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Q3 2018 Results 

SDX has announced strong Q3 2018 earnings with a netback achieved 
of US$12.0 million compared to US$7.5 million a year earlier as it 
benefitted from higher production and higher realised oil and gas 
prices. The balance sheet remains strong despite the high level of 
spend with net cash of US$18.7 million at the end of the quarter. We 
have updated our DD&A estimate based upon the Q3’18 results and 
this has resulted in our 2018 net income estimate being revised down 
to c.US$7.7 million.  This revision will not affect the more important 
cash flow estimate and valuation of the business. We note, however, 
that our FY 2019E estimates will have to be reviewed further given 
some slight slippage in the start of production in South Disouq. We 
will adjust these numbers once we have a clearer idea of start up. 

▪ Financials. SDX has reported a netback of US$12.0 million - 
representing a 61% increase on a year earlier. This was driven by higher 
oil and gas realisations as well as an increase in net oil and gas 
production. The comprehensive income slipped to US$3.2 million from 
US 4.4 million a year earlier where this latter number was boosted by 
approximately US$4.8 million of credits relating to the Circle acquisition. 
The balance sheet remains strong with net cash at the end of the quarter 
of US$18.7 million. This is a decline from the US$25.8 million at the start 
of the year with the company having a busy work programme spending 
US$35.7 million in the first three quarters. 

▪ Operational. The Company has had a quiet quarter after the frenetic 
drilling activity of the first half of the year. The key was successful 
appraisal drilling on the SD-1X discovery. Management is now focused 
on moving the discoveries made in the first half of the year onto 
production and acquiring seismic data to allow another exciting drilling 
campaign in 2019. 

▪ Valuation. Using the industry standard valuation of a discounted cash 
flow analysis, we derive a RENAV of approximately 115.2 p/share. This 
is unchanged and compares to our previous estimate of 79 p/share. 
That increase mainly reflected the successful drilling campaigns in 
Morocco and Egypt. A detailed breakdown of the rationale behind this 
valuation can be found in our recent publication A Successful 
Campaign, published in July 2018 Investors should view any valuation 
in the context of their own assessments of the relevant risks.  
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FYE DEC ($M) 2016 2017 2018E 2019E 2020E 

Revenue 12.9 39.2 50.4 86.7 90.8 

Operating profit (26.5) 3.4 9.2 37.3 42.3 

Net income (28.0) 28.3 7.7 35.5 39.9 

Fully Adj EPS (c) (35.0) 15.1 3.8 17.4 19.5 

Dividend per share (c) 0.0 0.0 0.0 0.0 0.0 

Net cash flow (3.9) 21.0 (18.7) 27.9 49.4 

Net (Debt)/Cash 4.3 28.9 10.2 38.1 87.5 

Source: Company Information and Progressive Equity Research estimates 
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Q3 Results 

Financials. SDX has reported a net back (revenue less operating costs and royalties) 
of US$12.0 million which represents a 61% increase on a year earlier. This was 
predominantly driven by higher oil and gas realisations as well as an increase in net oil 
and gas production. The company was able to achieve a realised oil price of 
US$66.38/bbl in Egypt compared to US$45.61 a year earlier. The gas price in Morocco 
was US$11.05/mcf compared to US$9.53 a year earlier. Production in the quarter 
averaged 3,889 boe/day. This represents a 13 % increase on a year earlier and also on 
Q2 2018 as the Company is able to benefit from its investment programme in its mature 
assets in Egypt with marked improvements in oil production from NW Gemsa and 
Meseda. The comprehensive income slipped to US$3.2 million from US 4.4 million a 
year earlier. However, in the corresponding quarter a year ago, income was boosted by 
approximately US$4.8 million of credits relating to the acquisition of Circle Oil’s assets 
leaving the underlying performance in Q3’18 significantly better than in Q3’17.   We have 
updated our DD&A estimate based upon the Q3’18 results and this has resulted in our 
2018 net income estimate being revised down to c.US$7.7 million.  Our FY’18. FY’19 
and FY’20 net income estimates now reflect a DD&A change of cUS$15 million per 
annum.  However, this will not affect the more important cash flow and valuation of the 
business However, our 2019 will have to be reviewed given some slight slippage in the 
start of production in South Disouq. We will adjust these numbers once we have a clearer 
idea of start up. 

The balance sheet remains strong with net cash at the end of the quarter of US$18.7 
million as the company benefits from cash generated from its operations and continued 
crystalisation of its receivables. Although this is a decline from the US$25.8 million at 
the start of the year, the company has had a busy work programme. Over the course of 
the year to date, capital expenditure is standing at US$35.7 million. Coupled with its 
US$10 million credit facility (expandable to US$20 million), management has sufficient 
funds to bring its discoveries on stream and embark upon another exciting drilling 
programme in 2019. 

Operational. The Company has had a quiet quarter after the frenetic drilling activity of 
the first half of the year. The key wells in the quarter were the successful appraisal drilling 
on the SD-1X discovery located in the South Disouq licence where SDX is operator with 
a 55% working interest. The appraisal of this discovery is now complete and 
management is now looking at bringing this discovery on stream. Here the partners have 
agreed the gas price and are now awaiting regulatory approvals and updating of the 
design of the processing facilities. This has caused some delay in the start up which is 
now expected to be 1H 2019 rather than at the year end. 

SDX is drilling ahead on its commitment well in the South Ramadam licence in the Gulf 
of Suez, where it has a 12.75% interest. This is targeting potential oil located updip of 
an old producing well. This has had some drilling problems and is now being side-
tracked and is expected to be completed within the next eight weeks. Based on the 
results of this well, the partners will look at options for this licence. 

The company is acquiring additional seismic data on its licences in Morocco and in the 
South Disouq licence in Egypt. Management has already identified numerous prospects 
and leads across the licences and the new seismic data is expected to firm up prospects 
to allow another exciting drilling programme for 2019. As we saw with the drilling 
programme at the start of the year, this has the potential of providing a significant boost 
to group reserves and resources. 

Valuation. Using the industry standard valuation of a discounted cash flow analysis, we 
derive a RENAV of approximately 115.2 p/share. This compares to our previous 
estimate of 79 p/share. This increase is mainly on the back of the successful drilling 
campaigns in Morocco and Egypt. This is unchanged from our recent note (A Successful 
Campaign, 19 July 2018) which contains a detailed breakdown of how we achieved this. 
Investors should view any valuation in the context of their own assessments of the 
relevant risks. 
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SUMMARY FINANCIALS – profit & loss account (US million) 

 

Source: Company information, Progressive Equity Research estimates 

 

  

US$ million 2015A 2016A 2017A 2018E 2019E 2020E

Net revenues 11.37                            12.91            39.17            50.36            86.75            90.75            

Operating costs (4.97)                             (3.55)             (10.25)           (12.51)           (20.49)           (19.30)           

Exploration expense (0.07)                             (28.70)           (0.19)             (5.00)             (5.00)             (5.00)             

DDA (2.06)                             (2.39)             (17.82)           (15.00)           (15.00)           (15.00)           

Impairment (6.84)                             -                0.80               -                -                -                

Share awards (0.76)                             (0.78)             (0.54)             (0.55)             (0.57)             (0.58)             

Associate 1.02                              0.90               1.02               0.90               0.90               0.90               

Loss on disposal (0.00)                             -                -                -                -                -                

G & A (4.77)                             (4.89)             (8.79)             (9.01)             (9.24)             (9.47)             

Total (18.46)                           (39.41)           (35.78)           (41.18)           (49.40)           (48.45)           

Operating profit (7.08)                             (26.50)           3.39               9.18               37.35            42.30            

Net interest expense (0.10)                             -                (0.13)             -                -                -                

Gain on acquisition 18.29                            -                29.56            -                -                -                

Pre-tax profit 11.11                            (26.50)           32.82            9.18               37.35            42.30            

Current tax (1.17)                             (1.48)             (4.54)             (1.46)             (1.80)             (2.41)             

Deferred tax 0.11                              -                -                -                -                -                

Taxation (1.06)                             (1.48)             (4.54)             (1.46)             (1.80)             (2.41)             

Net income 10.05                            (27.98)           28.28            7.72               35.55            39.89            

FX (0.65)                             -                0.03               -                -                -                

Income 9.40                              (27.98)           28.31            7.72               35.55            39.89            

EPS

Basic 0.19                              (0.35)             0.15               0.04               0.17               0.20               

Diluted 0.19                              (0.35)             0.15               0.04               0.17               0.20               
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SUMMARY FINANCIALS - Cash flow statement (US$ million) 

 

Source: Company information, Progressive Equity Research estimates 

 

US$ million 2015A 2016A 2017A 2018E 2019E 2020E

Pre tax profits 11.11                            (26.50)           32.82            9.18               37.35            42.30            

Adjustments for

DDA 2.06                              2.39               17.82            15.00            15.00            15.00            

Exploration expense 0.07                              28.70            0.19               5.00               5.00               5.00               

Impairment expense 6.84                              -                (0.80)             -                -                -                

Amortisation of transaction costs 0.38                              -                -                -                -                -                

Finance cost (0.01)                             -                0.13               -                -                -                

Stock based compensation 0.76                              0.78               0.54               0.55               0.57               0.58               

Gain on acquisition (18.29)                           -                (29.56)           -                -                -                

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

Loss on disposal 0.00                              -                (3.55)             -                -                -                

Operating cash flow 1.90                              4.47               16.57            28.83            57.02            61.98            

Change in receivables (3.37)                             -                -                -                -                -                

Change in payables 2.38                              -                -                -                -                -                

Change in inventory (1.19)                             -                -                -                -                -                

Working capital change (2.18)                             (5.00)             5.41               (2.24)             (7.28)             (0.80)             

Cash flow before tax (0.28)                             (0.53)             21.98            26.59            49.74            61.18            

Tax paid (4.93)                             (1.48)             (0.36)             (1.46)             (1.80)             (2.41)             

Cash flow (5.21)                             (2.01)             21.62            25.14            47.94            58.77            

Plant and equipment (1.39)                             (2.30)             (21.13)           (34.73)           (10.94)           (8.29)             

Exploration (3.73)                             (10.50)           (3.79)             (10.00)           (10.00)           (2.00)             

Office assets 0.01                              -                -                -                -                -                

Dividends received 0.92                              0.90               0.76               0.90               0.90               0.90               

Acquisitions -                                -                (28.06)           -                -                -                

Cost of acquisition -                                -                -                -                -                -                

Sea Dragon working capital 3.91                              -                -                -                -                -                

Cash used in investing activities (0.28)                             (11.90)           (49.11)           (43.83)           (20.04)           (9.39)             

Repayment of debentures (2.05)                             -                -                -                -                -                

Shares issued -                                10.00            48.47            -                -                -                

Repayment of bank facility (1.65)                             -                -                -                -                -                

Cash used in financing (3.70)                             10.00            48.47            -                -                -                

Charge in cash (9.20)                             (3.91)             20.98            (18.69)           27.90            49.38            

FX effects (0.57)                             -                0.14               -                -                -                

Cash at start 17.94                            8.17               4.73               28.90            10.21            38.11            

Cash at end 8.17                              4.26               28.90            10.21            38.11            87.49            
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Disclaimers and Disclosures 

Copyright 2018 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. 


