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ALVAREZ & MARSAL

2020 / 2021 Oil and Gas Exploration & Production (E&P)
Analysis of compensation arrangements among the largest'U.

INtroduction

Effective compensation programs are critical to attract,
retain, and drive performance of executives. Companies
should ensure that their executive compensation
programs are aligned with the market throughout each
potential phase of a company’s life cycle, including initial
public offering (IPO), transaction / merger, steady state,
and bankruptcy.

To understand compensation practices in the energy
sector, specifically for Exploration & Production (E&P)
companies, the Compensation and Benefits Practice of
Alvarez & Marsal (A&M) examined the 2020 proxy
statements of the largest E&P companies in the U.S.

Where possible, this analysis only includes companies with
revenue derived primarily from E&P activities (i.e., not
primarily oilfield services, midstream, refining, etc.)." The
report excludes companies that did not disclose sufficient
data on their compensation programs, such as companies
that recently went through an IPO or companies that have
recently undergone a restructuring or bankruptcy.

The data presents the plan structures disclosed by these
companies. Where warranted, current data is compared
to data collected in our prior studies.

Alvarez & Marsal’s Compensation and Benefits
Practice has partnered with Equilar and is pleased
to provide this latest edition of our study on E&P
Compensation.

Our mission is to assist companies in understanding the
current environment surrounding compensation in the E&P
Sector.

Company Statistics

The 68 companies analyzed in this report are diverse in
terms of size. For comparison purposes, we grouped the
companies into quartiles based on enterprise value? as
shown below:

Quartile

Enterprise Value Range*

Top Quartile $7.9B — $98.6B $20.1B
Second Quartile $3.1B — $7.7B $4.0B
Third Quartile $725M — $2.9B $1.6B
Bottom Quartile $109M — $606M $445M

*Enterprise Value as of January 2, 2020.

"For an analysis of the top oil and gas oilfield services companies, please see our 2020 / 2021 Oil and Gas Oilfield Services (OFS) Compensation Report.

2In previous reports, market capitalization was utilized as the metric for measuring size of the organization. Due to uncertain market conditions, A&M has
chosen to use enterprise value as a proxy for determining the different sizes of the E&P companies.

2020 /2021 OIL AND GAS EXPLORATION & PRODUCTION (E&P) COMPENSATION REPORT



Equilar Commentary:
Overall, the salary reductions due
to COVID-19 at E&P companies
have been smaller than those in
other industries, although the
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COVID-19 and Russia-Saudi Arabia Oil Price War

As a result of plummeting oil prices caused by the COVID-19
pandemic and the Russia-Saudi Arabia oil price war, many
E&P companies have announced changes to their 2020
executive compensation programs. A&M has monitored
compensation changes announced throughout all industries
to ensure clients are staying up-to-date in an ever-evolving
market. In the E&P sector, numerous companies have
announced reductions in executive compensation through
the first two quarters of 2020. Among companies analyzed
in the study, 30 of the 68 have announced executive
compensation reductions.

Announced Compensation Reductions

44%

56%

[l Compensation Reduction
I No Reduction

Announced reductions have varied in amounts and elements
of compensation addressed. The chart below shows
announced reductions for the companies evaluated in this
study through the first two quarters of 2020."

Reduced Compensation Elements
Base
24
sary NN
o
0

5 10 15 20 25 30 35 40
Number of Companies

In terms of announced base salary reductions, companies
either chose an equal reduction across the board for all
executives (39 percent of companies) or a greater percent
reduction for the CEO (61 percent of companies).

The chart below details the magnitude of announced base
salary reductions, by CEO and CFO, for the companies
analyzed in the study.

Announced Base Salary Reduction Amounts

70%
61%

48%
19% 17%

10%-15% 16%-20%

B cco

0,
60% B cro

50%
40%

20% 19%

Percent of Companies

9% 1%
10% -
5% 5%

21%-30%
Base Salary Reduction (%)

0%

31%-50% >50%

Many of the changes impact base salary and/or annual
bonus, which make up a smaller portion of an executive’s
total compensation than do long-term incentives. This results
in some of the percentage reductions, in reality, being smaller
than their headline numbers when considered in the context
of total direct compensation.

It remains to be seen how long these reductions will
continue to be in effect as well as how these reductions will
affect go-forward compensation. A&M is continually
monitoring these trends to see how executive compensation
will be impacted in the future.

In terms of board of director compensation, 29 percent of
the E&P companies analyzed have announced some type of
reduction for 2020 (typically to the cash retainer). Similar to
executive compensation, it remains to be seen how the
COVID-related reductions will impact overall pay practices
for boards going forward.

" Note: Annual Incentive Plan (AIP) reductions only reflect announced levels of AP target reductions (a percentage of base salary). This does not include reductions of

annual incentive opportunities as a result of a reduction of base salary.

2020 /2021 OIL AND GAS EXPLORATION & PRODUCTION (E&P) COMPENSATION REPORT
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Key Takeaways

Total Compensation

Compared to last year, the average total compensation for
CEOs and CFOs increased slightly, primarily due to the
value of LTI granted. In the current commodity price
environment and with the already disclosed reductions for
current compensation, A&M expects a downward
movement in compensation levels in the next report.

While it remains unclear what constitutes a “good” CEO
pay ratio, the data indicates that a ratio of 50x—200x is
most prevalent.

Annual and Long-Term Incentive Compensation

On average, incentive compensation — including annual
and long-term incentives — comprises approximately 81
percent of a CEQ’s and 78 percent of a CFQO’s total
compensation package.

Only 12 percent of companies in the top three quartiles
utilize annual incentive plans (AIPs) where payout is
determined on a purely discretionary basis, while
approximately 29 percent of companies in the bottom
quartile utilize totally discretionary performance metrics.

Production / production growth remains the most prevalent
performance metric in AlIPs and is utilized by 82 percent of
companies. The next three most prevalent performance
metrics are health, safety and environmental (60 percent);
lease operating expense (57 percent); and strategic plans
(48 percent).

The prevalence of LTI awards varies by company size, but
time-vesting restricted stock / restricted stock units and
performance-vesting awards are most common, utilized by
82 percent and 79 percent of companies, respectively.

For performance-based LTI awards, relative total shareholder
return is the most common performance metric — used by
89 percent of companies. The most common performance
period is three years, used by 91 percent of all companies.

ALVAREZ & MARSAL

LEADERSHIP. ACTION. RESULTS:'

Total Compensation

CFO

2%
Increase

020 Average 2020 Average
$6,761,546 $3,314,121

Incentive Compensation Component

CEO

81% =
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TSR Prevalence

11%

89%

I Do Not Use TSR
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Change in Control Benefits

= The most common cash severance multiple for CEOs and
CFOs is between 2 and 2.99 times compensation (utilized
for 49 percent of the CEOs and 53 percent of the CFOs in
this report).

= The most valuable benefit received in connection with a
change in control is accelerated vesting and payout of LTI,
making up 53 percent and 56 percent of the total for
CEOs and CFOs, respectively.

= Double trigger equity vesting (termination required) is most
prevalent (56 percent), while single trigger equity vesting (no
termination required) is slightly less common (44 percent).

= Only 8 percent of CEOs and CFOs are entitled to receive
excise tax “gross-up” payments — meaning the company
pays the executive the amount of any excise tax imposed,
thereby making the executive “whole” on an after-tax basis.

= Although excise tax gross-ups have waned in existing
employment arrangements, we observed gross-ups being
added at the 11th hour during actual deal negotiations in 15
percent of the top 20 deals during 2019. It will be interesting
to see if this trend continues and if any repercussions are
felt by those who implement such last minute
arrangements. In situations where existing or newly added
gross-ups are not present, other mitigation concepts should
be explored, such as a reasonable compensation analysis,
to ease the excise tax burden to the extent possible.

Only 8% of CEOs and CFOs are entitled to
receive excise tax “gross-ups”

8%

I Gross-Up
. No Gross-Up

E&P companies in the
U.S. have filed for
bankruptcy since 2015

240

Compensation in Distressed Times

More than 240 E&P companies in the U.S. have filed for
bankruptcy since 2015. This number will most likely increase
for the remainder of 2020 and into 2021 due to the ail price
environment that has existed in the first half of 2020. Even if
companies are able to avoid a bankruptcy filing, many will
face significant challenges from an executive compensation
standpoint during this time of distress.

Companies experiencing financial distress must carefully
consider whether and how to modify their compensation
programs to ensure that executives stay engaged and
motivated through uncertain times, including:

o If and how to adjust annual incentives,

o What to do with existing long-term incentives including
multi-year performance metrics that may no longer be
achievable, and

o Whether to implement retention awards for certain key
employees who are a flight risk.

Incentive programs, when properly structured, can help
bridge the compensation gap, and retain executive talent,
between the onset of financial hardship and a healthy
go-forward restructuring.

Compensation During Recovery

When emerging from bankruptcy, equity awards held by
employees pre-bankruptcy, generally have no value. Lack of
meaningful equity ownership in the go-forward entity, coupled
with an uncertain company future, leads to difficulties
retaining and motivating key executives post-emergence.

Emergence equity grants (sometimes referred to as a
Management Incentive Plan (MIP)) are a way to ensure that
companies retain motivated personnel who are vital to a
successful post-emergence entity.

Due to the oil price environment that has existed in the first
half of 2020 the market for IPOs in the E&P sector will
continue to be slow. However, as prices improve and
opportunities arise, we would expect to see more private
energy companies looking to go public. Addressing
compensation-related issues is crucial when preparing for
an IPO.

2020 /2021 OIL AND GAS EXPLORATION & PRODUCTION (E&P) COMPENSATION REPORT 5
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Total Compensation

We captured the summary compensation table data disclosed in the 2020 proxy statement for each company. The most
prevalent forms of compensation include base salary, AIP, and LTI awards.

The following tables show the average values for each element of compensation broken out by quartile for CEOs and CFOs:

Chief Executive Officer Annual Compensation

iz pieleizifelliz Azl Base Salary Inl:::::\?«las I;::gr-l-tl;sg: Com;?et:se;tion‘" et
Top Quartile Average $1,122,301 $2,136,909 $9,144,956 $1,125,903 $13,530,068
Second Quartile Average $860,010 $1,624,808 $4,839,639 $706,197 $8,030,654
Third Quartile Average $609,282 $723,974 $2,413,004 $98,669 $3,844,929
Bottom Quartile Average $476,006 $485,845 $463,424 $215,256 $1,640,531

2020 - Average $766,900 $1,242,884 $4,215,256 $536,506 $6,761,546
Year-Over-Year Change®

Chief Financial Officer Annual Compensation

Annual Long-Term Other

Sl IEL BTN eI Incentives Incentives Compensation® Lz |
Top Quartile Average $633,256 $841,127 $4,495,188 $682,343 $6,651,913
Second Quartile Average $520,645 $738,628 $2,166,971 $296,164 $3,722,409
Third Quartile Average $351,819 $291,200 $969,361 $30,009 $1,642,390
Bottom Quartile Average $319,857 $169,832 $158,689 $27,480 $675,858

2020 - Average $464,428 $529,573 $2,046,690 $273,429 $3,314,121

Year-Over-Year Change®

(Other Compensation includes: change in pension value, above market earnings, and “all other compensation” as disclosed in each company’s proxy statement.
@Includes only executives in both the 2020 and 2020 / 2021 studies. Represents median year-over-year change.

The top quartile represents the highest paying quartile by a wide margin, representing over half of all compensation paid to
CEOs and CFOs in our report.

Compared to compensation disclosed in 2019, total compensation for both CEOs and CFOs has increased slightly overall.
This was driven by flat to slightly higher equity grant values for incumbent CEOs and CFOs, as well as slightly higher bonus
payouts versus the previous year. However, we expect to see a decrease in future compensation due to the COVID-19 and
Russia-Saudi Arabia oil price war events of 2020.

2020 / 2021 OIL AND GAS EXPLORATION & PRODUCTION (E&P) COMPENSATION REPORT 7



Total Compensation

On average, incentive compensation — including annual and
long-term incentives — comprises 80 percent of an
executive’s total compensation package. The charts to the
right show the proportion of total direct compensation
delivered in base salary, AIP, LTI awards, and other
compensation for CEOs and CFOs.

Because incentive compensation is such an integral part of
the total compensation package for executives at most
companies, we examine annual and long-term incentive
programs in greater detail later in this report.

S0-,

Average portion of an executive’s total
compensation package derived from
incentive compensation

ALVAREZ & MARSAL
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63%

62%

CEO Total Compensation

8% 11%

18%
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CFO Total Compensation
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CEO Pay Ratio

The SEC’s “CEO Pay Ratio” rule took effect for companies with full fiscal years beginning on or after January 1, 2017.
Accordingly, proxy statements filed in 2020 mark the third time that most companies were required to disclose their CEO pay
ratios. The CEO pay ratio is calculated as the total compensation of the CEO divided by the total compensation of the

“median” employee of a company.

Various methodologies are permitted to calculate the compensation of the CEO and the median employee. Therefore,
companies must evaluate which methodologies make the most sense and consider administrative burden, corporate

structure, etc., in their decision making.

The chart below shows summary CEO pay ratio statistics within each quartile:

CEO Pay Ratio by Quartile

200

Legend
Maximum
& o
Median

Average

150

P25

]

©

@ 100 Minimum
>

9

o

50 l ‘
1
0
Top Quartile Second Quartile Third Quartile Bottom Quartile

While it remains unclear what constitutes a “good” CEO pay ratio, the data reflects that a ratio of 50x—200x is most prevalent.

2020 /2021 OIL AND GAS EXPLORATION & PRODUCTION (E&P) COMPENSATION REPORT 9






Annual Incentive Plans

As is the case in most industries, companies in the E&P
sector generally provide an opportunity for executives to
participate in AlPs, also commonly called bonus programs.
AlPs utilize performance metrics that are generally
measured over a one-year period.

Discretionary vs. Formulaic

For this analysis, we grouped AlPs into the following three

categories based on how the AIP payout is determined:

= Formulaic - The plan utilizes predetermined
performance criteria with established targets that will
determine payout, and the compensation committee
does not have discretion to adjust payouts (other than
negative discretion).

= Discretionary - The plan may or may not utilize
specific, preestablished performance criteria, but the
compensation committee maintains absolute discretion
to adjust payout levels upward or downward.

= Part Formulaic / Part Discretionary — The plan
utilizes certain metrics in which payout is determined
formulaically and others in which payout is determined
at the discretion of the compensation committee.

As shown in the chart below, only 6 percent of E&P
companies in the top quartile of our study group maintain a
purely discretionary AlP, compared to 29 percent of
companies in the bottom quartile. Notably, only 12 percent
of the companies in the top three quartiles used a purely
discretionary plan. Similar to last year, 68 percent of all
companies utilize a part formulaic / part discretionary plan.

Section 162(m) of the Internal Revenue Code previously
required that compensation in excess of $1 million be
performance-based in order to be tax deductible. As this
performance-based exception has been eliminated, we
have not seen noticeable shifts by companies toward
discretionary plan designs.

Although there is no longer a tax incentive for
performance-based plans, companies are continuing to
consider input from shareholder advisory firms, as well as
common market practices when structuring AlPs.

Discretionary vs. Formulaic by Enterprise Value

Top
Quartile

Second
Quartile
0%

Third
Quartile

Enterprise Value Rank

Bottom
Quartile

0% 10% 20% 30% 40%

77%
B Formulaic

B Part Formulaic /
Part Discretionary

[l Discretionary
76%

59%

59%

50% 60% 70% 80% 90%
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Annual Incentive Plans

Companies utilize formulaic compensation programs to provide clarity to executives and shareholders on how compensation
will be determined. Some companies maintain discretion over the payout of AIPs to allow them to adjust the payouts for
events that are unforeseen and/or out of the executives’ control. Some companies exercise discretion by implementing an
AIP with a formulaic trigger (e.g., achieving a certain level of EBITDA or cash flow, etc.) to fund a bonus pool, which can then
be allocated at the discretion of the board.

Performance Metrics

Generally, as company size increases, companies have a stronger preference to utilize stated performance metrics. It is
important to note that a plan may not necessarily be classified as “formulaic” merely because it utilizes performance metrics.
Based on the terms of the plan, it may ultimately be classified as “discretionary” if the board retains full discretion to adjust
payouts (higher or lower) under the plan.

As the energy sector suffered from depressed commodity prices, many companies adjusted their performance metrics in
response. Companies shifted away from solely using growth metrics such as production and reserves to focus their efforts
on existing successful wells, scaling back on unprofitable production, promoting health and safety, and lowering overall costs.
Additionally, companies that utilize production and/or reserve metrics also shifted toward balancing their AIP with financial
metrics, to ensure that executives focus on profitable growth rather than growth at any cost. Companies are also increasingly
utilizing a strategic plan metric, which encompasses multiple factors for driving business value and allows some flexibility
during a volatile commodity price environment.

The chart below displays the most prevalent metrics used in AlPs. Production, including production growth, is again the most
prevalent metric used by E&P companies (82 percent), followed by health, safety and environmental metrics (60 percent). This
year, reserves / reserves growth continued to drop to its lowest level in four years (now used by only 27 percent of
companies) and strategic plans continue to rise due to executives needing to address unique company needs.

Performance Metric Prevalence
100%

W 2018
87% B 2019

W 2020

80%

66%

;
60% 58% S

46%

40% 20% A%

35% 35%

18%

16% 16% I

20%

0%

Production / Health / Safety / Leasing Strategic EBITDA / SG&A Cash Finding & Reserves / Capital
Production Environmental Operating Plan EBITDAX Expenses Flow Development Reserves Expenditures
Growth Expense Costs Growth
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Payout Multiples

The chart below shows the target level of AIPs as a percentage of base salary for CEOs and CFOs. The median target payout is
approximately 120 percent of base salary for CEOs and 90 percent of base salary for CFOs. When disclosed, threshold payout
generally ranges from 25 percent to 50 percent of the target, and maximum payout is generally 200 percent of the target.

250%

200%

150%

100%

Payout as a Percent of Base Salary

50%

0%

Target Payout Levels

Legend
Maximum
L o
Median
Average
P25
Minimum

L o
\ 2
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Long-Term Incentives

Overview

LTI Award Prevalence
96%

Companies grant LTl to motivate and retain executives and to 100%
align the interests of executives and shareholders. Nearly all E&P

92%

o M 2018 829% 84%
companies analyzed grant some form of LTI award to executives. £ go% W 2019 76% 79%
LTI generally consists of stock options, stock appreciation rights 5 Il 2020
(SARs), time-vesting restricted stock or restricted stock units % 60%
(RSUs), and performance-vesting awards (i.e., awards that vest g
upon satisfaction of some performance criteria rather that solely 2 10%
based on the passage of time). For purposes of this analysis, we o 32%
grouped awards into three categories: (1) time-vesting stock % 20%
options and SARs, (2) time-vesting restricted stock and RSUs, § 20% 13%
and (3) performance-vesting awards.
0% Rk Options / me-Vesting Performance-\/ejm
SARs Restricted Stock / Awards

RSUs

Award Type Prevalence .
Number of LTI Vehicles Granted

The chart in the top right shows the prevalence of stock options 100%
/ SARs, time-vesting restricted stock / RSUs, and performance-
vesting awards for all companies. H 2018
, , . 80% B 2019
= Time-vesting restricted stock / RSUs and performance- I 2020 75%

vesting awards remained the most prevalent vehicles

year-over-year. 0%

= Stock options / SARs remained the least prevalent LTI
vehicle utilized, as they provide little to no value to an
executive in a down or flat market, which reduces (or
eliminates) the retentive value of this type of award.

40%

Percentage of Companies

25%

= Most companies that utilize performance-vesting awards or 0%
stock options also grant time-vesting restricted stock or 12%
RSUs to balance out the retentive goal of their LTI program.
The chart to the right shows the number of LTI vehicles 0%
granted at each company. Consistent with prior years, a 1 2 3
majority of companies (87 percent) grant two or more types
of LTI vehicles.

16%

13%

2020 /2021 OIL AND GAS EXPLORATION & PRODUCTION (E&P) COMPENSATION REPORT 15



Long-Term Incentives

Stock Options / SARs
Prevalence by Enterprise Value Rank

Stock Options / Stock Appreciation Rights

The chart to the right shows the percentage of companies 40%

that grant stock options / SARs by enterprise value. 35%

Award Provisions

= Stock option awards predominantly consisted of 20%

nonqualified stock options rather than tax-favored
incentive stock options.

Percentage of Companies Granting

6% 6% 6%
= The table on the right shows the prevalence of the - - -
following details for companies in our study group that 0%
) Top Second Third Bottom
granted stock OpthﬂSZ Quartile Quartile Quartile Quartile
o Vesting Type Enterprise Value Rank
= Ratable vesting — a portion of the award vests each
year during the vesting period;
= CIiff vesting — the entire award vests at the end of
the vesting period;
o Vesting Period; and
o Contractual Term.
Vesting Type Vesting Period Contractual Term
22%

89% 56%

22%

= Cliff B Ratable M 3 Years M 5VYears M 7 Years M 10 Years

= All of these observations are generally consistent with last year’s report.

ALVAREZ & MARSAL
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Time-Vesting Restricted Stock / Restricted
Stock Units

The chart to the right shows the percentage of companies
that grant time-vesting restricted stock / RSUs by enterprise
value. The prevalence is fairly high, being at least 65 percent
for all sizes of companies.

Award Provisions

» Of companies that grant time-vesting restricted stock /
RSUs, RSUs are almost twice as prevalent as restricted
stock. One of the reasons is that RSUs can give
executives the ability to defer payout beyond vesting.

» A three-year vesting period is the most common vesting
period (utilized by 89 percent of companies).

= As shown in the chart to the right, the vast majority of
companies continue to utilize awards that vest ratably
rather than cliff vest.

Time-Vesting Restricted Stock / RSUs
Prevalence by Enterprise Value Rank

100%

100% 94%
80% 71%
65%
60%
40%
20%
0%

Top Second Third Bottom
Quartile Quartile Quartile Quartile

Percentage of Companies Granting

Enterprise Value Rank

Restricted Stock / RSUs
Ratable Vesting vs. Cliff Vesting

100%

88%

84% 84%

Mo
M 2019
B 2020

80%

60%

40%

Percentage of Companies

17% 18%

Ratable Vesting Cliff Vesting

20%

0%

Note: Yearly totals may not equal 100% since some companies
have both ratable and cliff vesting awards.

2020 /2021 OIL AND GAS EXPLORATION & PRODUCTION (E&P) COMPENSATION REPORT 17



Long-Term Incentives

Performance-Vesting Awards Performance-Vesting Awards
Prevalence by Enterprise Value
The chart to the right shows the percentage of 100% 94% 100%

companies that grant performance-vesting awards by 8

enterprise value. Performance-vesting awards are utilized
with regularity across companies of all sizes, with a lower
prevalence in the bottom quartile of companies.

80%

60%
35%

Top Second Third Bottom
Quartile Quartile Quartile Quartile

Enterprise Value Rank

40%

20%

0%

Percentage of Companies Granting

Performance Period Performance Period
The performance period is the duration over which the 5 r ;%
applicable performance metrics are measured. As shown in Years 5,
the chart to the right, the most prevalent performance period 3 4 Fs"/o%
for performance-vesting awards, by a wide margin, 5 Yo fou
remained three years (91 percent of awards). g veu _982/22
Most companies use three-year performance periods to E y 2 l23°/g/0 oo
promote long-term sustainable growth, rather than shorter e " pmY, B 2010
periods which tend to focus executives only on short-term Ve % I 2020
performance. 11%

0% 20% 40% 60% 80% 100%
Maximum Payout Maximum Payout (as Percentage of Target)
Performance-vesting awards often provide for a range of 8%
payouts. For example, if the threshold level of performance is >200% '670/%

achieved, 50 percent of the award will be earned; if the target
level of performance is achieved, 100 percent of the award
will be earned; and if the maximum level of performance is
achieved, 200 percent of the award will be earned.

81%
200% 80%
82%
9%
150% 10%
10%

As shown in the chart to the right, a majority of
performance-vesting awards provide for a maximum payout

Maximum Payout (% of Target)

equal to 200 percent of the target. I 2% M 2018
100% § 2% M 2019
i 0% W 2020
Although 200 percent of target payout is the most prevalent
maximum payout percentage, each company should examine 0%
. \ \ Other | 1%
its own circumstances and determine what payout scale h 2%
would be most effective for the company’s unique situation. 0% 0% 0% 0% 0% 100%

For example, an established company that does not expect a
sharp growth curve may consider granting more awards with
a lower maximum payout. This will allow the company to
grant additional awards with lower compensation expense,
while preserving value for the executives.
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Performance Metrics

The most prevalent metric is total shareholder return (TSR) relative to a peer group, which is used in 89 percent of
performance-vesting awards. The next most prevalent performance metrics are absolute TSR (used primarily to cap relative
TSR payout if TSR is negative) and return on capital, utilized by 61 percent and 17 percent of companies, respectively.

70 percent of performance-based awards utilize more than one performance metric (absolute TSR is considered a separate
metric from relative TSR).

The following chart shows the prevalence of the most common metrics used for performance-vesting awards, which have
generally remained consistent with prior years.

Common Performance Metrics
100%

89%

84% 84%

W 2018
80% W 2019
Il 2020
(2]
I 61%
0,
E 60%
©
(9]
[}
S
S 40%
o
(0]
o
20% 17%
13%
3% 5% 5% 4%
0% I ——
Relative TSR Absolute TSR Return on Capital Reserves

Although relative TSR has remained most prevalent, the market continues to search for alternatives (like return on capital, which has
seen increased usage over the past few years).

Although the pay-for-performance link for relative TSR awards is fairly straightforward, the valuation of these awards can be
somewhat complex. The vesting of relative TSR awards is dependent on future market conditions for both the company and its
peer group. Therefore, the valuation of these awards requires sophisticated modeling techniques, such as a Monte Carlo valuation.

Equilar Commentary: We have seen a steady rise in return on invested capital (ROIC) being used as a
performance metric among Equilar 500 companies. In our 2020 Executive Long-Term Incentive Plans Report we
found ROIC to be the second most commonly used metric behind relative TSR. In 2015 it was used in LTI plans
for 32 percent of Equilar 500 CEOs compared to 37 percent in 2019.

Among companies in the Equilar 100 with LTI plans we found that TSR caps are used at 19 percent of companies
and 31 percent of companies with a weighted relative TSR metric. All of the caps work the same way, requiring
absolute TSR to be positive before either the award or the relative TSR component can pay out above target.
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Change in Control Benefits

Overview

In recent years, external forces have continued to advocate for more transparency and change with respect to executive
compensation. As a result of the Say-on-Pay advisory vote, shareholders now have a louder voice with which to
communicate their satisfaction or displeasure with the company’s compensation programs. One area of executive
compensation that is often embattled with criticism is change in control provisions.

Typical change in control benefits include severance payments, accelerated vesting of equity awards, enhanced retirement
benefits and excise tax protection. The tables below show the average value of change in control benefits for CEOs and CFOs:

Top Quartile $7,969,888 $531,212 $15,887,994 $1,653,866 $2,231,712 $87,741 $28,362,414
Second Quartile $5,767,997 $468,259 $6,303,290 $1,348,913 $784,531 $59,499 $14,732,490
Third Quartile $2,959,642 $257,647 $5,806,969 = $77,429 $21,929 $9,123,616
Bottom Quartile $1,290,458 $30,882 $1,451,154 $9,633 $2,782,127

2020 - Average $4,496,996 $322,000 $7,362,352 $761,899 $784,961 $44,701 0,162
Year-Over-Year Change® 1%

Change in Control Benefit Values for CFOs

Top Quartile $2,808,683 $203,077 $6,403,349 $733,474 $765,894 $65,138 $10,979,615
Second Quartile $2,331,660 $261,372 $2,994,107 $37,996 = $50,228 $5,675,363
Third Quartile $1,250,716 $53,323 $2,021,930 = = $29,420 $3,355,389
Bottom Quartile $556,645 $10,714 $475,521 $8,402 $1,051,282

2020 - Average $1,799,849 $139,044 $3,105,702 $208,174 $206,670 $39,837 $5,492,794
Year-Over-Year Change®

Other includes health & welfare benefit continuation, outplacement services, and other benefits received in connection with a change in control.
@Includes only executives in both the 2020 and 2020 / 2021 studies. Represents median year-over-year change.

As with compensation in general, the amount of change in control benefits payable to CEOs and CFOs varies dramatically
based on company size. The increase in year-over-year CIC benefits payable to CEOs and CFOs is primarily the result of
improved stock prices (through the end of 2019), which in turn, has increased the values related to the accelerated vesting of
LTl awards.
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Change in Control Benefits

The charts to the right illustrate the average value for each
type of change in control benefit for CEOs and CFOs.
Severance and LTI comprise more than 85 percent of the
total value of change in control benefits for both CEOs and
CFOs.

Severance and
accelerated
vesting of LTI
comprise the
most substantial
portion of change
in control benefits
provided to
executives. , ,
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Cash Severance Payments

= Most agreements or policies with change in control
protection provide for a cash severance payment.

= Severance is usually expressed as a multiple of
compensation, which varies at different levels within an
organization.

= The definition of compensation used to determine the
severance amount varies between companies. The two
most prevalent definitions of compensation for this
purpose are base salary plus annual bonus and base
salary only.

CEOs

= 82 percent of CEOs are entitled to receive a cash
severance payment upon termination in connection
with a change in control.

= The chart in the top right identifies the most common
severance multiples provided to CEOs upon a
termination in connection with a change in control.

CFOs

= 76 percent of CFOs are entitled to receive a cash
severance payment upon termination in connection
with a change in control.

= The chart in the bottom right identifies the most
common severance multiples provided to CFOs upon
a termination in connection with a change in control.

Severance Multiple Prevalence - CEO

9%

42%

49%

W iout<?
Mobut<3
.30rgreater

Severance Multiple Prevalence - CFO

2%
23%
22%
53%
B
W 1but<2
M 2but<3

B 3 or greater
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Change in Control Benefits

Accelerated Vesting of Long-Term Incentives

There are generally three types of change in ] .
. . Trigger Description
control payout triggers for equity awards:
Single Only a change in control must occur for vesting to
be accelerated.

Double* A change in control plus termination without cause or
resignation for “good reason” must occur within a certain
period after the change in control.

Discretionary The board has the discretion to trigger the payout of an
award after a change in control.

* Sometimes companies allow for single trigger vesting if the acquiring company does not
assume the equity awards, but require double trigger vesting if the awards are assumed
by the acquirer. For the purposes of this study, this treatment was included in the
double trigger vesting category.

The most common trigger found in equity plans Equity Vesting Triggers

is double trigger (56 percent), while 44 1005

percent of companies have at least some B o
outstanding equity awards with a single trigger. Il 200
None of the companies explicitly provide the

board with discretion to accelerate the vesting 80%
of outstanding equity awards.

65%

We have observed a general increase in the 0%
use of double trigger vesting over the years. We 53%
attribute the historic shift toward double trigger
vesting to pressure from shareholders and
shareholder advisory services. Although there
was a slight decrease in the use of double
trigger in this year’s report, we expect the trend
toward double trigger vesting in the future. 20%

40%

The chart to the right shows the prevalence of
i i i ' 2% 0w 09
change in control triggers for outstanding equity 0% 0% 0%

awards of CEOs and CFOs: Single - CIC Double - CIC and Discretionary
Termination
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Excise Tax Protection

The “Golden Parachute” rules impose a 20
percent excise tax on an executive if the
executive receives a parachute payment
greater than his or her “safe harbor” limit.
Companies may address this excise tax issue
in one of the following ways:

8 percent of companies provide a gross-up
to their CEOs and CFOs (consistent with
the previous year’s study). A majority of
companies (67 percent) do not provide any
form of excise tax protection.

The prevalence of these provisions for
CEOs and CFOs is illustrated in the chart to
the right:

e w0

Gross-Up

Modified
Gross-Up

Cut Back

Best-Net
(Valley
Provision)

None

67%

The company pays the executive the full amount of any

excise tax imposed. The gross-up payment thereby makes

the executive “whole” on an after-tax basis. The gross-up
includes applicable federal, state and local taxes resulting
from the payment of the excise tax.

The company will gross-up the executive if the payments
exceed the “safe harbor” limit by a certain amount (e.g.,
$50,000) or percentage (e.g., 10%). Otherwise, payments
are cut back to the “safe harbor” limit to avoid any excise
tax.

The company cuts back parachute payments to the “safe
harbor” limit to avoid any excise tax.

The company cuts back parachute payments to the “safe
harbor” limit, if it is more financially advantageous to the
executive. Otherwise, the company does not adjust the
payments and the executive is responsible for paying the
excise tax.

Some companies do not address the excise tax; therefore,
executives are solely responsible for the excise tax.

Excise Tax Protection Among CEOs and CFOs

8%

24%

Gross-Up or Modified Gross-Up
Cut Back

B Best-Net

Il None
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Change in Control Benefits

Excise Tax Mitigation Concepts

Since excise tax gross-ups are becoming less common, other excise tax mitigation concepts should be explored. A
reasonable compensation analysis is a commonly utilized mitigation concept, whereby a portion of the total parachute
payments is attributed to reasonable compensation for services rendered either before or after the CIC. Alternatively, rather
than focusing on the value of parachute payments, base amount planning can help increase an executive’s safe harbor limit.

» Pre-Change in Control Reasonable Compensation — Section 280G provides that an excess parachute payment is reduced
by the portion of the payment established by clear and convincing evidence to be reasonable compensation for personal
services rendered before the date of the change in control.

» Post-Change in Control Reasonable Compensation — Section 280G provides that the amount treated as a parachute
payment does not include the portion of a payment established by clear and convincing evidence to be reasonable
compensation for personal services to be rendered on or after the date of the change in control.

o A common payment that can be treated as post-change in control reasonable compensation is a payment for a
covenant not to compete that is intended to keep an individual from competing with their employer after the change in
control. An expert valuation of the covenant not to compete should be performed.

» Base Amount Planning — If it is known far enough in advance that a change in control will occur in a future calendar year,
there may be an opportunity for base amount planning. It would be advantageous to include as many payments as possible
in a disqualified individual’s income in the calendar year prior to the calendar year including the date of the change in
control. This will increase the base amount and Section 280G threshold of the disqualified individual, which can lower or
completely eliminate any excess parachute payments. Limitations imposed by Section 409A should be considered when
accelerating any payments.

Equilar Commentary: Per the 2019-2020 Executive Change in Control Report, in which Equilar aided A&M, in
the general industry, 94 percent of companies that currently provide a gross-up or modified gross-up state they
will stop doing so in the future. However, in the report we observed gross-ups being added at the 11th hour
during actual deal negotiations in 15 percent of the top 20 deals during 2019.
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Board of Director Compensation

We captured the director compensation table data disclosed in the 2020 proxy statement for each company. Director
compensation at public companies is primarily comprised of fees paid in cash (director retainers, committee retainers,
meeting fees, etc.) as well as an annual equity retainer.

The following tables show the average values for each element of compensation broken out by quartile for non-employee
Chair and lead directors, and the average for other directors:

Top Quartile Average $153,577 $222,120 $375,697
Second Quartile Average $149,116 $209,383 $358,499
Third Quartile Average $111,769 $281,045 $392,814
Bottom Quartile Average $71,753 $107,952 $179,705

2020 - Average $125,096 $210,426 $335,522

Other Directors

Top Quartile Average $108,076 $183,933 $292,010
Second Quartile Average $102,191 $167,838 $270,029
Third Quartile Average $80,130 $122,539 $202,669
Bottom Quartile Average $69,431 $57,593 $127,084

2020 - Average $90,593 $135,260 $225,853
Year-Over-Year Change!

Mincludes only companies in both the 2020 and 2020 / 2021 studies. Represents median year-over-year change.
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On average, director compensation remained relatively flat
year-over-year. With many of the changes that have
occurred due to the challenging economic conditions in the
first half of 2020, it is expected that board compensation
could be negatively affected heading into 2021.

On average, equity comprises 62 percent of a director’s total
compensation package. The charts to the right show the
proportion of compensation delivered in cash fees (board
retainers, committee retainers, meeting fees, etc.) and equity
for the Chair / lead director and the other directors,
respectively.

Equilar Commentary: General industry director
compensation has seen modest increases in board
and committee retainers over the last five years, with
the growth in equity retainers slightly outpacing the
growth in cash retainers, and meeting fees continuing
to decline in prevalence. For companies that have
implemented COVID-19 related salary reductions, a
majority have also implemented director pay
reductions, most commonly impacting the cash
retainer in the same percentage as the CEQO’s salary
reduction. The reductions are typically expected to
last anywhere from 3 to 12 months and generally
range from 20 to 30 percent. For companies that
made equity grants during the most affected period in
the stock market (March and April), many companies
chose to mitigate the dilution that would have
occurred by referencing an older and higher stock
price for determining the grant size.

Board Chair / Lead Independent Director
Total Compensation

37%

63%

W Fees

Equity

Other Directors Total Compensation

40%

60%

W Fees

Equity

2020 /2021 OIL AND GAS EXPLORATION & PRODUCTION (E&P) COMPENSATION REPORT

29



Compensation in Distressed Times

Distressed Companies

The current economic environment presents significant challenges to companies from an executive compensation standpoint.
While many companies will survive the downturn, for others, it will push them into a restructuring and perhaps into bankruptcy.
Even for companies that survive, the current environment will make it difficult to motivate and retain their best executive talent.

Companies experiencing financial distress must carefully consider whether and how to modify their compensation programs to
ensure that executives stay engaged and motivated through uncertain times.

Some items that should be considered in distressed times are listed in the chart below.

@ Retention Awards

Due to depressed share prices, convert = Implement retention awards to ensure key

=
S - | .
Q Annual Incentives Long-Term Incentives

= Adjust existing incentive metrics to reflect =

new financial realities to ensure that
employees are still motivated to the
desired behavior.

Evaluate whether different metrics should
be used given the downturn (i.e., more
focus on cost reduction efforts, strategic

long-term incentives to cash-based grants.

Collapse long-term incentive program into
the annual incentive program.

Performance period may be adjusted to
enhance short-term focus (i.e., instead of an

employees remain with the company
during uncertain times.

The time period for which services must
be performed to receive the bonus is
typically at least six months, but is
sometimes multiple years depending on

award cliff vesting after three years,
consider having three, one-year
performance periods). .

initiatives, etc.). the company’s circumstances.

Payments can be made in installments or
in a lump sum.

= Consider modifying payment timing from
annual to quarterly.

= Consider adjustments to the size of equity
awards, but do not forget to factor in the .
impact on share reserves and burn rates.

Amounts are typically paid at the end of

the relevant retention period, but may be
paid on the front end with a clawback in

certain circumstances.

= Review the scope of discretion of the
Compensation Committee.

= Consider less formulaic performance
measures and/or relative performance
measures, instead of absolute.

Bankruptcy

If a balance sheet restructuring or bankruptcy filing is on the horizon, there are certain immediate changes to the compensation
plans that should be considered to motivate and retain key talent. The company’s equity will generally become worthless in the
event of a bankruptcy filing. Thus, a common approach is to collapse the AIP and LTI programs into a single cash-based
incentive program that pays out over shorter measurement periods based on achieving established performance metrics.

For “non-insiders,” companies often utilize Key Employee Retention Plans (KERPs), which pay out retention bonuses based on
the employees remaining employed through a certain date. The Bankruptcy Code greatly restricts a debtor’s ability to include
“insiders” in a KERP. Therefore, many companies implement key employee incentive plans (KEIPs) for insiders —
performance-based plans that are essentially designed to fall outside of the Bankruptcy Code’s restrictions on the use of KERPs.

Bankruptcy Performance Metrics

In the event of a bankruptcy filing, AIP / KEIP performance metrics must be carefully chosen and structured to be sufficiently
challenging. The metrics should also coincide with the company’s business plan or objectives. The amount of potential payout is
also a consideration, as it should be sufficiently motivating, but should be reasonable when compared to other similar payments
made in bankruptcy.
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Compensation During Recovery

Post-Emergence Incentive and Retention

When emerging from bankruptcy, pre-bankruptcy company stock, along with unvested equity awards held by employees,
generally have no value. Lack of meaningful equity ownership in the go-forward entity, coupled with an uncertain company
future, lead to difficulties retaining and motivating key executives post-emergence. Consequently, emergence equity grants
(sometimes referred to as a Management Incentive Plan (MIP)) are a way to ensure that companies retain motivated
personnel who are vital to a successful post-emergence entity.

Some key decision points include the type of equity vehicle(s) to utilize as well as the amounts as illustrated in the chart below.

Post-Emergence Equity Value of Company

Emergence Grants for

Portion Owned b
H Top 5 Executives

Post-Emergence Shareholders
MIP Granted

Immediately Upon
Emergence

Portion Emergence Grants for

Reserved Other Employees and
for MIP Directors

MIP Reserved for
Future Issuance

Initial Public Offering

The market for IPOs has significantly softened in 2019 and into 2020; however, we may see the number of IPOs increase as
commodity prices improve. Preparing for an IPO involves many different facets of an organization’s business including legal,
regulatory, financial, and operational considerations. Public companies face additional regulations and greater disclosure
requirements than do private companies, particularly regarding the transparency of a company’s executive compensation
programs. Because of the additional requirements, executive compensation has become a relatively complex aspect of
preparing for an IPO.

However, by forming an IPO roadmap, a company can ensure that its executive compensation programs and policies are:
= Competitive with the market;

= Within industry norms;

= Compliant with various governance requirements; and

= Aligned with executive and shareholder interests.
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Companies Analyzed

Abraxas Petroleum Corporation
Amplify Energy Corp.

Antero Resources Corporation
Apache Corporation

Berry Corporation

Bonanza Creek Energy, Inc.
Cabot Oil & Gas Corporation
California Resources Corporation
Callon Petroleum Company
Carbon Energy Corporation
Centennial Resource Development, Inc.
Chaparral Energy, Inc.
Chesapeake Energy Corporation
Cimarex Energy Co.

CNX Resources Corporation
Comstock Resources, Inc.
Concho Resources Inc.
ConocoPhillips

Contango Oil & Gas Company
Continental Resources, Inc.
Denbury Resources Inc.

Devon Energy Corporation
Diamondback Energy, Inc.
Earthstone Energy, Inc.

EOG Resources, Inc.

EQT Corporation

Extraction QOil & Gas, Inc.
Goodrich Petroleum Corporation
Gran Tierra Energy Inc.”

Gulfport Energy Corporation
Hess Corporation

HighPoint Resources Corporation
Kosmos Energy Ltd.

Laredo Petroleum, Inc.

*Companies added to 2020 / 2021 E&P survey.

Lilis Energy, Inc.

Lonestar Resources US Inc.
Magnolia Oil & Gas Corporation
Marathon Qil Corporation
Matador Resources Company
Montage Resources Corporation*
Murphy Oil Corporation

Noble Energy, Inc.

Northern Qil and Gas, Inc.

Qasis Petroleum Inc.

Occidental Petroleum Corporation
Panhandle QOil and Gas Inc.
Parsley Energy, Inc.

PDC Energy, Inc.

Penn Virginia Corporation
Pioneer Natural Resources Company
PrimeEnergy Resources Corporation*
QEP Resources, Inc.

Range Resources Corporation
Ring Energy, Inc.

Riviera Resources, Inc.”

Rosehill Resources Inc.
SandRidge Energy, Inc.
SilverBow Resources, Inc.

SM Energy Company
Southwestern Energy Company
Sundance Energy, Inc.”

Talos Energy Inc.

Tellurian Inc.”

Ultra Petroleum Corp.

W&T Offshore, Inc.

Whiting Petroleum Corporation
WPX Energy, Inc.

VAALCO Energy, Inc.
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over $20 trillion in assets, rely on Equilar for their most important
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ALVAREZ & MARSAL'S
COMPENSATION AND
BENEFITS PRACTICE

The Compensation and Benefits Practice of Alvarez & Marsal assists companies
in designing compensation and benefits plans, evaluating and enhancing existing
plans, benchmarking compensation and reviewing programs for compliance with
applicable laws and regulations. We do so in a manner that manages risks
associated with tax, financial and regulatory burdens related to such plans.
Through our services, we help companies lower costs, improve performance,
boost the bottom line, and attract and retain key performers.

ALVAREZ & MARSAL'S EXECUTIVE
COMPENSATION SERVICE OFFERINGS

e Executive Compensation Pre- & Post-Merger and
|~ Advisory Consulting Acquisition Advisory

I\, Bankruptcy @ Incentive & Deferred

I| Compensation Design Compensation Design
n Risk Management Global Incentive
Consulting Compensation Services

EXECUTIVE COMPENSATION
= Executive compensation consulting, including the design of tax-efficient
compensation packages and competitive benchmarking

= Preparation of executive compensation disclosures for publicly-held entities
= Annual / long-term incentive and deferred compensation design

MERGERS AND ACQUISITIONS
= Pre- and post-merger integration services, including:

= Executive compensation design

= Golden parachute analysis (Section 280G)

= Due diligence of welfare / pension considerations
= Severance / retention planning

BANKRUPTCY
» Bankruptcy-related compensation, including:

= Design of key employee incentive plans, retention plans and severance plans
= Expert withess testimony
= Post-emergence management incentive plans
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