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12m high/low 67.4p/22p 

Source: LSE Data 

 

KEY INFORMATION 

Enterprise value £65.6m 

Index/market AIM 

Next news 
Q3 earnings - October 
2017 

Gearing N/A 
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SDX ENERGY IS A RESEARCH CLIENT OF 
PROGRESSIVE 

 

Interim results 

SDX Energy reported its 2017 interim earnings on 25 August. The 
company has reported a comprehensive income of US$26.5 million 
for the half year which was predominantly due to a gain on the 
acquisition of the Egyptian and Moroccan operations of Circle Oil in 
January 2017. The company also had an underlying netback 
(revenues less operating costs) of US$13.0 million and a 
strengthened balance sheet with net cash increasing to US$27.6 
million from US$21.1 million at Q1 17, demonstrating the continued 
benefits from the Circle Oil acquisition. 

 SDX has reported an underlying netback over the first six months of 
the year of US$13.0 million compared to US$2.3 million a year earlier 
reflecting the benefits of the acquisition of the Egyptian and Moroccan 
assets of Circle Oil and a recovery in commodity prices. After tax, the 
company reported a profit of US$26.5 million which was impacted by a 
gain on the acquisition of US$29.4 million and costs of US$2.4 million 
for transaction and restructuring costs related to the acquisition. 

 The balance sheet has been further strengthened with net cash at the 
end of June increasing to US$27.6 million which compares to US$18.3 
million after the placing and US$21.1 million at the end of Q1 2017. 
This improvement was primarily due to a reduction in the level of 
receivables as well as solid underlying cash generation of its assets. 
This cash position should continue to be robust as management looks 
to further crystallise some of the US$16.5 million in Egyptian 
receivables it inherited with the Circle Oil’s assets. 

 On the operational side, the market will now focus on SDX’s Moroccan 
drilling programme. Management has now secured a drilling rig and is 
about to start on a seven well drilling programme covering five 
development/appraisal wells and two exploration wells. Given the high 
sales price of the gas (c. US$10/mcf) and the low operating costs (due 
to the infrastructure already in place), additional reserves added 
through this drilling programme will have a marked impact on the cash 
flow generation and perceived value of the asset base in the country. 

 In Egypt, management will look to capitalise on the success of the SD-
1X exploration well. SDX is looking to commence production from this 
discovery in Q1 2018. On top of this the company will target significant 
incremental volumes by drilling additional structures in this licence 
which have been substantially de-risked by the initial discovery. 
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FYE DEC 2015 2016 2017E 2018E 2019E 

Revenues (US$ m) 11.4 12.9 59.8 64.6 53.0 

Op. profits (US$ m) (7.1) (26.5) 38.1 43.8 33.7 

Net income (US$ m) 10.1 (28.0) 34.8 40.6 31.0 

EPS (¢/share) 19.5 (35.0) 18.6 21.7 16.6 

Dividend (p/share) 0 0 0 0 0 

Cash flow (US$ m) (5.2) (2.0) 38.9 42.8 36.5 

Net cash (US$ m) 8.2 4.7 34.0 66.2 90.6 

Source: Company Information and Progressive Equity Research estimates 

SDX ENERGY INC 
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Interim Earnings 

SDX has reported an underlying netback (revenues less operating costs) over the first 
six months of the year of US$13.0 million compared to US$2.3 million a year earlier 
reflecting the benefits of the acquisition of the Egyptian and Moroccan assets of Circle 
Oil and a recovery in commodity prices. Production for the first six months was 3,351 
boe/day compared to 1,211 boe/day for the same period in 2016. On a pro forma 
basis, on the assumption that the production from Circle Oil’s Egyptian and Moroccan 
assets had been included for the entire six months, production would have been 3,812 
boe/day. Production has improved quarter on quarter with the second quarter seeing 
production of 3,707 boe/day compared to 2,991 boe/day as the company benefits from 
increased production from its NW Gemsa licence in Egypt and its Moroccan gas 
business. After tax, the company reported a comprehensive income of US$26.5 million 
which was affected by exceptional credits and costs. The major credit was a non-cash 
gain of US$29.4 million on the acquisition of the Egyptian and Moroccan assets of 
Circle Oil. The company also incurred transaction and restructuring costs of US$2.4 
million associated with the acquisition. We are however not changing our forecasts on 
the back of these results. 

The balance sheet has been further strengthened with net cash at the end of June 
increasing to US$27.6 million which compares to US$18.3 million at the end of 
February after the placing and US$21.1 million at the end of Q1’17. This improvement 
was primarily due to a reduction in the level of receivables. Management is also 
working to further crystallise some of the US$16.5 million in Egyptian receivables it 
inherited with Circle Oil’s assets which will further improve the company’s cash 
position. The balance sheet should also be strengthened by the free cash flow that the 
underlying business will generate. This will give management the ability to strengthen 
the business further through accelerating investment in its existing operations as well 
seeking additional acquisitions should accretive opportunities arise. 

Operational focus 

Morocco 

On the operational side, the market will now focus on SDX’s Moroccan drilling 
programmme. Management has now secured a drilling rig and is about to start on a 
seven well drilling programme consisting of five development/appraisal wells and two 
exploration wells. The five development/appraisal well will be drilled in the Sebou 
concession where SDX has a 75% working interest. These wells will look to prove up 
additional reserves and resources to allow the company to increase gas sales to its 
existing customers as well as connecting new customers to its gas distribution grid. 
Given the high sales price of the gas (c. US$10/mcf) and the low operating costs 
(cUS$0.5/mcf) due to existing infrastructure, additional reserves added through this 
drilling programme will have a marked impact on the cash flows of the company. The 
company is also drilling two exploration wells in the Lalla Mimouna exploration licence 
where SDX also has a 75% working interest. Success here could be tied into the 
infrastructure at the Sebou licence. 

Egypt 

In Egypt, management will look to capitalise on the success of the SD-1X exploration 
well and SDX is looking to commence production from this discovery in Q1 2018. On 
top of this the company will target significant incremental volumes by drilling additional 
structures in this licence which have been substantially de-risked by the initial 
discovery. Gaffney Cline & associates, SDX’s independent reserve auditor has 
estimated the contingent resources on this licence of 47.1 BCF of gas and 2.3 mmbbl 
of condensate whilst prospective resources being estimated at 180.0 BCF of gas and 
8.7 mmbbl of condensate 
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SUMMARY FINANCIALS – profit & loss account (US million) 

 

Source: Company information, Progressive Equity Research estimates 

 

 

 

 

 

  

2014A 2015A 2016A 2017E 2018E 2019E 2020E

Net revenues 24.53             11.37             12.91             59.78             64.61             53.03             45.10             

Operating costs (3.64)              (4.97)              (3.55)              (13.59)            (12.51)            (10.96)            (9.77)              

Exploration expense (2.77)              (0.07)              (28.70)            

DDA (1.60)              (2.06)              (2.39)              (3.20)              (3.20)              (3.20)              (3.20)              

Impairment -                 (6.84)              -                 -                 -                 -                 -                 

Share awards (1.06)              (0.76)              (0.78)              (0.80)              (0.82)              (0.84)              (0.86)              

Associate 1.13               1.02               0.90               0.90               0.90               0.90               0.90               

Loss on disposal -                 (0.00)              -                 -                 -                 -                 -                 

G & A (2.90)              (4.77)              (4.89)              (5.01)              (5.14)              (5.27)              (5.40)              

Total (10.84)            (18.46)            (39.41)            (21.70)            (20.77)            (19.37)            (18.33)            

Operating profit 13.69             (7.08)              (26.50)            38.08             43.84             33.66             26.78             

Net interest expense (1.01)              (0.10)              

Gain on acquisition -                 18.29             -                 -                 -                 -                 -                 

Pre-tax profit 12.68             11.11             (26.50)            38.08             43.84             33.66             26.78             

Current tax (4.31)              (1.17)              (1.48)              (3.24)              (3.20)              (2.66)              (2.26)              

Deferred tax (0.02)              0.11               

Taxation (4.33)              (1.06)              (1.48)              (3.24)              (3.20)              (2.66)              (2.26)              

Net income 8.36               10.05             (27.98)            34.84             40.64             31.00             24.52             

FX (0.42)              (0.65)              -                 -                 -                 -                 -                 

Income 7.94               9.40               (27.98)            34.84             40.64             31.00             24.52             

EPS

Basic 0.148             0.195             (0.350)            0.186             0.217             0.166             0.131             

Diluted 0.144             0.195             (0.350)            0.186             0.217             0.166             0.131             
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SUMMARY FINANCIALS - Cash flow statement (US$ million) 

 

Source: Company information, Progressive Equity Research estimates 

 

 

 

 

 

 
 

2014A 2015A 2016A 2017E 2018E 2019E 2020E

Pre tax profits 12.68             11.11             (26.50)            38.08             43.84             33.66             26.78             

Adjustments for

DDA 1.60               2.06               2.39               3.20               3.20               3.20               3.20               

Exploration expense 2.77               0.07               28.70             -                 -                 -                 -                 

Impairment expense -                 6.84               -                 -                 -                 -                 -                 

Amortisation of transaction costs -                 0.38               -                 -                 -                 -                 -                 

Finance cost 0.03               (0.01)              -                 -                 -                 -                 -                 

Stock based compensation 1.06               0.76               0.78               0.80               0.82               0.84               0.86               

Gain on acquisition -                 (18.29)            -                 -                 -                 -                 -                 

Equity in associate (1.13)              (1.02)              (0.90)              (0.90)              (0.90)              (0.90)              (0.90)              

Loss on disposal -                 0.00               

Operating cash flow 17.02             1.90               4.47               41.18             46.96             36.80             29.94             

Working capital change 12.94             (2.18)              (5.00)              1.00               (0.97)              2.32               1.58               

Cash flow before tax 29.96             (0.28)              (0.53)              42.18             45.99             39.12             31.52             

Tax paid (4.43)              (4.93)              (1.48)              (3.24)              (3.20)              (2.66)              (2.26)              

Cash flow 25.53             (5.21)              (2.01)              38.94             42.79             36.46             29.27             

Plant and equipment (1.96)              (1.39)              (2.30)              (16.12)            (9.44)              (10.94)            (8.29)              

Exploration (11.67)            (3.73)              (10.50)            (2.00)              (2.00)              (2.00)              (2.00)              

Office assets -                 0.01               

Dividends received 1.11               0.92               0.90               0.90               0.90               0.90               0.90               

Acquisitions -                 -                 -                 (30.00)            -                 -                 -                 

Cost of acquisition -                 -                 -                 (2.00)              -                 -                 -                 

Sea Dragon working capital -                 3.91               -                 -                 -                 -                 -                 

Cash used in investing activities (12.52)            (0.28)              (11.90)            (49.22)            (10.54)            (12.04)            (9.39)              

Repayment of debentures -                 (2.05)              

Shares issued -                 -                 10.00             40.00             -                 -                 -                 

Repayment of bank facility -                 (1.65)              

Cash used in financing -                 (3.70)              10.00             40.00             -                 -                 -                 

Charge in cash 13.01             (9.20)              (3.92)              29.71             32.25             24.42             19.87             

FX effects (0.62)              (0.57)              

Cash at start 5.54               17.94             8.17               4.25               33.97             66.22             90.64             

Cash at end 17.94             8.17               4.25               33.97             66.22             90.64             110.51           
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Disclaimers and Disclosures 

Copyright 2017 Progressive Equity Research Limited (“PERL”).  All rights reserved.  PERL provides professional equity 
research services, and the companies researched pay a fee in order for this research to be made available.  This report has 
been commissioned by the subject company and prepared and issued by PERL for publication in the United Kingdom only.  All 
information used in the publication of this report has been compiled from publicly available sources that are believed to be 
reliable; however, PERL does not guarantee the accuracy or completeness of this report.  Opinions contained in this report 
represent those of the research department of PERL at the time of publication, and any estimates are those of PERL and not of 
the companies concerned unless specifically sourced otherwise.  PERL is authorised and regulated by the Financial Conduct 
Authority (FCA) of the United Kingdom (registration number 697355). 

This document is provided for information purposes only, and is not a solicitation or inducement to buy, sell, subscribe, or 
underwrite securities or units.  Investors should seek advice from an Independent Financial Adviser or regulated stockbroker 
before making any investment decisions.  PERL does not make investment recommendations.  Any valuation given in a 
research note is the theoretical result of a study of a range of possible outcomes, and not a forecast of a likely share price.  
PERL does not undertake to provide updates to any opinions or views expressed in this document. 

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the 
United Kingdom.  It has not been prepared in accordance with the legal requirements designed to promote the independence of 
investment research.  It is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

PERL does not hold any positions in the securities mentioned in this report.  However, PERL’s directors, officers, employees 
and contractors may have a position in any or related securities mentioned in this report.  PERL 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 may be subject to large and sudden swings.  In 
addition, the level of marketability of the shares mentioned in this report may result in significant trading spreads and sometimes 
may lead to difficulties in opening and/or closing positions.  It may be difficult to obtain accurate information about the value of 
securities mentioned in this report.  Past performance is not necessarily a guide to future performance. 

 


