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Q3 2016 Results 

Still on track 

SDX Energy released its Q3 2016 results on Friday with the company 
reporting a small profit of US$0.1 million in the quarter. More 
importantly, on the operational side the company remains on track. 
On its Meseda licence, management is completing its final technical 
review and has started to tender for equipment to increase the 
facility capacity to allow a doubling of production in 2017. On the 
South Disouq exploration licence, interpretation of the 3D seismic 
data is progressing well and initial interpretation has thrown up 
encouraging signs with a first exploration well expected to be drilled 
early 2017. Additionally, the company has net cash of US$5 million, 
leaving it well placed to take advantage of acquisitions that might 
arise. 

 The company has reported a small profit after tax of US$0.14 million 
against a loss in the previous quarter of US$25.2 million (although this 
included a US$24.4 million write down) as the company benefited from 
an increase in production – most notably on its Meseda concession 
providing further evidence of the impact of the workover programme. 

 Net cash declined from US$6.9 million to US$5.0 million. This was 
primarily due to a US$3.3 million increase in the receivables which 
was caused by the much anticipated devaluation in the EGP (Egyptian 
Pound). The company had deferred taking receivable payments in 
EGP until after the devaluation to avoid an FX loss on its EGP cash 
balances. This receivable position should be reversed in the coming 
few months. 

 Work continues on the Meseda licence where management has 
launched a tendering process for the equipment required to double the 
plant capacity to cope with the anticipated increase in production. 

 Interpretation of the 3D seismic data acquired on the South Disouq 
licence is progressing well and has identified several oil and gas 
targets with strong AVO (amplitude versus offset) responses. The first 
well is expected to be drilled in early 2017 and, if successful, will 
provide a significant boost to shareholder value. 

 The Q3 results demonstrate that the company is on track with its 
previously stated targets. The key near term event is the exploration 
well (noted above) on the South Disouq exploration licence. 
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FYE DEC 2014 2015 2016E 2017E 2018E 

Revenues (US$ m) 24.5 11.4 17.3 24.7 21.3 

Op. profits (US$ m) 13.7 (7.1) (21.7) 10.6 7.7 

Net income (US$ m) 8.4 10.1 (23.8) 6.9 4.5 

EPS (¢/share) 14.8 19.5 (30.0) 8.7 5.6 

Dividend (p/share) 0 0 0 0 0 

Cash flow (US$ m) 25.5 (5.2) 4.1 8.6 6.1 

Net cash (US$ m) 17.9 8.2 7.2 11.6 16.7 

Source: Company Information and Progressive Equity Research estimates 
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Q3 2016 Results 

Financials 

On the financials, the company has reported a small profit after tax of US$0.14 million 
against a loss in the previous quarter of US$25.2 million (although this included a 
US$24.4 million write down) as the company benefits from an increase in production 
as well a slight increase in realised prices. Production averaged 1,350 boe/day in the 
quarter compared to 1,306 boe/day in the previous quarter.  What was encouraging 
was the increase from the Meseda concession (SDX has a c.19% entitlement interest) 
where net production rose to 704 bbl/day (3,567 bbl/day gross) from 616 bbl/day 
(3,200 bbl/day gross) giving further evidence that the workover programme is starting 
to have an impact. This increase more than offset a decline in the NW Gemsa licence 
(SDX 10% working interest) where the operator reined in production to rebalance the 
reservoir pressure which in turn should result in an improvement in production in 2017. 

On the cash side, the company saw its net cash balance decline from US$6.9 million 
to US$5.0 million. This was mainly due to an increase in the receivables that saw 
working capital increase to US$4.6 million from US$1.3 million. This was very much 
related to the much anticipated devaluation of the Egyptian Pound as the Government 
floated the currency as part of the conditions for an IMF loan. With this devaluation 
expected, SDX’s management held off collecting receivables given that although they 
were priced in US Dollars, some of them would be paid in EGP and these EGP 
receipts would instantly be worth significantly less post the devaluation.  The EGP has 
fallen from a pre devaluation rate of 8.89/US$1 to its current level of 17.82/US$1. We 
anticipate that this receivable position is likely to be reversed over the coming few 
months. 

Meseda 

On the operational side, all is progressing well as was flagged by the operations 
update earlier in the month. Work continues on the Meseda licence where 
management has launched a tendering process for the equipment required to double 
the central processing facility capacity to cope with the expected increase in production 
on the back of the resizing of the ESPs (electric submersible pumps) and implementing 
the waterflood programme. The final design work on the ESPs has also been 
completed 

South Disouq 

Management has carried out further interpretation of the 3D seismic data that was 
acquired over its South Disouq licence (SDX 55% working interest). This has identified 
several prospects that have strong Class III AVO responses. This should allow a de-
risking of these prospects ahead of drilling. Within the Abu Madi trend there has been 
a greater than 90% success rate when these seismic responses have been tested by 
drilling. The first well is expected to start drilling in early 2017.  This well is likely to be 
on the SD-1X prospect (formerly Anubis-1X). SDX’s external reserve auditors, 
DeGolyer & MacNaughton, had estimated potential gross mean prospective resources 
of 490 BCF of gas and 16.3 mmbbl of condensate on this prospect prior to the 
interpretation of this 3D data. In addition, SDX has identified a deeper oil play which 
will also be tested in the SDX-1X well. Industry interest has also increased and, to 
reflect this, the company has received enquiries about farming into the licence. Given 
that SDX is being carried for the costs of the first well, management is unlikely to farm 
down any additional equity. 

Overview 

The Q3 results demonstrate that the company is on track with its previously stated 
targets. The key event in the short term will be the exploration well on the South 
Disouq exploration licence which has the ability to provide a step change in 
shareholder value. On a risked basis and using the original volumetrics, the industry 
standard valuation (of DCF analysis) would attribute a value of approximately 27 
p/share. For further details please see our recent note (In Fine Fettle, 1 August 2016). 
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SUMMARY FINANCIALS – profit & loss account (US million) 
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SUMMARY FINANCIALS - Cash flow statement (US$ million) 

 

Source: Company information, Progressive Equity Research estimates 
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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. 


