11 March 2011

Seismic reflections

Introducing the oil screen

Welcome to the inaugural edition of our Edison oil & gas industry outlook.
Designed for industry professionals and investors alike we will highlight
topical industry issues, identify investment catalysts, look at market movers
and shakers, and ultimately consider how this feeds into valuation. Our
initial focus is on FTSE-listed independents, but where appropriate we will
extend our reach to companies listed on other exchanges and even IOCs

where they affect the industry as a whole.

Introducing our EVR ‘oil screen’

On page three of our report we introduce our ‘oil screen’ which ranks companies
based on EV to working interest reserves. Simplistically a low EVR implies stocks
are undervalued, a high EVR and they are overvalued. However, not all reserves are
alike. Our screen is based on oil and gas 2P reserves and 2C contingent resources
combined. However we do not differentiate between 2P and 2C or oil and gas, yet
alone assign additional value to proven reserves, or take into account possible
reserves (P3) and prospective resources. We also do not account for differences in
fiscal terms, resource location, operating and transportation costs and ultimately
the timing of revenue generation. Fundamental valuations can only be derived from

understanding production, revenue and cash flow.

Caveats aside... the screen provides food for thought
When comparing companies with similar portfolios the screen can help identify
valuation anomalies. We will provide further commentary in understanding these
differences in the future, but one thought we want to offer up in this inaugural
edition is ‘strategic focus’. For it is the attention to creating, defining and executing
a clearly articulated strategy that helps investors understand their investment
decisions, buy stock and drive up the share price.

Disparate asset bases correlate to low valuations

Looking at the undervalued companies on our screen, a sizeable number have
disparate asset bases, or assets that do not complement the strengths of
management. Assets can often be acquired as much by chance as by design. But
unless they all work collectively in driving investor confidence to invest then they
are, by their nature, value destroying within the portfolio. Those companies without

clear strategic focus risk becoming rich pickings for the M&A hunters.

Expensive might mean the best operators

Low fundamental valuations may signal a bargain, but could equally be a folly if
management do not have focus. While high valuations may imply little upside, they
can equally identify the best operators in the business. It is ultimately the investor

who can distinguish between the two who will both survive and prosper.
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EV/2P + 2C rankings
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EDISON INVESTMENT RESEARCH LIMITED

Edison is Europe’s leading investment research company. It has won industry recognition, with awards in both the UK and internationally. The team of more than 65 includes over 35
analysts supported by a department of supervisory analysts, editors and assistants. Edison writes on more than 280 companies across every sector and works directly with
corporates, investment banks, brokers and fund managers. Edison’s research is read by major institutional investors in the UK and abroad, as well as by the private client broker and
international investor communities. Edison was founded in 2003 and is authorised and regulated by the Financial Services Authority
(www.fsa.gov.uk/register/firmBasicDetails.do?sid=181584).

DISCLAIMER

Copyright 2011 Edison Investment Research Limited. All rights reserved. This report has been prepared and issued by Edison Investment Research Limited for publication in the
United Kingdom. All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee
the accuracy or completeness of this report. Opinions contained in this report represent those of the research department of Edison Investment Research Limited at the time of
publication. The research in this document is intended for professional advisers in the United Kingdom for use in their roles as advisers. It is not intended for retail investors. This is
not a solicitation or inducement to buy, sell, subscribe, or underwrite securities or units. This document is provided for information purposes only and should not be construed as an
offer or solicitation for investment. A marketing communication under FSA Rules, this document has not been prepared in accordance with the legal requirements designed to
promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison Investment Research
Limited has a restrictive policy relating to personal dealing. Edison Investment Research Limited is authorised and regulated by the Financial Services Authority for the conduct of
investment business. The company does not hold any positions in the securities mentioned in this report. However, its directors, officers, employees and contractors may have a
position in any or related securities mentioned in this report. Edison Investment Research Limited or its affiliates may perform services or solicit business from any of the companies
mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden swings. In addition it may be difficult or not
possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future performance. This
communication is intended for professional clients as defined in the FSA’s Conduct of Business rules (COBs 3.5).
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