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Operations Update 

SDX Energy released an operations update yesterday morning, 
containing two important elements. Following the discovery at SD-
1X, the company has provided a resources update on its South 
Disouq licence in Egypt, where it has a 55% working interest. Its 
reserve auditors are estimating 2C resources of 47 BCF of gas and 
2.3 mmbbl of condensate while best case additional prospective 
resources are now estimated at 180 BCF of gas and 8.7 mmbbl.  
Secondly, the company is also cranking up activity in Morocco 
where it has now contracted a rig which will drill seven wells to 
commercialise more gas. 

▪ Gaffney Cline & Associates, the company’s independent reserves 
auditor, has released it update on the South Disouq licence following 
the discovery made at SD-1X. The gross contingent resources (2C) 
are estimated at 47 BCF of gas and 2.3 mmbbl of condensate (10.1 
mmboe). The best case additional prospective resources are now 
estimated at 180 BCF of gas and 8.7 mmbbl of condensate (38.7 
mmboe). SDX is the operator of this licence with a 55% working 
interest. Although the unrisked volumes are lower than we had 
previously used, there is a significantly lower risking on yesterday’s 
update volumes allowing gross risked resources to the company to 
increase from 13.3 mmboe to 26.1 mmboe. 

▪ The new reserve report demonstrates the impact of this licence on the 
group’s reserve base which is currently standing at 12 mmboe. The 
management is now in talks with the Egyptian authorities to bring this 
field into production quickly via an early production system which  
could enable this discovery to be contributing to Group cash flow as 
early as Q1 2108. 

▪ The company has also announced that it has contracted a rig in 
Morocco. In September, management wants to start drilling on a 
seven well programme which will cover five development wells and 
two exploration wells. It is hoped that this will allow the company to 
further prove up the reserve base on its Sebou and Lalla Mimouna 
onshore licences where it is operator with a 75% working interest. 
Success in this programme should allow the company to increase 
production to 12 mmcf/day of gas from its current level of 
approximately 6 mmcf/day. Given the high sales price of the gas 
(cU$10/mcf) and low operating costs (cU$0.5/mcf), this increase in 
production would have a material impact on cash flow. 
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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 
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Operations Update 

SDX Energy has released an operations update yesterday morning containing news of 
two important developments. Following the discovery at SD-1X, the company has 
provided a resources update on its South Disouq licence in Egypt, where it has a 55% 
working interest. SDX’s reserve auditors are recognising 2C resources of 47 BCF of 
gas and 2.3 mmbbl of condensate while prospective resources are now estimated at 
180 BCF of gas and 8.7 mmbbl.  The company is also cranking up activity in Morocco 
where it has now contracted a rig which will drill seven wells to commercialise more 
gas. 

Egypt 

In May 2017, SDX Energy confirmed that it had made a significant gas discovery at the 
SD-1X well. This discovery was located in the South Disouq licence which is located in 
the onshore Nile Delta region of Egypt. SDX Energy is the operator of this licence with 
a 55% working interest. Management commissioned its independent reserve auditor, 
Gaffney Cline & Associates (GCA), to provide a resource assessment on this licence 
post the discovery. The gross contingent resources (2C) in the SD-1X discovery are 
now estimated at 47 BCF of gas and 2.3 mmbbl of condensate (10.1 mmboe). On top 
of this, GCA estimates that on a best case there are additional gross prospective 
resources of 180 BCF of gas and 8.7 mmbbl of condensate (38.7 mmboe). These 
additional prospective resources are located in other structures and stratigraphic traps 
throughout the licence. 

Although the unrisked volumes are lower than those estimated by the previous reserve 
auditor, the discovery has significantly reduced the risking of these prospective 
resources whilst the 2C resources, now classed as a discovery, are described as 
having a 100% chance of success. The major risks prior to drilling this discovery well 
were whether there was a hydrocarbon source and whether this had migrated into the 
South Disouq licence. Clearly the discovery has removed this risk and this has allowed 
GCA to increase the chance of success on the prospective resources to 40% from a 
previous estimate of 13%. This has allowed the company to increase the overall gross 
risked resources, including 2C resources, from 13.3 mmboe to 26.1 mmboe. The new 
reserve report demonstrates the impact of this licence on the Group’s overall reserve 
base which currently stands at approximately 12 mmboe. 

The management is now in talks with the Egyptian authorities to bring this field into 
production quickly via an early production system and this could allow this discovery to 
be contributing to Group cash flow as early as Q1 2018. Management is eager to drill 2 
development/appraisal wells to move this development forward. The company has also 
previously identified a deeper target that potentially could be oil prone and had wanted 
to test this section in the initial SD-1X discovery well. Although the company identified 
hydrocarbons at this deeper target horizon in SD-1X, it could not be tested due to well 
integrity and concerns that the well could be damaged and not allow testing of the 
upper gas discovery. However, with this development moving forward it is planned that 
the deeper zone will be tested by one of the planned appraisal and development wells. 
If successful, this will generate additional upside that we have not currently factored 
into our valuation. 

Elsewhere in Egypt, the company is moving ahead with its NW Gemsa and Meseda 
producing assets where it has a 50% working interest in each. At NW Gemsa, the 
company will commence a workover programme which is hoped to maintain gross 
production of 5,000 boe/day. At the Meseda field, the company has now installed the 
fluid treating facility which should double the capacity at the field. Management is now 
looking at installing new ESP (Electric Submersible Pumps) which should allow the 
company to start increasing production. Ultimately management is hoping to double 
gross production to over 8,000 boe/day at Meseda. 



6 July 2017 

 

 
3 

Morocco 

The company has also announced that it has contracted a rig in Morocco to start a 
major drilling campaign on the assets that were newly acquired from Circle Oil. This 
programme will drill seven wells. In its producing Sebou licence, where SDX is 
operator with a 75% working interest, it expects to drill five development wells. These 
wells will look to bring on stream small pockets of gas, of between 0.5 -3.0 BCF each, 
which are located near to the existing infrastructure which will help to increase 
production from the licence. Management hopes to get gross production up to 12 
mmcf/day from a current level of approximately 6 mmcf/day. Given the high sales price 
of the gas (cU$10/mcf) and low operating costs (cU$0.5/mcf), this increase in 
production will have a material impact on cash flow. 

On the exploration side, the company is looking at drilling two wells in the Lalla 
Mimouna North exploration licence, where it is operator and also has a 75% working 
interest. 

Overall SDX’s seven well programme is targeting combined resources of 
approximately 13 - 15 BCF which, if successful, could increase its current reserve base 
from 6 BCF to approximately 20 BCF. 
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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. 

 


