP Net Value 74,361 135,096 180,909
Shares o/s 3,131 3,131 3,131
$/sh $23.75 $43.15 $57.78
Current $32.78 $32.78 $32.78
Upside % -28% 32% 76%

Source: Simmons & Company International

What’s in the stock. We think BP shares are discounting Free cash flow. At $75/bbl, we estimate that BP

a NPV of Macondo liabilities of approximately $64 generates $17 billion per year in free cash flow (before
billion, above the high-end of our discounted Macondo ~$10 billion in dividend payments, which may be
liability range of $11-56 billion and above the mid-point temporarily reduced or frozen at BP’s discretion). By

of our undiscounted Macondo liability range of $18-91 comparison, the current rate of spend (gross) at Macondo
billion. is ~$30/day or ~$11 billion per year.

Valuation perspectives. BP shares are 26% lower than in Headline risks remain. While BP shares have withstood
Dec-’08, when oil prices were $10/bbl (similar to *98 a litany of headlines already, incremental buyers of BP
levels of market value). Meanwhile, book value has shares should only enter knowing that the U.S.

increased by 142% or $62 billion. government may (if media speculation proves accurate)

have a reasonably good chance of claiming criminal
negligence, that the dividend may be cut and that the total
ticket for gross undiscounted Macondo liabilities may

exceed $100 billion.
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Summary and Investment Conclusion

Upgrading to Overweight. We are upgrading to
Overweight from Neutral. While BP shares are not
without risk, we find bankruptcy unlikely, risk/reward
compelling and government-to-government debate
generally helpful to BP’s survivability. BP may ultimately
be headed towards criminal negligence charges, in which
case they would likely settle before conviction and they
may decide to suspend or temporarily reduce the
dividend. Both of these items have been in the
mainstream media of late already. Meanwhile, we
estimate that BP’s pre-Macondo liquidation value is in the
range of $130 - $192 billion, well above our undiscounted
net Macondo liability range of $18 — 91 billion, leaving a
base case theoretical residual value of $38/adr if BP were
to be immediately liquidated (not likely, in our view).
When instead the Macondo liabilities are paid over 10+
years, the net present value of those liabilities is further
reduced. Net of these discounted liabilities (10% discount
rate, 10 years), BP shares are worth, by our estimates,
$24-58/adr, offering an attractive risk reward balance if
28)%/+76%.

Valuation. For perspective, at $32.78/adr, BP shares are
26% cheaper than when oil prices bottomed at $10/bbl on
December 10, 1998 (BP was at $44.12/adr on 12/10/98),
and roughly equivalent in terms of market capitalization.
Meanwhile, the company’s book value of $104 billion
($33/adr) in 1Q’10 is $62 billion greater than the $43
billion ($13/adr) YE-"98 value. The company’s 1Q 10 net
PP&E balance of $108 billion is +96% (+$53 billion) vs.
1998 levels and net debt of $25 billion currently is up $12
billion vs. 1998 levels. 2009 reserves of 18 billion boe are
up 30% and production of 4 mmboed is up 35% (growth
not organic). At $102 billion currently, BP’s market cap
has lost $84 billion since April 19th (the day before
Macondo) and $50 billion relative to the XOI. Prior to
recording Macondo expenses, BP shares trade at 4.5x our
’11 earnings vs. 7.2x for the majors as a group and 11.6x
for the S&P 500. The stock trades at 3.2x 2011 EV/DACF
vs. major oil peers at 4.7x (pre-Macondo). Obviously, this
is all pre-Macondo. How cheap BP looks post-Macondo
is by definition tied to the net present value of Macondo

liabilities. It appears to us that BP shares are

“discounting” approximately $64 billion in after-tax

Macondo liabilities.

Macondo Liabilities. Our base case assumption is that
BP’s all-in after-tax undiscounted share of Macondo
liabilities will be $42 billion (range: $18 — 90 billion).
Pre-Macondo, BP has a book value of $104 billion
(liquidation value of $160+ billion, we estimate), gross
debt of $32 billion, cash of $7 billion (net debt $25
billion), unused debt facilities of ~$10 billion, free cash
flow from operations after capex and after dividends of $7
billion per year at oil prices of $75/bbl ($17 billion/yr
before the $10 billion/yr dividend payment). The current
Macondo spend rate of $28mm/day (100%-basis) equals
$10 billion per year (gross). We expect that it will be
several years, if not a decade or more, before the full
extent of Macondo-related liabilities will be known and
paid. Moreover, while BP’s cost of debt is increasing
considerably, we believe in our base case scenario that the
pace of spending will remain slow enough so as to allow

the company adequate liquidity.

What’s in the stock for Macondo. We estimate that it
would take ~$64 billion in BP net Macondo liabilities to
put BP shares on par with valuation of the other major
oils. BP shares trade at 4.5x our 2011 pre-Macondo
earnings vs. 7.2x for the majors. Placing BP shares at 7.2x
would add $20/adr or $62 billion in value. Ex-
Downstream assets and ex-Macondo liabilities, BP’s
current enterprise value attributable to upstream assets of
$116 billion equates to $6.46/boe for the 18 billion boe of
1P reserves, ~36% cheaper than the majors group average
of $10.06/boe. Placing BP shares on par with the
valuation of the major oil group average on a $/boe basis
(pre-Madondo) would add $65 billion in market cap.

Dividend. We suspect that the BP board will review the
dividend and may or may not make the determination that
a deferral, cut or share-based dividend will be preferable
to a cash dividend for 2Q’10 (payment in 3Q). Among the
options, we suspect, may be a double-cash dividend paid
in a subsequent quarter.
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Value

E&P Liquidation

Figure 1

688161 166°96 9€8'G1T 8LE°G9L 9€E'681 AW parduip

(e1e'se) 1990 19N
1789 UseD 010}
(es1'ze) 198 0LOL

d%3 %02 ‘siolely %08 sepnjoul sebeleny

posN oy UOISIGAUOD |19

SolEWIISE [0S B SPIOJSH

(peoq/$) etey uooNPoId uo peseg A3

$80IN0S0Y [B10] UO paseg AJ

SanBsaY d| Uo peseg AJ

AnH AiusH Jjow /28°€$ B 1ueIg JO 19G/16°65S UO PASEQ SI 01-Ad 60.IA

261112 £0€'222 8v1'Ive 069'06} 89112 A3 1oL olesedos UOTEDO|lY JE-MNL "SOMOSeY d} 60, UO POSEq SI UONEdOlly pelybiom
faan [ fdn fa fdn A3 By
¥6L°502 658012 69'LL $ Y0L°622 LyT'6LL S02°502 00v'68 00069 296‘vv €£0'81 _€£0°81 1€8% 20201 OELGy €90k £90°PZ  _LIG0L O2EV  16L9  _ L66C  LIp'8  GEGT  uoBen|eA dz3
£9029 €276 926 $ 682°9L $60°9G £66°€9 0091 G8v'vZ_ I¥B'8L  €v9's €v9'S  L10T  L29'C  _ewly  L0L°h  GEO'E €98 2eLt  1Z'e  808'L  Ge0'L  GeklL  saelimy Aunby

1289 S8y 000+ § 8Lt 5567 7195 008 EC ey @b 9t €6 F 08 €y 0+ €% 102 D 1S 10 158
£62'cY 68l'se 868 $ 95895 656'8€ 991 'vY 004'6 902'sl  6I6'E  6I6'C 982t SE9'T 22T 6IS 0Ll 6vS'e  86LL  ISET ov6 109 o8 eissny

95 159 w8 $ 0 £9¢ Ly 0 L L8 £ £ 0 991 994 0 6 6 0 eouy
265°1 1L ¥ €96 $ S0L'6 618'11 868°C) 00 05T 68l't 68L°L €45 919 29g'e  010°h  eselL 28 SOy L0v 91 26¢ 1oL BoLOWY UBd
169} 985851 082§ SIYESH 15162k Z19%6EL 008v._ _GIS'8E 921’9z 68ETL_  68ETL  pI8'G  G/G'9 88E0y  96E'6l  2€0'lz 869G 885 0.0 6292 9LEL 00Y°F (v3-x3) 1e0L
SO0k €691k 000+ § 8809 €291 F ZIVEr 0099 Se9t  99ve 69k 69hF  G/G  G6s 929  LOFE  6kC€ SH 5 E3 ED oy e BISE[RNSNY
089'6 2028 0004 $ 601'cl 8518 8r2'6 005'6 les'z el e 128 ue Sty 828l 6vg 6.5t s vee 28l gz 019 €2l BISY J0 1sey
¥99'81 sve'ee 8L $ 11'e2 0562+ 18971 00L'et 050y i¥L'T  €OE'L €081 969 209 195 ¥S¥'L L01°L 98  ¥Sv ey 80% 129 ¥0E By
6€€'12 1621 €96 $ €6L'22 595'81 €012 004's €08's  9e6'c  L98'F  [98'f 882} 6.5 0/5'0L  €6EL  LLM'E S04 95 -4 ur vz 19 nvs
90029 1ee08  18€L $ 8vE'v9 01825 L6569 005K 0808k poTTL 98’ 9I8'S 9227  06G‘E _GBE'9L 9800 662°0L 580 ZIZ'L  €28°1 €0LL 667 €49 WYN

SE0°E 2Ly . $ ¥20°€ 950 18872 005 €v9 9eY 202 202 I 0L 6911 €SV EM el [ 1 25 €92 8 EBPEUED
2,6'€9 €09'6. 8rel § €2€'19 (R 902'€9 000'l€  LE¥'/L 828'LL  609'S  609'G 0SM'Z 6SY'E  912'GH €E9'S €856 €0t 1L 298t 150t 9KET 599 sn
25891 9Ll 2T $ 2088t §50°%1 vE6'SH 0006 96Ey 26T vIv'L _pipL €69 19 8127 290 169°L 196 S 98y vIE  ¥E9 3douna

BE ¥26€ 051 § 68r'e €6ET V8 006'F 190°F 02L e We 05 16 oy L6t 3 92 ver €8 G2 oF femion
rv6'2) 21zl zEee $ 218's) 299'01 8802} 004’2 SEE't 2927 €L0'h _€.0'h €0 0.9 23T 009 209 ¥69 162 €0F 1z 819 3N

€10l 19yl0  Ppanoid dl__and _ad dl___and _ad dl___and _ad LeI0L _ sep
anje, ol
o sajqeseduio wnapeseq | | A3 || A3peseq | | O1-Ad | | seonose jo uoneaony (20quit) 4oa) (20quiu) . (p30G / Proww / PAY)
o ey paseg 1ayieN uoponpoid e anessay di 603A abesany pawblom Saniesay (101 3A 6002 samasa SeD IA 6002 sanasay 110 3A 6002 uoRoNPOAd [E101 6002
4 3 a B ] v
enjep esudionm weansdn pajewinsy ] T Solisnels 603A

LYE'8S $ $d%93 Juspuadapul %02 B SI0fe %08 1o} uononpoid Jo paoq / A3
98T $ $d83 luspuadapu %02 B SIOfN %08 40} SOIN0SeY [EIOL / A3$
Zh $ Sd83 uepuedapul %02 3 SIofeI %08 o) dwioo senesey di / AT$

[ pasn sajqeledwio) |

<@mooww.

sisfjeuy sued jo wng weansdn dg

Source: Simmons & Company International

SIMMONS & COMPANY INTERNATIONAL



Macondo Liabilities

There appear to be multiple state, federal and common law jurisdictions which apply to the potential net Macondo
liability for BP. The possibility of gross negligence or criminal claims by the U.S. Department of Justice appears, in
our view, to open up significant additional potential for punitive damages and higher federal fines. We attempted
to fully load the high-end pre-tax gross Macondo estimate as much as possible so as to avoid a negative surprise
relative to our analysis. That said, predicting the outcome with any reasonable degree of precision is near
impossible. We calculate a range of gross after-tax Macondo liabilities of $20 billion to $91 billion, with a base
case assumption of $46 billion applicable to BP. We have made an assumption for the time being, which may or
may not prove accurate, that all liabilities arising out of gross or criminal negligence on the part of BP as operator,
including punitive damages, Clean Water Act fines that exceed the $1,100 per bbl standard fine and claims from
insurance companies covering the Deepwater Horizon, will accrue directly to BP and not to Anadarko. If BP were
in fact to be found grossly negligent, we suspect that their partners in the Macondo well would have an incentive
to attempt to contest much of the liabilities otherwise accruing to them as responsible parties.

Figure 1: Summary of Estimated Macondo Liability

After-Tax BP Worst Case Pre-Tax
Smm BP APC Mitsui TOTAL Scenario (A-T) TOTAL
High 80,389 7,258 2,903 90,550 100% 90,550 139,307
Mid 42,065 3,148 1,259 46,472 71,495
Low 17,864 1,347 539 19,750 30,385

Source: Simmons & Company International

Commercial Fishing. Commercial landing statistics — OmFigure 3: Fishing Area Closure Statistics —
published by NOAA for the US$ value of commercial ' .

landings in the U.S. Gulf Coast in the 5 affected states
summed to $661mm in 2008 (the latest year for which 70,000
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representing a range of liability of $424-661mm and a
mid-point of $364mm. Thus far, NOAA’s website reports
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0

that, at peak on June 2, 2010, 36.6% of the total fishing o o9 ot o o oo
area (88,522 square miles) was closed. As of June 7, =50, Mi. ~#-%of total area
2010, 32.3% of the total area remained closed (78,264 Source: Simmons & Company International

square miles). Updated statistics can be found at the

- . - Seafood Value Added. In our discussion with industry
following link: Fishing Area Closure Statistics.

representatives, we found that, beyond the first onshore

_ Figure 2: Commercial Fishing Industry (Wholesale) delivery point, Gulf Coast seafood processing, packaging,
g g 4 MO ¢ T transportation, preparation and restaurant service is

e o generally believed to add another $3.3 billion in derived

Zvrvnme,cial Trehing —Figh Sf; 512; 5232 Sf: f;e = annual economic value (5x the initial landed seafood

o Fine Lo b c o am value). While not as directly affected by the spill as

Source: Simmons & Company International fishermen, we believe it is reasonably prudent to assume

some impact to the “seafood value add” as we’ll term it.
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Macondo Liabilities

Processing business is presumably down together with
fish landings and while many restaurants are likely to
purchase alternate seafood from neighboring states or
elsewhere in the U.S., the patronage of Gulf Coast area
seafood establishments may be affected by some yet to be
determined amount. We have assumed that 5-15% of the
annual Seafood Value Add is affected by the spill for the
purposes of this analysis, representing a range of liability
of $165-495mm and a midpoint of $331mm.

Figure 4: Seafood Value Added

Additional f AL FL (WC) LA Ms TX Total
Total (Smm) 221 612 1,374 218 880 3,307
High 15% 15% 15% 15% 15%
Mid 10% 10% 10% 10% 10%
Low 5% 5% 5% 5% 5%
Seafood Economy -- High 33 92 206 33 132 496
Seafood Economy -- Mid 22 61 137 22 88 331
Seafood Economy -- Low 11 31 69 11 44 165

Source: Simmons & Company International

Recreational Fishing. The American Sportfishing
Association (ASA) calculated that in 20006, retail sales
associated with saltwater sportfishing in the 5 states
potentially affected by the spill was $4,740mm and was
associated with some 82,741 jobs, including 3,762 in
Alabama, 51,588 in Florida, 7,733 in Louisiana, 1,116 in
Mississippi and 18,542 in Texas. The saltwater fishing
statistics can be found at Saltwater Stats and the general
discussion of the ASA’s analysis can be found at ASA
Fishing. While the ASA calculates a total economic
benefit that is larger than the direct sales figure (economic
multiplier effect), we have assumed for the time being
that only those that suffer a direct loss of revenue will be
able to successfully argue a loss claim as a result of the
Macondo incident. Thus, we have taken total saltwater
sportfishing-related retail sales in 2006 as estimated by
the ASA as a proxy for 2010 sales, and assumed a range
of detrimental impact on sales as represented in the table
that follows. While our assumptions for individual states
vary, in aggregate, the output of our calculation implies
total claims for lost revenue are likely to be in the range
of $725-81,320mm, with a mid-point of $848mm and

constituting 15-28% of the total revenue figure quoted by
the ASA.

Figure 5: Saltwater Sportfishing

Sportfishing AL FL LA MS X Total
Total (Smm) 227 2,998 472 63 981 4,741
High 30% 30% 50% 30% 10%
Mid 20% 20% 30% 20% 5%
Low 10% 20% 10% 10% 5%
Recreational Fishing -- High 68 899 236 19 98 1,320
Recreational Fishing-- Mid 45 600 142 13 49 848
Recreational Fishing -- Low 23 600 47 6 49 725

Source: Simmons & Company International

Tourism. Tourism is big business in the states that border
the spill, particularly for the beaches in Florida. Of the
some $767 billion in direct travel spending for the entire
U.S. in 2008, it appears that approximately 20% was

spent in the 5 states that border the Gulf of Mexico. Under
our rough assumptions as defined in the scenario
descriptions that follow, we calculate a potential range of
claims for lost economic benefit from tourism in the Gulf
Coast region of $3,598-819,386mm with a mid-point of
$10,158mm.

Figure 6: Tourism

Tourism AL FL LA MSs X Total
Total (Smm) 9,600 65,200 9,300 6,000 60,800 150,900
High 18% 17% 50% 15% 2%
Mid 9% 8% 30% 8% 1%
Low 4% 3% 10% 3% 0%
Tourism -- High 1,680 10,758 4,650 900 1,398 19,386
Tourism -- Mid 840 5,379 2,790 450 699 10,158
Tourism -- Low 336 2,152 930 180 0 3,598

Source: Simmons & Company International

®  Florida: Economic benefits derived from tourism
were estimated at $65,200mm for Florida in 2008
(Florida), of which approximately 1/3 appears to be
attributable with the Western half of the state
(including the panhandle). In our worst case scenario,
we assume that 50% of the 33% of the full-year
tourism benefit for Western Florida is claimed from
Macondo, our mid-case assumes 25% of the 33% is
affected and our low-case assumes 10% of the 33% is
affected. This places the total compensation to
Florida businesses for loss of tourism at $2,152-
$10,758mm with a mid-point of $5,379mm.

6 SIMMONS & COMPANY INTERNATIONAL



Macondo Liabilities

®  Louisiana. According to the Travel Industry
Association, in 2008, domestic travelers spent $9.3

billion in Louisiana (Travel Impact on Louisiana).

Recently, the summary of a study commissioned by
the Louisiana Office of Tourism published on May
28, 2010 (Louisiana Tourism Survey) noted that 26%

of survey respondents who claim to have previously

booked plans to visit Louisiana further claim to have
cancelled their plans. Based on this, our base case
assumption is that 30% of an assumed $9.3 billion
Louisiana tourist industry is negatively affected by
the spill, with a range of 10-50%. This results in a
projected damage claim of $930-$4,650mm with a
mid-point of $2,790mm.

e Texas: Direct travel spending in Texas was estimated
at $60,600mm for 2008 (Texas), including
approximately $13,892mm in the Gulf Coast region
(23% of the total state). In our scenarios for Texas,
we assume that 0-10% of the 23% of Texas tourism
that is on the Gulf Coast is claimed for
reimbursement, representing loss of income claims
ranging from $0-$1,398mm with a mid-point of
$699mm.

®»  Alabama: An estimated $9,599mm was spent on
travel to Alabama in 2008 (Alabama), of which
$3,323mm (35%) was in the Gulf Coast region. Our
analysis assumes that up to 50% of the 35% of travel
expenditures for Alabama would be forgone as a
result of the spill, resulting in an assumed range of
claims of $336-$1,680mm with a mid-point of
$840mm.

»  Mississippi: An estimated $5,390mm was spent on
tourism in Mississippi in 2008 (Mississippi), of
which 30% was in the 6 counties that were closest to
the Gulf, with 25% in Harrison county alone. Similar
to Alabama, we have assumed that up to 50% of the
30% of tourism that is in the Gulf Coast area is

affected by the spill, resulting in a range of forgone
economic benefit of $180-$900mm with a mid-point
of $450mm.

Clean Water Act (CWA). As discussed under the
“Federal Prosecution” section of this report, the Clean
Water Act grants the Environmental Protection Agency
(EPA) the authority to levy a civil fine on companies
based on the number of barrels discharged into the
environment. The fine ranges from $1,100 per barrel to
$4,300 per barrel. Under both our mid and high case
scenarios, we assume that the per barrel fine will be
placed at the high end of the range. New government
estimates for the rate of flow are 20-40 kbd (implicit mid-
point of ~30 kbd) vs. the most recent prior estimates of
12-19 kbd (implicit mid-point of ~16 kbd). Perhaps by
now the increased estimate should have been obvious to
the casual observer as BP has claimed they are collecting
15 kbd from the Lower Marine Riser Package (LMRP)
and yet there are still plumes visible on the real-time ROV
cameras. Under our assumption for the high-end penalty
under the CWA, we assume an average flow rate of 32
kbd for 300 days (starting at a much higher rate, then by
early June mitigated at least 15 kbd of capture from the
LMRP). Applying the maximum fine of $4,300 per barrel
to the implied 9.5 mmb released in this scenario imply a
staggering $40,850mm possible fine under the CWA. On
the low end, we assume a fine of $990mm under the
CWA. It is our understanding that the EPA considers
circumstantial factors such as the degree of response,
compensation and clean-up efforts when levying the fine,

but that they are not necessarily bound to a specific

outcome.
Figure 7: Clean Water Act (CWA)
Clean Water Act kbd days mmb $/bbl
High 32 300 9.5 $4,300 40,850
Mid 14 180 2.6 $4,300 10,965
Low 10 90 0.9 $1,100 990

Source: Simmons & Company International
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Macondo Liabilities

Punitive Damages and Additional Penalties. It appears
to us that there are multiple venues through which
additional fines and penalties may be levied against BP,
particularly if they are found guilty of gross negligence.
Under common law, we assume by default a 1x punitive
damage award for all losses defined above in the
categories of Commercial Fishing, Seafood Value Add,
Sportfishing and Tourism. Further, as per the terms of the
Alternative Fines provisions, the U.S. federal government
has the authority to collect a fine up to 2x the amount of
damages suffered by others as a result of a violation under
the act. Under our most extreme cost scenario, we assume

a full 3x punitive damage award/incremental fee.

Figure 8: Punitive Damages and Additional Fines

Punitive Damages / Additional Fines | Multiplier $mm
High 300% 65,593
Mid 200% 43,729
Low 100% 21,864

Source: Simmons & Company International

Other Liabilities. In our analysis, we have also assumed
a blanket $500mm further liability to cover several other
pieces of applicable legislation, including The Refuse Act
(potential criminal penalties for discharge of oil),
Migratory Bird Treaty (potential criminal penalties for
harming or killing migratory birds), the Endangered
Species Act (criminal penalties) and Outer Continental
Shelf Lands Act (includes MMS regulations and possible

civil and criminal penalties).

Figure 9: Direct Clean Up

Direct Clean Up days Smm/day
High 300 $30 9,000
Mid 180 $20 3,600
Low 90 $20 1,800

Source: Simmons & Company International

8 SIMMONS & COMPANY INTERNATIONAL



Federal Prosecution

While there is little precedent for federal fines of the order of magnitude that are likely in the case of the Macondo
accident (particularly since OPA enacted), we see multiple venues possible and discretionary fines by the EPA
likely on several fronts. The net effect is that one physical damage or loss of income claim could effectively be
“grossed up” by up to a factor of 4x. This would be in addition to civil penalties levied by the EPA and on top of the
direct physical clean up costs, which are not limited under the statutes. Additionally, each of the individual states
affected generally has its own oil pollution statutes, some of which do not have limits. Our analysis concludes that
there is considerable flexibility on the part of the federal government and multiple possible state and local
common law venues available to inflate the total package of Macondo liabilities to significant levels (over $100
billion in an extreme case). That said, we suspect that authorities, particularly those ultimately held accountable to
elected officials, may determine that a lower amount may be prudent so as to avoid setting a precedent for a
single-well accident in the Gulf of Mexico resulting in a level of liabilities that would bankrupt all but the largest of
the major integrated oils, the de-facto result of which would make any go-forward development in the Gulf of
Mexico a “big oil only” game. That, in turn, is likely to be viewed as counter-productive to the political ambitions of

the current majority view in Washington, we think.

Clean Water Act (CWA). Enforced by the
Environmental Protection Agency (EPA).

»  Civil Penalties: $1,100 per bbl discharged ($4,300
per bbl in the event of gross negligence). Figures
quoted in earlier versions of the act of $1,000 and
$3,000, respectively, have been adjusted for inflation.
There is no cap on these fines and, in our opinion,
based on discussion with attorneys familiar with the
matter, the EPA is unlikely to allow the offset from
barrels that were discharged, then subsequently
recovered (skimmed, burned, etc). In other words, the
“gross” discharge applies at the point the oil is
released into the body of water. Note that these civil
penalties are in addition to any criminal fines, direct
clean-up costs, punitive damage awards, loss of
income claims, etc. These are fines owed directly to
the federal government for the discharge of regulated

contaminants.

*  Criminal Prosecution: In addition to civil penalties,
under the CWA, in the case of negligence, the EPA
has the authority to levy criminal fines, the limits of
which vary by the severity of the incident and the
degree of negligence. Penalties range from lyr
imprisonment and $2,500 per day per incident
(multiple violations may be stacked on top of one
another) to 15 years imprisonment and $250k per
violation per day. Additionally, the EPA has shown

an increasing propensity to apply the Alternative Fine
provisions, under which the organization has the
authority to levy up to 2x the gross gain or, as is
likely more applicable in the case of BP, the gross
loss of the affected party. This fine would be in
addition to any recovery available to the affected
party (fishermen, for instance) available through
common law claims, state-level statutes, and/or the
federal Oil Pollution Act (OPA), including any
separate punitive damage awards directly to the

affected parties.

Oil Pollution Act (OPA). Under the oil pollution act, a
responsible party must pay all removal fees (unlimited)
and all natural resource damages (unlimited).
Additionally, the law allows that certain amounts be made
available to affected parties, including economic losses,
the limit of which varies by type of incident, with a
$75mm category generally presumed to be applicable in
the case of the Macondo spill. In our discussion with
attorneys there appears to be a general assumption that the
$75mm cap will not serve to limit the liability of BP as
claimants are likely to be able to file common law (or
state-level statute-based claims) in local courts and, in the
event of gross negligence, may be entitled to punitive
damages and no cap. Moreover, BP has said fairly
explicitly that they do not expect to be bound by the
$75mm threshold.

SIMMONS & COMPANY INTERNATIONAL



Federal Prosecution (continued)

Joint-and-Several Liability. While precedent is limited,
it appears possible that if one of the parties were to be
bankrupt, that the other responsible party would be jointly
and severally liable for the full unpaid portion of the
OPA-based damages. Ordinarily, we’d expect the
operating agreement to govern, and provide
indemnification against working interest owners such that
the non-operator’s net financial exposure is limited to
their working interest. However, this assumes solvency.
While joint-and-several liability would apply under the
OPA, language within the CWA focuses more on the
resource owner or operator of a vessel (presumed to be
BP, since the Deepwater Horizon, while operated by
Transocean, was done so under the direction of BP).
Thus, it is our very rough assumption that non-OPA
CWA-based fines are more likely to be contested by non-
operating partners in Macondo (Anadarko-25%, Mitsui-

10%). Also, we suspect that the non-operators will have a

reasonable defense against having to pay claims that are
based on gross operator negligence, such as the
Alternative Fine provisions of the CW A, punitive damage
awards to affected parties under common law and the
extra CWA-based civil penalties that are associated with

gross negligence.

Occupational Safety and Health Administration
(OSHA). With the Texas City explosion in 2005, BP was
subjected to some of the largest fines in OSHA’s history
and the company already has the worst record of any
major oil company in the U.S. in terms of the number and
dollar amount of serious violations. While OSHA fines
are not likely to be the most significant component to
BP’s total Macondo liability, we expect that the
company’s poor record in recent years will factor in
negatively for the calculation of any fines applicable in
the case of Macondo.
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Resources

Useful Links:

Live Feeds from ROVs
NOAA Trajectory Maps

DOE Horizon Data Site
Fishing Area Closure Statistics

SIMMONS & COMPANY INTERNATIONAL
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Valuation

Updated 9 101!
[Crude Oil (WTI) 5/14/10 99.55 43.01 59.59 68.12 76.06 61.80 78.76 77.90 77.36 80.43 78.62 81.79 82.80 83.60 84.33 83.14
[Natural Gas (HH) 5/14/10 9.01 4.84 3.54 335 4.20 3.98 5.27 414 4.47 5.02 4.72 5.56 5.34 5.49 5.89 5.57
UK Natural Gas (NBP) 5/14/10 58.19 46.95 27.59 21.70 28.04 30.99 35.69 37.12 39.18 46.77 39.72 5135 45.38 45.02 4563 46.82
Crack Spread (USGC 321) 5/14/10 8.80 9.06 7.32 573 4.47 6.63 6.49 11.22 10.67 6.00 8.60 6.88 10.59 9.47 5.63 8.14
WTI - Arab Medium 5/14/10 7.98 0.61 0.83 236 3.94 1.95 173 (0.82) 0.00 4.00 1.23 4.00 4.00 4.00 4.00 4.00
TABLE 2: FOREIGN CURRENCY
[Currency GBPUSD EURUSD CADUSD USDNOK USDBRL
pot Rate 147 1.21 1.03 6.48 1.80
TABLE 3: MULTIPLES
SCI 6/10/2010 P/E Relative P/ E P F EV / EBITDAX
[Company Ticker Rating Price 2010E 2010E 2011E 2010E 2011E 2010E 2011E 2010E 2011E 010E 2011E
BP BP o $32.78 53 5.2 53 47 0.4 0.5 37 34 46 4.1 29 28
[Chevron CVX o 7417 8.0 6.9 85 75 0.6 0.6 46 4.1 45 4.0 31 27
[ConocoPhillips CoP o 53.37 82 6.6 87 72 0.6 0.6 43 37 55 4.7 36 3.0
ExxonMobil XOM o 61.89 10.8 8.9 10.7 89 0.8 0.8 6.8 58 6.7 57 4.7 40
Royal Dutch Shell RDS.A o 52.35 9.2 7.2 9.3 74 0.7 0.6 6.0 4.3 7.2 51 4.0 34
TOoT o 46.71 72 6.0 7.0 6.2 0.5 0.5 4.2 3.8 49 4.4 3.1 27
8.7 73 8.8 74 0.6 0.6 54 4.5 5.8 48 3.8 33
HES [<] $52.66 9.9 8.1 108 85 0.7 0.7 35 34 39 38 3.0 26
MRO o 3219 10.0 6.7 10.2 6.7 0.7 0.6 37 3.0 43 35 3.4 27
MUR N 5423 1.1 86 1.3 86 08 07 42 35 45 38 34 28
OXY o 8349 14.5 110 14.3 10.9 1.1 0.9 74 6.0 73 6.0 56 4.4
127 9.5 128 9.6 0.9 0.8 5.8 4.8 5.9 49 45 3.6
BRGYY [¢] $79.49 149 17 144 16 1.1 1.0 9.2 7.8 9.7 8.3 73 6.0
E N 37.16 72 6.4 74 6.2 0.5 0.6 3.1 3.4 4.5 49 27 31
Petrobras PBR ) 38.57 87 6.9 9.9 8.3 0.6 0.6 57 4.9 7.0 6.1 47 4.1
Repsol REP u 2033 9.6 8.6 8.2 68 0.7 07 33 34 6.0 6.1 43 44
Statoil A.S.A. STO [o} 20.80 10.4 7.6 9.5 8.0 0.8 07 40 35 5.0 43 24 21
SuU o 3242 3.7 10.3 1. 12.0 17 0.9 86 5.4 101 6.5 86 57
1.3 .0 1 7 0.8 0.7 5.7 4.8 6.8 5.9 47 4.0
9.8 .6 9.1 9 0.7 0.7 5.4 4.6 6.2 5.2 4.1 3.6
9.8 .7 9.¢ 0.7 0.7 5.5 4.6 6.2 5.2 42 3.6
SPX $1,086.84 37 116 3 116

TABLE 4: VALUATION SUMMARY

Market Value Enterprise Value Net Debt to Total Capital Valuation
6/10/2010 Price Target Current Fwd 4-Qtr. 12-Month Total Return 1Q10 Current Q1 Current 1Q10 Current 6/10/2010 SCI
[Company Ticker Price Target % of NAV % of NAV Dividend % to Target Div Yield % Tot Ret % Shares o/s MV ($MM) Net Debt EV ($MM) Book Equity | Net Debt/Cap Price Target
BP BP $32.78 $52 100% 63% $3.39 58.0% 10.4% 68.4% 3128 $102,546 $25,312 $127,858 $104,079 20% 366p 587p
[Chevron CvX 7417 114 100% 65% 274 53.9% 3.7% 57.6% 2,004 148,653 148,366 95,103 0%
[ConocoPhillips CoP 53.37 920 100% 59% 220 68.3% 41% 72.4% 1,504 80,245 108,478 62,837 31%
ExxonMobil XOM 61.89 92 100% 67% 1.78 48.6% 2.9% 51.5% 4,736 293,111 291,692 112,749 1%
Royal Dutch Shell RDSA 5235 83 100% 63% 339 58.3% 6.5% 64.7% 3,066 160,526 189,389 138,010 17% €1 €4
Total S.A. ToT 46.71 84 100% 55% 282 80.9% 6.0% 86.9% 2243 104,757 123,592 79,260 19% €38 €70
j 100% 64% 57.9% 50% 62.9% 16,681 889,838 989,376 592,038 10.0%
$52.66 $99 100% 53% $0.42 88.7% 0.8% 89.5% 327 17,220 20,185 14,027 7%
3219 41 100% 79% 097 26.7% 3.0% 29.7% 711 22,887 28,165 22,196 19%
54.23 75 100% 72% 1.04 38.4% 1.9% 40.3% 193 10,463 11,394 7,554 1%
83.49 141 100% 59% 1.44 68.8% 1.7% 70.5% 814 67919 68618 29935 2%
100% 63% 60.9% 1.9% 62.7% 2,040 118,489 128,362 73,712 85%
$79.49 $123 100% 65% $0.93 54.2% 1.2% 55.4% 661 54,134 58,856 23410 7% 7070p 1666p
ENI 37.16 61 100% 61% 247 63.4% 6.7% 70.0% 1.811 67,304 96,746 75,163 28% €15 €25
Petrobras PBR 3857 62 100% 62% $1.46 61.5% 38% 65.3% 4,390 169,314 214,026 96,169 32% R$35 R$56
Repsol REP 2033 31 100% 66% 1.05 51.0% 5.29% 56.2% 1.221 24,820 48,067 29,884 44% €17 €5
Statoil A.S.A. STO 20.80 31 100% 67% 1.22 48.6% 5.8% 54.4% 3,183 66,210 79,458 36,395 27% kr 134 kr 200
[Suncor SuU 3242 48 100% 67% 0.40 49.4% 2% 50.6% 1,573 50,997 63,619 32,947 28% C$33 C$50
International 100% 64% 56.9% 0% 60.9% 12,859 28
1. Oil W. Avg (EV) 56.2% 6% 62.8%
wg (M 57.8% 4% 623% 31585 1,441,105 1678510
SPX 1,086.84 23.52 .2%
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