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Operations update 

SDX Energy has released an operations and corporate update. We 
think that everything is progressing well and, after a relatively quiet 
end to the year, the Company has acquired additional seismic data 
which has identified additional prospects. It is now gearing up to 
start two exciting exploration programmes in Morocco and Egypt in 
2019 which have the potential of adding significant reserves and 
resources. 

▪ Morocco. The company has acquired further 3D seismic data on the 
Gharb Centre concession and this has identified multiple leads and 
prospects. Management is now in the process of putting together a 12 
well drilling programme which will commence in the second half of 
2019 and be completed in H1 2020. Most of these wells will be drilled 
in the Gharb Centre concession but the programme will also include 
the re-testing of the LNB-1 and LMS-1 wells in the Lalla Mimouna 
concession which, as part of the 2018 drilling campaign, encountered 
gas and liquids potential but were unable to be tested due to reservoir 
damage. 

▪ Egypt. Most attention is on bringing the discoveries in the South 
Disouq concession on stream which is all progressing as expected 
with production start-up anticipated for the middle of the year. The 
company has acquired further 3D seismic data over this concession 
and two additional exploration wells are expected to be drilled in 2019. 
Production at its other mature assets in 2019 would appear to be lower 
than originally forecast. 

▪ Financials. The balance sheet remains strong. SDX Energy has been 
able to recover an additional US$4.5 million of receivables in Egypt 
and this has left net cash at the end of the fiscal year standing at 
approximately US$17 million which is ahead of our original forecast of 
US$10 million. Against this, the lower production in 2019 will lead to a 
reduction in our 2019 profits from US$35 million to US$22 million and 
a very modest reduction in subsequent years. 

▪ Valuation. Using the industry standard valuation of a discounted cash 
flow analysis, we derive a RENAV (Risked Exploration Net Asset 
Value) of 115.2 p/share which is unchanged from our previous 
valuation with the higher net cash balances being offset by lower 
production from Egypt. 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 68.5 89.8 

Operating profit (26.5) 3.4 9.2 24.1 41.3 

Net income (28.0) 28.3 7.7 22.2 38.9 

Fully Adj EPS (c) (35.0) 15.1 3.8 10.8 19.0 

Dividend per share (c) 0.0 0.0 0.0 0.0 0.0 

Net cash flow (3.9) 21.0 (11.7) 1.7 44.9 

Net (Debt)/Cash 4.3 28.9 17.2 18.9 63.9 

Source: Company Information and Progressive Equity Research estimates 
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Operations update 

SDX Energy has released an operations and corporate update. Everything would 
appear to be progressing well. After completing its 2018 drilling programmes in 
Morocco and Egypt, the company has now acquired additional seismic data in each of 
these locations and this is now being processed to identify additional prospects which 
will be drilled in two further exciting exploration programmes in both Morocco and 
Egypt during 2019/20. These programmes have the potential of adding significant 
reserves and resources. The company has a strong balance sheet which will allow 
management to complete these programmes with existing resources and, once the 
South Disouq fields are on stream, the company will have significant free cash flow 
which can be used to accelerate this growth. 

Morocco 

The company completed a successful nine well drilling programme in 2018 which 
resulted in five commercial discoveries in Sebou concessions and two additional 
discoveries in the Lalla Mimouna concession which will be tested again during the 
upcoming drilling programme. After the 2018 drilling campaign, management acquired 
additional 3D seismic data over the Gharb Centre concession. This has resulted in 
multiple leads and prospects being identified. Further analysis of this data is required, 
but the initial assessment is exciting and management is looking to put together a 
further drilling programme covering 12 wells to commence in H2 2019 and complete in 
H1 2020. Most of these wells will be drilled in the Gharb Centre licence which is 
adjacent to Sebou where the company enjoyed significant success in its last 
campaign. Management is also eager to retest the LNB-1 and LMS-1 wells in the Lalla 
Mimouna concession where gas and liquids potential was found but the wells were not 
able to be tested due to reservoir damage. SDX is looking to further increase 
production from Morocco with management looking to increase gross gas production 
up to 9 – 11 mmcf/day in 2019 which compares to average production in 2017 of 5.1 
mmcf/day. With a high gas price, low operating costs and a benign tax regime this 
production will deliver a significant boost to group cash flows. 

Egypt 

The main focus in Egypt is on developing the discoveries in the South Disouq 
concession where SDX is operator with a 55% working interest. The four discoveries, 
SD-1x, 3x and 4x and Ibn Yunus, are expected to be brought on stream in the middle 
of 2019 at a gross plateau rate of 50 – 60 mmcf/day. A gas price (US$2.85/mcf) has 
been agreed and construction of the central processing facility and export pipeline 
started. This should allow the group to enjoy a significant increase in cash flows. SDX 
has acquired additional 3D seismic data over the concession and this is being 
interpreted. At present, the company is looking to drill a further two exploration wells in 
2019. However, it should be noted that there are additional prospects to drill and the 
number of wells in this drilling programme is likely to increase once the interpretation of 
the new 3D seismic data is completed. 

The company is working to extend the life of its mature assets but production would 
appear to be declining slightly faster than originally expected. In the Meseda 
concession (SDX 50% working interest), the partners are now looking at 2019 
production of 4,000 - 4,200 boe/day. This compares to previous guidance of 
approximately 4,600 boe/day. In the NW Gemsa concession (SDX 50% working 
interest), the company is looking at gross production in 2019 of 3,400 – 3,600 boe/day 
compared to previous guidance of 3,800 boe/day. Although it is disappointing to see 
production decreasing faster than originally anticipated, this should be put in context of 
the net increase in overall Egyptian production and cash flow due to the South Disouq 
development coming on stream. 
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The company continues to review the technical data from its SRM-3 well in the 
Ramadan concession (SDX 12.75% working interest) in the Gulf of Suez. This well 
encountered approximately 110 feet of net play across three horizons. The partners 
are now preparing to test this well to determine if commercial flow rates can be 
achieved. 

Financials 

We are reducing our 2019 profits to reflect the lower guidance for the mature areas of 
Egypt as we mentioned earlier. We are also assuming now that the South Disouq 
development will start in the middle of the year rather than the early part of the year. 
This has led us to reduce our 2019 profits to US$22.2 million, down from US$35.5 
million. There are modest reductions in subsequent years. 

The balance sheet remains stronger than we had expected. This is due to SDX Energy 
being able to recover an additional US$4.5 million of receivables in Egypt in Q4 and 
the timing of the capital expenditure with the development of the South Disouq 
concession shifting into calendar year 2019. This has left net cash at the end of the 
fiscal year standing at approximately US$17 million which is ahead of our original 
forecast of US$10 million. The company has additional liquidity by means of an 
undrawn US$10 million credit facility for Morocco. This will provide the company with 
more than sufficient funds for its developments and drilling programme. The start-up of 
the South Disouq development will see the group generate net free cash flow and give 
management the funds to accelerate the growth of the business further. 

Corporate residence will move to the UK 

The company has decided that, with its shareholder base moving increasingly to the 
UK, it will move its corporate residence from Canada to the UK and will delist from the 
TSXV market. This will allow the company to benefit from savings in Administrative 
costs and achieve a more tax efficient corporate structure. This is subject to 
shareholder and court approval. 

Valuation 

Using the industry standard valuation of a discounted cash flow analysis, we derive a 
RENAV (Risked Exploration Net Asset Value) of 115.2 p/share which is unchanged on 
our previous valuation with the higher net cash balances being offset by lower 
production from Egypt. Investors should view any valuation in the context of their own 
assessments of the relevant risk 
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Financial Summary: SDX Energy 

Year end: December (U$m unless shown)      

      

PROFIT & LOSS 2016 2017 2018E 2019E 2020E 

Revenue 12.9 39.2 50.4 68.5 89.8 

Operating profit (26.5) 3.4 9.2 24.1 41.3 

Pre-tax profit (26.5) 32.8 9.2 24.1 41.3 

Taxation (1.5) (4.5) (1.5) (1.9) (2.4) 

Net income (28.0) 28.3 7.7 22.2 38.9 

Reported EPS (c) (35.0) 15.1 3.8 10.8 19.0 

Fully Adj EPS (c) (35.0) 15.1 3.8 10.8 19.0 

Dividend per share (c) 0.0 0.0 0.0 0.0 0.0 

      

      
CASH FLOW & BALANCE SHEET 2016 2017 2018E 2019E 2020E 

Operating cash flow 4.5 16.6 28.8 43.7 61.0 

Free Cash flow (2.0) 21.6 25.1 38.2 54.3 

FCF per share (c) (1.0) 10.6 12.3 18.7 26.6 

Acquisitions 0.0 (28.1) 0.0 0.0 0.0 

Disposals 0.0 0.0 0.0 0.0 0.0 

Shares issued 10.0 48.5 0.0 0.0 0.0 

Net cash flow (3.9) 21.0 (11.7) 1.7 44.9 

Overdrafts / borrowings 0.0 0.0 0.0 0.0 0.0 

Cash & equivalents 4.3 28.9 17.2 18.9 63.9 

Net (Debt)/Cash 4.3 28.9 17.2 18.9 63.9 

      
NAV AND RETURNS 2016 2017 2018E 2019E 2020E 

Net asset value 28.1 112.9 116.7 132.2 163.1 

NAV/share (c) 13.7 55.2 57.1 64.6 79.8 

Net Tangible Asset Value 28.1 112.9 116.7 132.2 163.1 

NTAV/share (c) 13.7 55.2 57.1 64.6 79.8 

Average equity 41.6 70.5 114.8 124.4 147.7 

Post-tax ROE (%) (67.2%) 40.1% 6.7% 17.8% 26.3% 

      
METRICS 2016 2017 2018E 2019E 2020E 

Revenue growth 13.6% 203.3% 28.6% 36.0% 31.0% 

Operating profit growth 274.1% (112.8%) 170.7% 162.1% 71.7% 

Pre-tax profit growth (338.5%) (223.9%) (72.0%) 162.1% 71.7% 

Adj EPS growth (280.1%) (143.2%) (75.0%) 187.3% 75.3% 

Dividend growth N/A N/A N/A N/A N/A 

      

      

      

      

      

      

      

      

      

       

Source: Company information and Progressive Equity Research estimates 
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Disclaimers and Disclosures 

Copyright 2019 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. 


