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Overview of the Industry

Oil and natural gas are major industries in the energy market and play an influential role in the global
economy as the world's primary fuel sources. Global Oil and Gas Market size was recorded at USD
6705.68 billion in 2023, which is estimated to be at USD 8917.40 billion in 2024 and projected to
reach USD 8,917.40 billion by 2031, growing at a CAGR of 3.68% from 2024 to 2031. The oil and gas
industry are often divided into three segments:

Upstream - The total upstream oil and gas revenue, which majorly includes the process of gas
exploration and production, was in the range of $1.5 trillion.

Midstream - the revenue was estimated at $100-200 billion annually, depending on the region and
the volume of oil and gas transported.

Downstream — Downstream operations, including refining and marketing generated around $1
trillion in revenue globally.

Parties involved

ACQUIRER COMPANY - ExxonMobil, one of the biggest publicly traded global oil and
petrochemical businesses, develops products and services to enhance people's quality of life
and fulfil changing societal demands.

TARGET COMPANY - Pioneer Natural Resources is a large independent oil and gas
exploration and production firm that searches for, develops, and produces gas, oil, and natural
gas liquids in West Texas' Permian Basin.
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Reasons for The Acquisition

Exxon Mobil (Acquirer):

By acquiring Pioneer Natural Resources, Exxon Mobil is making a calculated strategic move to
strengthen its position in the lucrative Permian Basin. This will help to boost its domestic oil output,
cut costs, and stay competitive in the quickly shifting global energy market. Exxon will be in a better

position to create significant cash flow, lower its exposure to global risk, and balance its
conventional oil operations with strategy for the energy transition in the future thanks to the
transaction. With this acquisition, Exxon is showing its commitment to staying at the top of the oil
industry, as it navigates the challenges of the global shift toward renewable energy.

Pioneer Natural Resources (Target company):

The agreement guaranteed that Pioneer's assets will continue to be important to the future of
energy production while also providing an ideal exit route for shareholders. It lowered the risks
associated with operations, strengthened its long-term strategic position in the Permian Basin, and
gave access to Exxon's worldwide reach and technological know-how. The energy transition is
forcing smaller oil companies to adapt or risk losing relevance. Being part of a global energy giant
like Exxon Mobil gives Pioneer more resources and flexibility to navigate this transition, ensuring its
long-term survival.

Timeline of Acquisition

Variation in Stock Prices of the parties involved during the acquisition:

Exxon Mobil (in $) Pioneer Natural Resources (in $)
Proposal 115 220
Announcement 106 240

Completion 116 269
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Background of acquisition

The acquisition was announced on October 11th, 2023, and was completed on March 5th,

2024.

Dates
Announcement 2 10/11/23
Completion 2 05/03/24

Status Completed

Duration (# Days) 205




Deal Structure

Deal Overview:
1. Acquiring Company: ExxonMobil
2. Target Company: Pioneer Natural Resources
3. Deal Type: All-stock acquisition

4. Deal Value: $68.58 billion (including $62.96 billion in equity and $5.62 billion in net
debt)

Transaction Terms:

1. Stock Exchange Ratio: For each share of Pioneer Natural Resources, shareholders
will receive 2.3234 shares of ExxonMobil stock.

2. Deal Currency: The transaction was conducted entirely in ExxonMobil stock; no cash
component was involved.

3. Premium: The deal offered a premium to Pioneer’s shareholders based on Pioneer’s
stock price prior to the announcement. Following the announcement, Pioneer’s
share price rose due to the premium and the strategic importance of the acquisition.

Financing Structure:

1. Equity Consideration: The equity portion of the deal amounts to $62.96 billion,
which was provided through ExxonMobil's stock issuance.

2. Debt Assumption: ExxonMobil also assumed $5.62 billion in Pioneer’s net debt.

Deal Timeline:
1. Announcement Date: October 11, 2023
2. Completion Date: Expected by March 5, 2024

3. The timeline suggests that regulatory and shareholder approvals are anticipated to
proceed smoothly, ensuring a quick turnaround.



Terms of the deal

It was a friendly deal and Exxon completely acquired Pioneer Natural Resources. ExxonMobil merged
with Pioneer Natural Resources in an all-stock transaction. Under the terms of the agreement,
Pioneer shareholders will receive 2.3234 shares of ExxonMobil for each Pioneer share at closing.

Preliminary Deal Terms
Nature of Bid Friendly
Percent Owned,/Sought 0%/ 100%

Payment Type Stock
Stock Terms (Acq Sh/Tgt Sh) 2.3234

Deal Value

The acquisition was valued at $68,582.9 million. (which includes $62,964.90 million as equity and
$5,618 million as net debt).
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Deal Value Announced Final
Tran Value (M) 67,995.45 68,582.90
Equity Value (M) 62,377.45 62,964.90

Deal Price - __
Premium +16.55% +0.17%
Net Debt (M) 5,618.00 5,618.00




Advisors

CenterView Partners and Citi acted as financial advisors whereas Davis Polk & Wardwell acted as
legal advisors to ExxonMobil. Goldman Sachs, Morgan Stanley, Petrie Partners and Bank of America
Securities acted as financial advisors whereas Gibson, Dunn & Crutcher LLP acted as legal advisors to
Pioneer.

Target Adviser Credit
Financial

BofA Securities

Goldman Sachs

Morgan Stanley

Petrie Partners Inc
Legal

Gibson Dunn & Crutcher
Legal to Financial

100%
100%
100%
100%

100%

Acquirer Adviser Credit
Financial
Centerview Partners LLC 100%

Citi 100%

Legal
Davis Polk & Wardwell
Legal to Financial

100%

100%

White & Case LLP

Key Implications

¢ Increased Production Capacity: Exxon's purchase will expand its output in the
Permian Basin to more than 1.3 million barrels of oil equivalent per day, making it
the top producer in the region and increasing its overall U.S. production by 15%.

e Potential for Revenue Growth: Because of Pioneer's efficient production techniques,
the acquisition is anticipated to generate an additional $17 billion to $25 billion in
revenue annually. Exxon's free cash flow might increase by $10-15 billion annually as
a result, allowing for a potential dividend increase of 10%—15% and a predicted 20—
25% total return for shareholders over the following ten years.

e Synergies for Cost Savings: Exxon hopes to realize $2 billion in cost synergies from
operational efficiency per year, with the possibility of long-term savings reaching $3
billion.

e Debt Considerations: To finance the acquisition, Exxon’s total debt could rise to
approximately $100 billion. Nonetheless, its debt-to-equity ratio will remain
relatively manageable compared to industry standards.

e Regulatory and ESG Compliance: The newly merged entity is likely to incur $500
million to S1 billion annually in compliance costs and may need to invest significantly
in carbon capture initiatives to align with its goal of achieving net-zero emissions by
2050.

¢ Influence on Global Oil Markets: With its expanded production capabilities, Exxon
may gain increased leverage over global oil prices, affecting 2-3% of the world’s oil
output, especially during periods of supply disruptions.



e Impact on the Share price: After the announcement, of the acquisition price of the
stock first saw a downfall from October to March and when the deal was finalized
the price of the stock has rallied and as on 2-10-2024 it is standing at a price of 149.

Risk Involved

1. Regulatory and Antitrust Scrutiny

Regulatory hurdles: Given the size and market dominance of ExxonMobil, an acquisition
with Pioneer Natural Resources could attract regulatory scrutiny from antitrust authorities.
There may be concerns about reduced competition in the oil and gas sector, leading to
possible investigations or required divestitures. The Federal Trade Commission (FTC) alleged
that the acquisition could increase the risk of industry coordination, which could harm
competition.

2. Operational Risks

Integration challenges: Merging large, complex organizations can lead to integration
difficulties, especially in areas like culture, technology, operations, and management.
Aligning goals, processes, and workflows between the two companies could lead to
inefficiencies.

Cost synergies may not materialize: Expected synergies (cost savings, improved efficiencies)
from the acquisition might not materialize as planned, impacting the financial performance
of the combined entity.

Employee retention and morale: The acquisition may cause employee uncertainty,
particularly in areas of overlap, potentially leading to key personnel departures and a
decline in workforce morale.

3. Market and Financial Risks



Market volatility: The oil and gas sector is highly sensitive to commodity price fluctuations.
Any significant drop in oil prices or global economic shifts could make the merged entity less
profitable than anticipated. Some lawmakers criticized the acquisition, saying that it could
lead to an American Big Oil oligopoly-

Debt concerns: If the acquisition is financed through significant debt, the financial leverage
of the combined entity could increase, heightening the risk of default or financial instability
in times of low profitability or market downturn.

Stockholder backlash: Investors may view the acquisition as too risky or too expensive,
particularly if the acquisition premium is high, potentially leading to a drop in stock prices
for ExxonMobil or Pioneer. Some investors questioned the $60 billion price tag for the
acquisition, citing ExxonMobil's history of overpaying and rocky dealmaking.

Regulatory and Legal Considerations

The Federal Trade Commission (FTC) imposed several legal and regulatory conditions,
reflecting heightened scrutiny over potential anti-competitive risks. One key restriction
prevents Scott Sheffield, Pioneer's former CEO, and any other Pioneer employees from
joining Exxon’s board for five years due to concerns over potential collusion, particularly
regarding Sheffield's alleged interactions with OPEC. This reflects the FTC's broader effort to
mitigate even speculative risks, emphasizing the dangers of board interlocks that could
reduce market competition and increase pricing power.

Additionally, the financial impact of the acquisition, such as a projected S2 billion boost in
cost synergies through reduced COGS and improved operating margins, will also be under
scrutiny. These financial benefits, while potentially strengthening Exxon's market power,
raise concerns about the potential for price manipulation or monopolistic behavior in the oil
and gas sector. Regulatory bodies also examined how the acquisition aligns with
environmental, social, and governance (ESG) goals, especially Pioneer's commitment to
reducing emissions, ensuring the deal complies with broader climate regulations while
enhancing free cash flow.

Integration and Cultural Compatibility

The successful integration of ExxonMobil and Pioneer Natural Resources depends on
aligning the cultural and operational aspects of both organizations.

1. Aligning Leadership:

e Retaining 80% of Pioneer's key leaders: Leveraging deep industry knowledge and
basin expertise to guide the integration process.

e Establishing a 12-member Executive Committee: The merged entity will have a 12-
member Executive Committee, comprising an equal number of leaders from both
companies.



Cultural Synergies:

e Assessing 100% of the workforce: ExxonMobil will conduct a comprehensive cultural
assessment involving 100% of the combined workforce to identify areas of alignment
and potential clashes. This data-driven approach will provide a solid foundation for
cultural integration.

¢ Implementing 25+ cultural integration initiatives: Cultural integration initiatives,
including joint training programs, cross-functional team-building activities, and
employee resource groups. These initiatives aim to build a unified organizational
culture and promote a sense of belonging among employees.

e Achieving 90% employee engagement: ExxonMobil aims to achieve a 90% employee
engagement rate in the first year of the acquisition, indicating a high level of
commitment and buy-in from the workforce. Regular surveys and feedback sessions
will help monitor progress and address any concerns.

Conclusion

The acquisition between ExxonMobil and Pioneer Natural Resources presents significant
strategic advantages, particularly in the Permian Basin, which will enhance production,
efficiency, and long-term profitability. The sensitivity of the acquisition success depends on
various factors like oil price volatility, cost efficiencies, and debt management. ExxonMobil’s
ability to adapt to these challenges, while leveraging its combined operational strength, will
determine the extent of its success in the energy transition and its long-term shareholder
returns.



