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DEAL STORY:




OIL EXPLOITATION

Rockwell Petroleum
resurfaces thanks to Innoven

After only three years of existence, RockWell Petroleum was on the verge
of bankruptcy until it was brought back from the brink by the work of
one of its minarity shareholders, Innoven Partners. An unprecedented les-
son in risk-taking for a French VC fund. The story of a “coup d'état”.

=<3 hen Innoven Partners deci-
1W ded to invest in the young

Canadian oil company Rock-
Well Petrolewmn in 2003, all the signs
looked good. The RockWell 1echno-
logy (RWT) offers an unprecedented
opportunity o exploit US oil fields
that have not been exploited for seve:
ral decades. Traditionally, oil compa-
nies drilled wells from the surface 1o
bring up the oil, Around ten years ago,
mining, engineers Mark See and John
Haoak developed a technique adapting
mineral extraction methods, Using
this technique, the hydrocarbon is
pumped from tunnels built undemeath
the oil deposits and brought to the sur-
face solely by the effect of gravity. In
shart, the technique would allow the
extraction of mast of the oil reserves
from wells that have already been
exploited, whereas only 20% of the
reserves are able to be extracted
through the conventional method. The
business plan presented by the group
of engincers consisted of three stages:
developing the technology, exploiting
the oil fields acquired and ultimately
listing the company.

= 2005 ;
= [reation of RockWell
! Pefroleum !
{ = First round of fund-raising |
| From Innaven Partners and
‘nther investors 1
- Aequisition of oil fields |
|pilat project in Wyaming| |

{> 2006 :

{= Aruisition of oil fields in

{yoming |$20m|, Loulsiana
ol Texas i
- Gecond capifal inorease
subscribed for by Innoven |

{=2007 :

- Capital increase of

$130 million theough

a privale placement

- Announcement of planned
| IP) an LSE

i> 2008 :

- Acquisition of oil fields

in Pennsylvania and Texas |
- Failure of IPD

{ = Filing for Chapter 15
{profection

= 2009 ;

- New board of directors -
replacing of management |
‘- Exclusive right o propase |
a reshructuring plan gran-
ted to Innaven

- Viating of a new capital
increase

From its creation, the company's foun-
ders attracted positive attention from
many Furopean investors, such as the
Swiss investor Semper Gestion, Go
Capital, Bemard Amault's investment
holding company Fidelity, Bangue Mar-
tin Maurel, the English fund COS,
hedge funds and the French venture
capital fund Innoven, In line with its co
leadler strategy, the VO fund took part in
the first two financing rounds in 2005
and 2006 and invested around €11 mil-
lion to become the third largest share:
holder with 7% of the capital. The num-
ber of shareholders quickly grew,
reaching 800, In under than three years,
the company collected $280 million,
with a value-creation potential of around
one billion dollars. The Canadian com-
pany consequently managed 300km2 of
oil and gas ficlds in Pennsylvania, Wyo-
ming, Louisinna and Texas.

The business model goes off track

In 2007, the sharp rise on the world
market in the oil price per barrel,
which rose up to $140, whented the
appetite of oil companies for the finan-
cing of less costly extraction tech-
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nigues. This was an ideal situation lor
Rockwell's founding directors, who
suw the value of their iechnology soar.
Withow consulting the shareholders,
the management and its board decided
to raise $135 million through a private
placement in the third quarter of
2007. Fidelity acquired shares in the
amount of $45 million, at a price of
$4.5 per share, whereas the share
price was only $0.45 in 2005, The
directors of Innoven reacted to this
sudden enthusiasm, “It was then that
we suspected that the business model
was going off track”, admits its CEO
Thomas Dicker. The highly capital-
infensive company was continuing o
behave like o technology company in
terms of investment 1o the detriment of
exploitation operations”, A request for
clanification of the company's objec-
tives was officially sent. There was no
reply. In the meantime, the company
announced that it had hired Merrill
Lynch and the broker Numis 1o pre-
pare for its floating on the London
Stock Exchange's FTSE250. The
directors hoped to maise some $300
million at prices ranging [rom $7 to
$12 per share for a capitalisation of
more than one billion. Innoven began
to lock horns with the board of divec-
tors, believing that the operation was
too risky. "Given the lack of visibility
we suggested a complete U-turn with a
plan 1o refinance the technology that




involved refocusing on traditional
extraction activity”, recalls Innoven's
CEQ. The board rejected this proposal
several times.

Failure of the IPO

The financial crisis finally put paid o
the planned [PO, which was already
compromised at the start of summer
2008. The value of BWP completely
collupsed, creating o real shock wave,
“The previous financing rounds were
s easy that the management and the
board couldn't imagine being unable
to continue”, explains Thomas Dicker.
The laver ook maters into his own
hands by ereating a weam of specialists
from the oil/gas sector and underta-
king lengthy background work to gain
shareholder support for his plans. For
its part, the company's management,
which was short of cash, declared the
termination of payments and filed for
Chapter 15 protection, which is the
Canadian equivalent of Chapter 11 in
the US. Its headeount was divided by
10, bringing it down to 30 employees.
In the belief that the potential of exis-
ting assets was underexploited, a group
of shareholders in lesgue with Innoven
decided to launch an audit, “€2 million
of which wus financed by the personal
funds of Innoven's partners”,

Derisking the company

This started a real race against time, as
the North Americin bankruptey regu-
lations give priority to the repayment
of accounts receivable. After being
reassured by the audit report, the
French shareholder continued with its
strategy. “As an example, the McCa-
mey field in Texas alone has 600
wells, only 20 of which have been
exploited. The three main fields owned
by BWTP cover a surface area of

“THE Previous FINancing rounns Were So easy THaTt
THE ManagemenT ano THe BOarD COULDN'T IMagIne

BEING UNaBLE TO CONTINUE, THOMAS DICKer, CEQ OF

innoven parmers”

[ 60km2 and offer potential reserves of
mare than 400 hillion barrels”,
explains the investor. The shareholders
and the judge still had 1o be convineed.
An initiad victory was won in the courts
in early 2009. The US judge granted
Innoven the exclusive right to present
a rescue plan. This plan is also based
on a capital increase of between $30
and 550 million, which should be fina-
lised in two stapes between July and
Seprember 2009, “ar a price equivalent
o the assers auchited, whose valuation
is low 1o encourage existing or new
sharcholders to subseribe on a large
scale”, summarised Innoven.

The turning point came on & Murch.
The Annual General Meeting pave irs
support to Innoven's plan and elecied

anew hoard of directors, which revo-
ked the mandates of the existing
management. The founders were per-
manently relieved of the company's
management. At the moment, the plan
still depends on leaving Chapter 15
pratection, which should happen in
Seprember, and piving the company a
new injection of capital. Innoven
should uliimately increase its holding
to 30% of the capital, as the original
muajor sharcholders have decided not
to participate in the capital increase. In
any case, Innoven's proactive manage-
ment will have proved to sceptics tha
a French VO hund, and what is more a
minority investor, is able 1o ke the
measure of the "risk” associated with
its profession. m
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Thomas Dicker, CED of Innoven Partners, talks about
his involvement with Rockwell Petroleum

What were the main difficulties that led to the mistakes made by RockWell Petroleum?

Venlure capital companies are there to fund projects led by inventors wha
dor't necessarily have managerial skills. The economic validation of their
technology may depend on their abilities as entrepreneurs and then
managers if they want to keep hold of the reins, Spending all your
resources on fechnology fo the detriment of aperations can be a mistake,
as was the case for RockWell, Even though it is not the role of sharehol-
ders to run companies, it is up to them to get faunders back on frack with
amaore appropriate business model, If shareholders vaice their concerns
but still no action is faken, they must take action themselves and take
less diplomatic measures as a last resort, The venture's future depends on
it, That's whal we had ta do, short of staging an actual “coup d'état” in the
interests of our unitholders and the company.

How do you see the future For RockWell and its shareholders?

The first important deadline is September when ReckWell should no longer be under Chapter 15 protec-
tion, We are also counting on a return to positive cash flow in 2010, Qur plan includes development
through mergers and acquisitions, either of companies within Ehe oil sector that are struggling, or assets
with record low valuations because of the crisis environment, We have not forgatten our objective, which
is to use RWP's technology to exploit additional reserves, but we must first generate profits to make
development possible, IF everything goes ahead as planned, capital-raising operations will start in 2012,
With regard o shareholders, the capital increase that we are proposing is very profitable. The refurn on
investment is estimated at 7.4 times for both existing shareholders and new arrivals,

Did your unitholders understand this operation?

Our crisis management of this affair, overseen full-time by four people, has been quided by concern
for our unitholders’ interests. Dur goal has been to ensure complete transparency since our visibility
increased after the eleckion of the new board of directors, OF course there was the issue of the ligui-
dation of the 1998-2000 FCPIs (innovation-focused mutual funds| with which we invested. The requla-
tions allow us to skay For up to 10 years in the interests of our unitholders, We are also in constant
contact with the AMF [French Financial markets authoriby| on this subject to try ta find a solution,
based on the idea that we need to lake as long as necessary to return to value creation, Overall our
unitholders have understood very well,
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