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LETTER TO SHAREHOLDERS
As a shareholder and long-term supporter of Otto Energy Ltd, I would like to take the opportunity to update
all of Otto’s loyal and supportive shareholders on the successful business growth that has been executed to
date by the team, the plans for utilising future cashflows that will be delivered and address concerns over the
recent share price performance.
•

2020 will see Otto delivering on its Gulf of Mexico business plan

•

Focus during 2020 will be the completion of key development activities which will see a significant
increase in the Company’s production profile

•

Significant increase in free cashflow to be delivered in 2021 through project commissioning and
resultant production

•

Otto’s focus on maintaining a strong balance sheet with sufficient liquidity for all existing
development activities during 2020 with the majority of our PDP production through 2022 hedged
at an average of $56 USD per barrel

•

Future cashflow utilization will focus on maximizing shareholder value. This may include new growth
initiatives and/or capital returns to shareholders, as appropriate

Established business model in place
It is my pleasure to provide an update to shareholders on the delivery of Otto’s strategy of building an
exploration and production business focused on the Gulf of Mexico. After a successful 2019, it is appropriate
to take stock of the developments that have occurred and what the forthcoming period is expected to deliver
for Otto and its shareholders.
Otto set about its strategy of building a presence in the Gulf of Mexico in 2016 and has since that time delivered
three independent discoveries that will all be on production during 2020. Otto identified an opportunity to
become the non-operating partner of choice in one of the highest margin oil and gas provinces in the world
and to pursue this strategy at a time of limited capital availability within the industry.
The building blocks for Otto’s Gulf of Mexico business are now in place with the anticipated completion of key
developments during 2020 including the commissioning of the Green Canyon 21 development, further
development of the Lightning field and the expected drilling of the South Marsh Island 71 F5 development
well.
The strategic goal against which Otto set out to measure its performance was to deliver 5,000 boe/day of
production net to Otto, by the end of 2020. The successful commissioning of our three discoveries will deliver
this goal in 2020.
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Figure 1: 2020 Production Forecast
Otto’s strategic goal is underpinned by a detailed implementation plan that encompasses the following key
attributes:
•

Having multiple, liquid rich projects to diversify Otto’s revenue base;

•

Establishing Otto as a non-operator partner of choice with access to a deep pool of drill ready
production and farm-in opportunities;

•

Building a highly experienced, well networked and capably resourced team in Houston; and

•

Accelerating the business build phase by participating in drill-ready opportunities that benefit from
the team’s prior experiences in working in the Gulf of Mexico.

Otto has established a long-term viable business and proven the non-operator business model in the Gulf of
Mexico with a reserve base of ~70% oil weighted assets (2P reserves as at 1 July 2019) that will deliver
significant free cashflow in calendar year 2021.
Otto is now recognized for its ability to perform as a non-operator partner with many of the established
independent oil and gas companies operating in the Gulf of Mexico and is being invited into numerous new
opportunities. These range from drilling of low-risk production infill wells to greenfield exploration
opportunities. Otto is one of a small group of non-operating companies with access to this level of
opportunity.
With the cashflow from the projects currently on production and the recently announced US$55 million debt
facility with Macquarie Bank, Otto’s balance sheet will remain strong through the development phase. Otto
has taken a prudent approach to managing oil price risk during the important development phase. The
company will ensure that there is enough balance sheet flexibility to deal with unexpected events during the
final critical phases of these developments.
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Otto established a hedging program as part of its facility with Macquarie which saw the business successfully
hedge the majority of its PDP production through until 2022 at around USD$56 per barrel, allowing the
business to operate with some protection from oil price fluctuations whilst maintaining flexibility for new
discoveries.
Otto has achieved cost reductions through a constant focus on cost management including relocating the head
office into Houston over the past year that will continue into the next financial year. Over the two-year period
to 30 June 2021, Otto expects to deliver a reduction in G&A costs of US$1.8m or 28%.
Anticipated future use of cashflows
By the end of Q3 2020 with all current developments successfully completed, Otto expects to be one of only
a handful of ASX listed oil and gas companies that are generating significant operating free cashflow. Otto
will have the ability to consider the most efficient allocation of capital amongst the following priorities:
•

Acceleration of debt reduction;

•

Buy-back or dividends to equity holders; and/or

•

Reinvestment into value accretive production and exploration assets.

Figure 2: Future cashflow projection of Otto Energy Ltd (as at 1 February 2020)
Share Price Performance
The Board and management of Otto are shareholders of the company. Shareholder interests are at the core
of every step that has been made in developing the business in the Gulf of Mexico.
As CEO, I am fortunate to work with a top-notch Board and management team that all have significant
experience in not only the oil and gas business, but also in building profitable companies and realizing value
from them for their shareholders.
We intend to continue doing the same with Otto Energy.
Following the issue of independent reserve and resource statements in late 2019, Otto can now quantify the
value of the reserve base that the company has discovered and has in production. This equates to over A$300
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million in net present value at a 10% discount rate (NPV10). These values have been independently audited by
Otto’s reserve auditors and validated through a financing process with Macquarie Bank.
We intend to deliver the value of these assets to Otto’s shareholders either through growth in the share price
or a combination of buy-back/dividend repatriation strategies.
As a production and exploration company, Otto constantly evaluates the most efficient use of limited capital.
Investment decisions are based on the most value accretive outcome to shareholders.
During 2019 and into early 2020, Otto’s share price performance has been affected by a number of
shareholders exiting over concerns of delays in key activities, uncertainties on future funding requirements or
uncertainty over the future strategy of the business.
We realize the priorities and timelines of some investors are not aligned with the business outcomes being
sought, however we believe that the strategy Otto has been following will deliver significant shareholder
benefits during 2020 as the key developments start to come into production. Otto will be amongst a handful
of ASX listed oil and gas companies that have value accretive production and cashflow and a long-term viable
business model.
Lightning Field Operations Update
We are also pleased to report that the operator of our Lightning Field in Matagorda County, TX, Hilcorp Energy,
has successfully completed the Green #2 well in the Tex Miss 1 interval with 66 feet of perforations out of a
total of 146 feet of calculated net pay. A brief 48 hour well test was conducted to confirm completion integrity
and clean the well up. The well flowed on a constrained choke setting at a maximum rate of 5.9 MMscf/day
of gas and approximately 170 bbl/day of condensate and little water. Production at Green #2 on an
unconstrained basis is expected to match the initial performance on Green #1.
Construction of upgraded facility and flowlines was completed in early February and the capacity of the sales
tap has been increased to approximately 36 MMscf/day.
First production from the Green #2 well into the sales pipeline is expected to occur before the end of February
2020, on track with previous guidance. Otto will provide an update with stabilized production rates once
online. It is planned to now run both wells, the Green #1 and the #2, and evaluate the potential for further
wells to be added to the field.
Summary
2020 is going to be a year where Otto continues to build upon the foundations that have been established in
2019 by bringing into production the key discoveries that have already been made.
Otto will retain a strong balance sheet with sufficient liquidity for its 2020 program to be able to deliver these
key development projects. Cost focus is being maintained across the company.
Otto has access to a deep inventory of drill-ready opportunities in the Gulf of Mexico focus area and will
evaluate the allocation of capital that delivers the greatest value to shareholders.
Otto is actively evaluating the implementation of buy-back and/or dividend programs in late 2020 and will
consider the implementation of these once the development program is completed.
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Otto is one of only a handful of ASX listed oil and gas production and exploration companies that is cashflow
positive with further growth opportunities that can be fully within its cashflow base.
The Otto Board and management look forward to sharing the results of this highly value accretive program
throughout 2020 to shareholders and sharing in the positive impact we expect this to have on Otto’s share
price.
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Future performance and forward-looking statements
This CEO Letter to Shareholders may contain certain 'forward‐looking statements' with respect to the financial
condition, results of operations and business of the Company and certain plans and objectives of the
management of the Company. Forward looking statements can generally be identified by words such as ‘may’,
‘could’, ‘believes’, 'plan', 'will', 'likely', ‘estimates’, ‘targets’, ‘expects’, or ‘intends’ and other similar words that
involve risks and uncertainties, which may include, but are not limited to, the outcome and effects of the
subject matter of this CEO Letter to Shareholders. Indications of, and guidance on, future exchange rates,
capital expenditure, earnings and financial position and performance are also forward‐looking statements.
You are cautioned not to place undue reliance on forward looking statements as actual outcomes may differ
materially from forward looking statements. Any forward‐looking statements, opinions and estimates
provided in this CEO Letter to Shareholders necessarily involve uncertainties, assumptions, contingencies and
other factors, and unknown risks may arise, many of which are outside the control of the Company. Such
statements may cause the actual results or performance of the Company to be materially different from any
future results or performance expressed or implied by such forward looking statements. Forward‐looking
statements including, without limitation, guidance on future plans, are provided as a general guide only and
should not be relied upon as an indication or guarantee of future performance. Such forward looking
statements speak only as of the date of this CEO Letter to Shareholders.
Past performance
Investors should note that past performance, including past share price performance of Otto is given for
illustrative purposes only and cannot be relied upon as an indicator of (and provides no guidance as to) future
Otto performance including future share price performance.
Key Risks Disclosures
Impairment of carrying value of properties
Otto may be required to write‐down the carrying value of its oil and gas properties when oil and gas prices are
low. Under International Financial Reporting Standards, which Otto is required to comply with, the net
capitalized costs of its oil and gas properties may not exceed the fair value of the properties. If net capitalized
costs of its oil and gas properties exceed the fair value, Otto must charge the amount of the excess as an
impairment to earnings. This type of charge will not affect Otto's cash flows, but will reduce the book value of
its Shareholders' equity. Because the oil price Otto uses to estimate future net cash flows is a forecast, actual
cash flows and carrying value may materially differ. Otto reviews the carrying value of its properties whenever
impairment indicators exist and once incurred, a write‐down of oil and gas properties may be reversible at a
later date if prices increase.
Information risk
Otto's analysis of its portfolio, including estimates of the associated prospective resources, is based in part on
information provided by the operators of those joint ventures. For each of SM 71, Lightning and GC21,
independent engineers have provided a report regarding the estimates of prospective resources.
Risk that expense estimates differ materially from actual amounts
The prospective resources and future potential cash flow estimates with respect Otto’s portfolio are based on
Otto's analysis of geological and geophysical data, assumptions regarding drilling, development and other
capital and operating expenditures (including transport and pipelines) and anticipated production rates.
For each of SM 71, Lightning and GC21, the estimates included in this document have been made by an
independent petroleum engineering firm. Data used to make these estimates was furnished by the operators
of the various joint ventures or obtained from publicly available sources. After such data is reviewed by an
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independent petroleum engineering firm, or further by Otto, the prospective resources, expenditure and
production related to the various projects may differ materially from the amounts indicated.
Funding risk
The Company may require additional capital in order to fund development activities or for additional
acquisitions. Failure to obtain such finance in a timely manner could impact its ability to execute its work
program or secure acquisition opportunities. There is no assurance that the capital or debt markets will provide
additional funding on reasonable terms or at all. Uncertainty in domestic and international credit markets
could materially affect the Company’s ability to access sufficient capital for its capital expenditures and
acquisitions and, as a result, may have material adverse effect on the Company’s ability to execute its business
strategy and on its business, financial condition, results of operations and prospects. The possibility of material
dilution for Shareholders also exists especially if equity raisings are completed during a period of general
market or Company share price weakness.
Failure to achieve production targets
The funding of the future drilling of the Gulf Coast Package, SM71, Lightning development and Green Canyon
21 drilling has been estimated based on the achievement of production targets at SM 71, Lightning and GC21.
There is a risk that SM 71, Lightning or GC21 or all of the projects do not meet these targets.
Reserves risk
Reserves assessment is a subjective process that provides an estimate of the volume of recoverable reserves.
Oil and gas estimates are not precise and are based on knowledge, experience, interpretation and industry
practice. Petroleum engineering is a subjective process of estimating accumulations of oil and/or natural gas
that cannot be measured in an exact manner and which involves the use of assumptions which may ultimately
not prove to be accurate. Different variables can impact whether these reserves are economically recoverable,
including changes with respect to governmental regulations, commodity prices, and taxes. The Company’s
actual revenues, expenses, and production will likely vary from such estimates and such differences could be
substantial.
The rate of production from oil and gas properties generally declines as reserves are depleted. Except to the
extent that Otto acquires further properties containing additional reserves, conducts successful exploration
and development activities or, through engineering studies (including geoscientific and exploration studies),
identifies additional reserves on its existing properties, its reserves will decline as its production continues.
Otto's future oil and gas production is, therefore, dependent upon its level of success in acquiring, finding
and/or developing additional reserves. Because Otto's revenues and profits are derived from its oil and gas
operations, its results of operations and financial condition are directly related to the success of its exploration,
acquisition and development efforts and its ability to replace existing reserves. A failure to acquire or discover
new reserves or enhance existing reserves in sufficient quantities to maintain or grow the current level of its
reserves could have a material adverse effect on its business and financial performance.

Project development and delivery risk
Otto undertakes investments in oil and gas projects to extract, process and supply oil and gas including SM 71,
Lightning and GC21 and any future discoveries. Such projects may be delayed or be unsuccessful for many
reasons including unanticipated economic, financial, operational, engineering, technical, environmental,
contractual, regulatory, community or political events. Delays, changes in scope, cost increases or poor
performance outcomes pose risks that may impact Otto’s financial performance.
Economic conditions
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The operating and financial performance of Otto is influenced by a variety of general economic and business
conditions, including interest rates and exchange rates, access to debt and capital markets and government
fiscal, monetary and regulatory policies. A prolonged deterioration in general economic conditions, including
higher than expected inflation rates, could be expected to have an adverse impact on Otto’s operating and
financial performance and financial position.
Commodity price risk and volatility of oil and gas prices
The Company’s main business activities are currently highly exposed to movements in global oil prices and to
a lesser extent, changes in gas prices. The prices of oil, natural gas and other hydrocarbon products remain
outside the control of the Company. A significant change in commodity prices would impact the company’s
profitability and its ability to meet its forecasts.
The price of oil and natural gas fluctuates greatly in response to changes in many factors. Currently Otto is in
a situation where oil (and to some extent also natural gas) prices are around 22% lower than the highs of early
January 2020. Over the past 10 years WTI oil has traded at over US$110/bbl and under US$30/bbl. There are
several reasons for this but fundamental market forces beyond Otto’s control or the control of other market
participants have impacted and will continue to impact oil and natural gas prices in the future.
Generally, Otto does not and will not have control over the factors that affect the prices of oil and natural gas.
These factors include:
•
economic and political developments in resource‐producing regions;
•
global and regional supply and demand;
•
the ability of the Organisation of the Petroleum Exporting Countries and other producing nations to
influence global production levels and prices;
•
government regulations and actions;
•
global economic conditions;
•
war or other international conflicts;
•
changes in population growth and consumer preferences;
•
the price and availability of new technology; and
•
weather conditions
It is impossible to predict future price movements for oil and natural gas with certainty. A prolonged period of
low oil and natural gas prices will adversely affect Otto's business, the results of operations, financial condition,
liquidity and its ability to finance planned capital expenditure, including possible reductions in capital
expenditures which could offset replacement reserves. Rapid material and/or sustained reductions in oil, gas
or product prices can have an impact on the validity of the assumptions on which strategic decisions are based
and can have an impact on the economic viability of projects that are planned or in development.
Currently Otto has no hedges in place beyond 2022 for oil sales. Hedging of future oil production is considered
on an ongoing basis and Otto may hedge in the future.
Exploration and development risk
Oil and gas exploration, development and production activities are inherently subject to numerous risks,
including the risk that drilling and development will not result in commercially viable oil and gas production.
The identification of drilling locations relies on technical interpretation and is therefore subjective in nature
and subject to numerous geological risks. Further, the successful drilling and development of a well for
production is also subject to numerous sub-surface, technical, drilling, completion, development and other
risks which may impact the commerciality of production.
Reliance on key personnel
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The Company's primary intellectual asset is the skill and experience of its staff. It is essential that appropriately
skilled staff be available in sufficient numbers to support the Company's operations. While the Company has
initiatives to mitigate this risk, loss of key staff or failure to attract new staff may have a negative impact on
the financial performance or otherwise of the Company and in particular its ability to expand its business. The
loss of key staff to a competitor may magnify this impact. There can be no assurance that Otto will be able to
continue to attract and retain all personnel necessary for the development and operation of the business.
Environmental risks
Potentially hazardous activities arise in connection with Otto's business. A significant safety or environmental
incident or the failure of safety processes or of occupational health plans, as well as a breach of regulatory or
contractual obligations, could materially adversely affect results of operations and reputation. Otto is also
subject to laws and regulations governing health and safety matters to protect the public, employees and
contractors, who could potentially be harmed by these activities, as well as laws and regulations relating to
pollution, the protection of the environment, and the use and disposal of hazardous substances and waste
materials.
The cost of future environmental remediation obligations is often inherently difficult to estimate and
uncertainties can include the extent of contamination, the appropriate corrective actions and share of the
liability. If more onerous requirements are imposed or the Company’s ability to recover costs under regulatory
frameworks changes, this could have a material adverse impact on the business, reputation, results of
operations and financial position of Otto.
Otto may be exposed to a number of potential impacts of climate change over time, which could lead to
demographic changes, changes in consumption patterns and physical risks to Otto's operations and facilities.
As a result, the potential impact from climate change, both physical and as a result of new related policies and
regulations, may have an adverse impact on Otto's operations or financial performance.
Operating hazards and natural disasters
Otto is subject to operating hazards normally associated with the exploration for, and production of oil and
gas. Operating hazards may be due to technical integrity failure, loss of well control, vessel collision, loading
or unloading operations, an aviation incident, a pipeline incident or cyber-attack. Operating hazards along with
natural disasters (eg hurricanes), inclement weather, acts of terrorism, operator error or other occurrences
can result in adverse events, including, without limitation, diminished production, additional costs, major
unplanned outages, labour disruptions, fires, equipment failure, loss of well control, blowouts, cratering,
pollution and oil spills.
The occurrence of any such operating hazard or risk could result in substantial losses to Otto due to injury or
loss of life and damage to or destruction of oil and gas wells, formations, production facilities or other
properties and the environment, as well as regulatory action, legal liability and damage to Otto’s reputation.
The effect could be particularly significant were an event of this nature to occur at Otto’s SM 71 oil field and
the Lightning field. A sustained interruption in production could have an adverse effect on Otto's financial
performance. Additionally, Otto's operations are often conducted in difficult or environmentally sensitive
locations, in which the consequences of a spill, explosion, fire or other incident could be greater than in other
locations. Accordingly, the risk of Otto's failure to abide by environmental and safety and protection standards
is inherent in Otto's operations. Such failure could lead to damage to the environment, and result in regulatory
action, legal liability, material costs and damage to its reputation. It could also impact Otto's licence to operate.
In certain circumstances, liability could be imposed irrespective of fault.
Regulatory risk
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Changes in law or regulation or regulatory policy and precedent could result in a materially adverse effect.
Decisions or rulings concerning, for example, whether licences, approvals or agreements to operate or supply
are subject to new, more onerous regulatory requirements impacting timely recovery of incurred expenditure
or obligations, the ability to pass through commodity costs and other decisions relating to the impact of general
economic conditions on Otto, its markets and customers and in relation to proposed business development
activities, could have a material adverse impact on results of operations, cash flows, the financial condition of
the business and the ability to develop the business in the future.
Occupational health and safety risk
The conduct of exploration for, and development and production of, hydrocarbons may expose Otto's staff to
potentially dangerous working environments. Occupational health and safety legislation and regulations differ
in each jurisdiction. If any of Otto’s employees suffered injury or death, compensation payments or fines may
have to be paid, and such circumstances could result in the loss of a license or permit required to carry on the
business, or other regulatory sanction, all of which have the potential to impact Otto’s cash flow, operations
and ability to make future distributions (should Otto decide to do so).
Industry competition and energy demand
The availability of a market for oil and gas in the future will depend in part on cost and availability of alternate
fuels, the level of consumer demand, the extent of domestic production of oil and gas, the extent of important
foreign oil and gas, the cost of and proximity of Otto projects to pipelines and other transportation facilities,
regulations by state and federal authorities and the cost of complying with applicable environmental
regulations. There is a risk that increased industry competition could impact on oil and gas supply and demand
that could negatively impact on prices and therefore on Otto's business.
Insurance risk
Otto maintains insurance against losses and liabilities in accordance with customary industry practices and in
amounts that management of Otto believes to be prudent. However, insurance against all operational risks is
not available to Otto. Otto does not carry business interruption/loss of profits insurance. Otto may elect not
to carry insurance with regard to specific risks if management of Otto believes that the cost of available
insurance is excessive relative to the risks presented.
In addition, losses could occur for uninsured risks or in amounts in excess of existing insurance coverage. Otto
cannot insure fully against pollution and environmental risks. Otto cannot assure Shareholders that it will be
able to maintain adequate insurance in the future at rates they consider reasonable or that any particular types
of coverage will be available.
In the event that there are insufficient insurance arrangements in place, Otto may be exposed to material
capital losses, or losses that may impact revenue generation and the financial performance of the Company.
Inability to achieve future growth
Otto may experience difficulty in achieving and managing future growth.
Otto has experienced growth in the past primarily through expansion of its drilling program. Future growth
may place strains on financial, technical, operational and administrative resources and cause Otto to rely more
on project partners and independent contractors, possibly negatively affecting its financial position and results
of operations. Otto's ability to grow will depend on a number of factors, including the results of its drilling
program, hydrocarbon prices and access to capital along with its ability to:
•
obtain leases or options on properties, including those for which Otto has 3‐D seismic data;
•
acquire additional 3‐D seismic data;
•
identify and acquire new opportunities;
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•
•
•

develop existing prospects;
continue to retain and attract skilled personnel; and
maintain or enter into new relationships with project partners and independent contractors

Otto may not be successful in upgrading technical, operations and administrative resources or in increasing its
ability to internally provide certain of the services currently provided by outside sources, and Otto may not be
able to maintain or enter into new relationships with project partners and independent contractors. Otto's
inability to achieve or manage growth may adversely affect its financial position and results of operations.
Exchange rate risk
The revenues, expenses, earnings, assets and liabilities of the Company, as well as the listed price of the
Company Shares and, accordingly, your investment in the Company, may be exposed adversely to exchange
rate fluctuations. All Otto’s revenues are derived from USD sales and the majority of the Company’s expected
expenditure will be in USD. Otto’s functional and presentation currency of its financial statements is also USD.
Any appreciation of the AUD against the USD effectively reduces the AUD value of the revenue net of the USD
costs and reduces the AUD value of net assets. Further, any appreciation of USD against the AUD will have a
detrimental impact on the use of AUD funds raised for the purposes of USA expenditure. The Company does
not presently engage in currency hedging to offset any risk of currency fluctuations however the current policy
is to hold the majority of its cash balances to United States dollars.
Joint venture relationships
The majority of Otto’s’ business is carried on through joint ventures. The use of joint ventures is common in
the exploration and production industry and serves to mitigate the risk and associated cost of exploration,
production and operational failure. However, failure of agreement or alignment with joint venture partners,
or the failure of third-party joint venture operators, could have a material effect on Otto’s’ business. The failure
of joint venture partners to meet their commitments and share costs and liabilities can result in increased costs
to Otto.
Risk of litigation or arbitration
From time to time, Otto may be subject to litigation, arbitration, regulatory investigations and inquiries, claims
and disputes arising out of its operations. Damages claimed under such proceedings or claims may be material
or may be indeterminate, and the outcome of such litigation, arbitration, investigation, inquiry, claim or
dispute could materially and adversely affect its business, results of operations or financial condition. While
Otto assesses the merits of each claim and defends accordingly, it may be required to incur significant expenses
in defending against such claims and there can be no guarantee that a court or tribunal finds in Otto's favour.
In addition, proceedings to which Otto is not directly subject may have a material adverse effect on its business,
reputation and financial performance.
Taxation
Changes in the interpretation or application of existing taxation laws by the courts or taxation authorities in
Australia, or changes to the laws themselves, may affect the taxation treatment of an investment in Otto shares
or the holding or disposal of those shares. Further, changes in tax law, or changes in the way tax law is expected
to be interpreted, in the various jurisdictions in which Otto operates or has operated, may impact Otto’s future
tax liabilities.
Other risks
The above risks should not be taken as a complete list of the risks associated with an investment in Otto. The
risks outlined above and other risks not specifically referred to may in the future materially adversely affect
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the Company, or the value of the Shares and their performance. Accordingly, no assurance or guarantee of
future performance or profitability is given by Otto in respect of the Company or the Shares.
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