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Singing those 100% equity blues

Junior oil and gas companies with large equity positions in prized assets
offer investors plenty of upside when things go well. However, markets
often do not value this potential, and in some cases penalise the junior for
what is viewed as a high-risk strategy. Development risk and access to
funding are often key to this discount. However, farm-ins also confirm the
value industry partners are willing to give to assets “in the ground”, while

adding a sense check to decision making. Without this, some juniors may

continue to suffer to get the recognition their assets quite possibly deserve.

Analysts
. . lan McLelland +44 (0)20 3077 5756
Quality assets yield best farm-out terms Peter J Dupont +44 (020 5077 5741
At a recent junior oil and gas conference in London, one of the distinguished CEOs Elaine Reynolds +44 (0)20 3077 5700
Krisztina Kovacs +44 (0)20 3077 5700

presenting talked about the appetite that exists within the industry for good-quality ollandgas@edisoninvestmentresearch.co.uk

assets. In short, “Quality assets will yield the best terms” when it comes to farm-
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outs. But this then begs the question, do high retained equity stakes indicate 120 M
poorer quality assets? Or are some smaller companies simply playing it smart by 188 T I
A oty T
retaining near 100% interests in their prime real-estate to leverage upside through 90 fv,/’ ’ I
the appraisal and development phase? 80 N
70 -_—
) O 00~ 1 1 ™ ™ — —
100% development curse SSSISTEISISSS
22380 S 29853 309
Z O SHSWw=<s 5 I D
Two companies that currently retain 100% interests in their flagship assets are Xcite Brent WTI
Energy with Bentley and Rockhopper Exploration with Sea Lion. In both cases 600
these companies trade at surprisingly low EV/bbl resource ratios when compared 500
with “peers”. Xcite trades at $3.1/bbl of Bentley core reserves and resources, while, 400 M
Rockhopper languishes at a paltry $1.9/bbl of company estimated resources for 300
Sea Lion, despite a highly successful appraisal programme. Rockhopper is still five 200 A
years from first oil and a data room to attract farm-in partners will open shortly. But % % % % % % % % % 3 %v E%
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Xcite is potentially less than 12 months from first oil and its share price remains FTSE 350 Oil & Gas
stubbornly low. So what is holding back performance for these companies? 6.000
Farm-ins confirm value and provide a sense check 5,000 ,..:-"'N,M\W
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Undoubtedly some of the market reticence is linked to questions around funding M/
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and development risk. But also lurking in the background are perhaps questions
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around asset quality. Whether these issues are founded or not is not the point. S99 - - - oo oo C
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Unless a quality partner has put their money where their mouth is and farmed in 0z288Se=<=23">2§8
after seeing what is in a data room, one is perhaps left wondering what really is the =AM Oil & Gas Index
value of some of these prized assets. Farm-outs both confirm this value, and For institutional enquiries please contact:
provide a valuable sense check on decisions taken by another partner. Running Andrew Chesny +44 (0)20 3077 5746
Gareth Jones +44 (0)20 3077 5704

with a high equity position post exploration is clearly a high risk strategy, but
o ) L o institutional@edisoninvestmentresearch.co.uk
whether juniors really do benefit from this via leveraged upside is not always clear.


http://www.edisoninvestmentresearch.co.uk/research/company/xcite-energy�
http://www.edisoninvestmentresearch.co.uk/research/company/xcite-energy�
http://www.edisoninvestmentresearch.co.uk/research/company/Rockhopper-Exploration�
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Exhibit 1: Best and worst performers
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Best performers
SOUND OIL

PETRONEFT RESOURCES
LENI GAS AND OIL
MELROSE RESOURCES

BANKERS PETROLEUM LTD

Best performers

ENCORE OIL

DOMINION PETROLEUM
PETROCELTIC INTERNATIONAL
SOUND OIL

EXILLON ENERGY

Best performers

DOMINION PETROLEUM
COASTAL ENERGY COMPANY
ENCORE OIL

SOUND OIL

TULLOW OIL

Best performers

COASTAL ENERGY COMPANY
DESIRE PETROLEUM
PRESIDENT PETROLEUM

GLOBAL ENERGY DEVELOPMENT

INDEPENDENT RESOURCES

Best performers

COASTAL ENERGY COMPANY
CADOGAN PETROLEUM
SOUND OIL

RANGE RESOURCES

GLOBAL ENERGY DEVELOPMENT

1 week
% change No. Worst performers
46.4% 1 PETRO MATAD

35.2% 2 GREEN DRAGON GAS

27.5% 3 PETREL RESOURCES

21.6% 4 GASOLPLC

19.8% 5 LOCHARD ENERGY GROUP PLC
1 month

% change No. Worst performers
62% 1 AMINEXPLC
55% PETRO MATAD
44% RESACA EXPLOITATION INC
41% TOWER RESOURCES
34% NIGHTHAWK ENERGY

o~ O

3 months
% change No. Worst performers

30.4% 1 PETRO MATAD
30.3% 2 AURELIAN OIL AND GAS
30.2% 3 BOWLEVEN PLC
20.6% 4 FRONTERA RESOURCES CORPORATION
17.1% 5 AMINEXPLC
6 months

% change No. Worst performers
93.0% 1 PETRO MATAD
53.7% 2 AURELIAN OIL AND GAS
30.3% 3 FRONTERA RESOURCES CORPORATION
30.3% 4 BOWLEVEN PLC
22.5% 5 AMINEX PLC

1 year
% change No. Worst performers
184.0% 1 PETRO MATAD
114.1% 2 DESIRE PETROLEUM
89.2% 3 FRONTERA RESOURCES CORPORATION
88.8% 4 NIGHTHAWK ENERGY
64.2% 5 AURELIAN OIL AND GAS

% change
(15.6%)
(10.9%)

(9.4%)
(8.7%)
(7.3%)

% change
(46.7%)
(38.6%)
(31.6%)
(29.9%)

(25.7%)

% change

% change
(88.3%)
(73.4%)
(72.4%)
(65.3%)
(64.2%)

% change
(82.9%)
(77.1%)
(77.0%)
(74.0%)
(69.3%)

Source: Bloomberg
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Exhibit 2: EV/2P + 2C rankings

PETRO MATAD

AMINEX PLC

AURELIAN OIL AND GAS
CADOGAN PETROLEUM

IGAS ENERGY PLC
PETROCELTIC INTERNATIONAL
LENI GAS AND OIL
MEDITERRANEAN OIL AND GAS
GLOBAL ENERGY DEVELOPMENT
DEO PETROLEUM

VOLGA GAS

BOWLEVEN PLC

BANKERS PETROLEUM LTD
HERITAGE OIL

URALS ENERGY PUBLIC COMPANY
NORTHERN PETROLEUM
INDEPENDENT RESOURCES
ASCENT RESOURCES

XCITE ENERGY

PETRONEFT RESOURCES
SERICA ENERGY

NAUTICAL PETROLEUM
RESACA EXPLOITATION INC
JKX OIL AND GAS

CIRCLE OIL

ROCKHOPPER EXPLORATION
EXILLON ENERGY

EGDON RESOURCES
VICTORIA OIL AND GAS
ANTRIM ENERGY INC
ZHAIKMUNAI LP

DRAGON OIL

EUROPA OIL AND GAS
PROVIDENCE RESOURCES
HARDY OIL AND GAS
GULFSANDS PETROLEUM
ENCORE OIL

MELROSE RESOURCES
VALIANT PETROLEUM

INDUS GAS

FORTUNE OIL

PREMIER OIL

ENQUEST PLC

ITHACA ENERGY

FAROE PETROLEUM

CAIRN ENERGY

SOCO INTERNATIONAL
ENDEAVOUR INTERNATIONAL
AFREN PLC

LOCHARD ENERGY GROUP PLC
ROXI PETROLEUM

TULLOW OIL

GREEN DRAGON GAS
COASTAL ENERGY COMPANY
PRESIDENT PETROLEUM
SOUND OIL

FORUM ENERGY

MAX PETROLEUM
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Source: Bloomberg, company releases, Edison Investment Research
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Edison Investment Research is a leading international investment research company. It has won industry recognition, with awards both in Europe and internationally. The team of
75 includes over 40 analysts supported by a department of supervisory analysts, editors and assistants. Edison writes on more than 350 companies across every sector and
works directly with corporates, fund managers, investment banks, brokers and other advisers. Edison’s research is read by institutional investors, alternative funds and wealth
managers in more than 100 countries. Edison, founded in 2003, has offices in London and Sydney 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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