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Otto Energy Limited (OEL) 
Imminent Gulf of Mexico production 

Overview 

Otto Energy Limited (Otto) is an ASX-listed oil and gas company with 
imminent oil and gas production from the US Gulf of Mexico, near-term US 
Gulf Coast exploration and high potential upside from AlaskaΩǎ North Slope. 
We expect 1.8 thousand barrels of oil equivalent per day (kboepd), net to 
Otto, building from March, generating revenue of ~$US35m in FY19.  Drilling 
of the Bivouac Peak prospect in late 2018 offers near term upside.  hǘǘƻΩǎ 
business model, of participation in largely low risk, near-term exploration 
with short lead times to production, provides a basis for sustainable growth.  
We value Otto at $0.11/share.  As this is a commissioned research report we 
do not provide a price target or investment recommendation. 

SHARE PRICE PERFORMANCE 
 

 
 

Closing price as of 9th Feb 2018 

Key points 

Near-term oil and gas production: Otto and its joint venture partner Byron 
Energy (ASX: BYE) expect first production from the SM 71 project in March.  
With three successful wells completed we expect production of ~1.8 kboepd 
(Net Revenue Interest to Otto) in FY19 and ~1.9 kboepd in FY20. 

Reserves upgrade likely: The second and third SM 71 wells intersected 
thicker and better-quality sands than expected, which should result in a 
material reserves upgrade in 3Q2018, following three months of production.  
Our base case assumes a 4.4 MMboe (NRI basis) reserves scenario, based on 
2P plus our assessment of existing discoveries; an extra 1 mmboe gross adds 
$10m net to Otto, equivalent to $0.005/sh.   

Near-term Gulf Coast exploration: Otto and Byron plan to drill Bivouac Peak 
East, a 32.3 MMboe gross gas/condensate prospect in 2H2018 (Otto 10.8 
MMboe NRI).  We estimate a risked value of $23m ($0.013)/sh, with a 
success case worth +$0.02/sh, and an unrisked upside worth +$0.05/sh 
(with Bivouac Peak Deep).  A successful result should enable production in 
2H2019. 

Mid-term large scale conventional potential: Otto has an 8-10.8% share in 
a large exploration area in the Central North Slope of Alaska.  Two wells are 
planned to be drilled in early 2019 during the Alaskan winter, targeting ~440 
MMbbl P50 oil (~47 MMbbl P50 NRI to Otto).  We assess a risked value of 
$0.027/sh, with a risked success case worth a further $0.025/sh. 

Measured and scalable business strategy: SM 71 provides free-cash flow to 
ǳƴŘŜǊǇƛƴ hǘǘƻΩǎ drive to build net production to beyond 5 kboepd through 
participation in additional US gulf coast projects.  These offer the potential 
for relatively low-Ŏƻǎǘ ŜȄǇƭƻǊŀǘƛƻƴ ŀƴŘ Ŧŀǎǘ ŘŜǾŜƭƻǇƳŜƴǘΦ  ²Ŝ ōŜƭƛŜǾŜ hǘǘƻΩǎ 
management team has the discipline to select appropriate drilling prospects 
and manage exploration disappointments. 

Key risks centre on exploration outcomes and project additions: Otto is a 
junior oil and gas company and is reliant upon ongoing prospect 
identification and exploration success for growth.  Investors should remain 
mindful of potential share price volatility common to this sector. 

CAPITALIZATION $A 
Last price $0.057 

52-week range $0.024-0.064 

Capitalization $87m 

Cash: 31st Dec $19m 

Debt: 31st Dec $10m 

EV $78m 

Shares 1529m 

Options/rights 20m 

Conv Notes @0.75fx 199m 

Balance date June 

RESERVES AND PRODUCTION 
1P (30 Jun 17) 0.6 MMboe 

2P ά 2.3 MMboe 

3P ά 2.9 MMboe 

2C ά - 

FY17a nil 

FY18e 0.1 MMboe 

FY19e 0.7 MMboe 

SHAREHOLDERS (%) 
Board/mgt 2.4 

Molton* 20.0 

Santo* 15.8 

Institutional 2.7 

Retail 59.1 

Total 100.0 
*European family offices 

LEADERSHIP 

Chairman John Jetter 

MD/CEO Matthew Allen 

 
Disclosure: This is a 
commissioned research report 
and K1 Capital will receive a 
fee for preparing this report.   
Author: John Young 
jayoung@K1capital.net.au 
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Table 1   Financial summary (June year end, net revenue interest basis, US dollar currency) 
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Disclosure: 

This report was commissioned by Otto Energy Limited (Otto).  K1 Capital Pty Ltd (K1 Capital) will receive 
a fee for preparing this report.  The purpose of the report is to provide an assessment of the value of 
OttoΩs assets and business.  The user of this report is Otto Energy Limited and persons designated by 
them.  K1 Capital has prepared this report based on interviews with OttoΩǎ management, inspection of 
company reports and research using publicly available information.  K1 Capital has not undertaken a 
site visit to OttoΩǎ ǇǊƻƧŜŎǘǎΦ  To the best of Yм /ŀǇƛǘŀƭΩǎ knowledge, full, accurate and true disclosure of 
all material information was provided by Otto.  Given the potential for a perceived conflict of interest 
ƛǘ ƛǎ Yм /ŀǇƛǘŀƭΩǎ ǇƻƭƛŎȅ ƴƻǘ ǘƻ ƛƴŎƭǳŘŜ a share price target or investment recommendation for 
commissioned research.  K1 Capital may seek to do business with companies covered in its reports.  
Consequently investors should be aware that the firm may have a conflict of interest that could affect 
the objectivity of its research.  Please see the final page of this report for further information on 
disclosures and disclaimers. 

  



 
 K1 Capital 

 

Company Review Otto Energy Limited (ASX: OEL) 

 

 ©Copyright 2018, K1 Capital Pty Ltd, ABN 25 614 078 714 14 February 2018 4  

 

1. Valuation summary 

²Ŝ ƘŀǾŜ ŜǎǘƛƳŀǘŜŘ hǘǘƻΩǎ equity value for four cases, as follows: 

Case Description $A/share 
Base 2P reserves plus SM71 B65 sand existing discoveries, 90% risk factor, risk-adjusted 

exploration value for Bivouac Peak and Alaska, $US70 real Brent oil price long term 
0.110 

Bear 2P reserves from SM71, zero value for exploration value, $US50 real Brent oil price 0.005 

Bull 3P reserves plus SM71 B65 sand, 2P production from Bivouac Peak, risk-adjusted 
exploration value for Alaska, $US80 real Brent oil price 

0.155 

Blue Sky 3P reserves plus SM71 B65 sand from SM71, 2P production from Bivouac Peak, 
success case exploration value for Alaska, $US 100 real Brent oil price 

0.250 

 All cases assume 0.75 $US/$A forex long term and 10% nominal discount rate  

 

Our base case valuation is shown in further detail below.  Our valuation methodology, valuation 
assumptions and further sensitivity analysis are included later in this report. 

Figure 1  Base case valuation summary (net revenue interest volumes) 
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1.1.1 Investment case 

SM 71 reserves are likely to double in August: Otto reported 2.0 MMbbl oil (2P net revenue interest 
basis) as of 30th June 2017 and noted a best case prospective resource of 2.4 MMbbl oil (NRI basis).  
Almost all (97%) of the prospective oil resource was in the B65 sand.  Since then Otto has drilled two 
further wells (SM 71 F2 and SM 71 F3) which confirmed the presence and quality of the B65 sand and 
found thicker and better quality D5 sand, as well as extending the reservoir down-dip [1], [2].  There 
is likely to be further upside to reserves in the C10 and B55 sands encountered in the SM 71 F3 well. 

Most of the existing value comes from already developed reserves: The bulk of our current valuation 
is derived from existing discoveries for which most of the development capital has been spent.  While 
additional wells will be required to fully develop the SM 71 field, the capex required is modest in 
comparison to the operating margins.   

Bivouac Peak offers potential for near term production growth and revenue diversification: Bivouac 
Peak is still an exploration target, and the presence of commercial discovery or otherwise will not be 
known until the end of this year.  However, if successful, production should be delivered as soon as 
2H 2019, increasing production to 2.4 kboepd in FY20 and 3.0 kboepd in FY21 and revenue to $US50-
60m per year. 

New portfolio additions are likely in the near term: Otto, through its relationship with Byron and with 
other Gulf Coast parties, is actively screening additional projects.  Free cash flow from SM 71 provides 
a strong foundation to add similar projects without the need for further equity (although large projects 
may require external funding). 

1.1.2 Share price catalysts 

Otto offers the following opportunities for share price re-rating in the coming year. 

Mar 2018 First production from SM 71  
Aug 2018 Expected reserves and prospective resource upgrade for SM 71  
Sep 2018 Spudding of Bivouac Peak East  
Nov 2018 Bivouac Peak East total depth, drilling result known  
various New project additions  
1Q 2019 Alaska North Slope exploration drilling (2 wells)  

 

1.1.3 Project modelling 

We currently include production and cash flows from only SM 71 in our base case.  However, we have 

modelled a 2P development case for Bivouac Peak East and an Alaskan North Slope oil project to 

estimate appropriate resource metrics for valuing these prospects.   

All projects are modelled to end of economic life.  We have not included possible future joint venture 

or third-party processing via the SM 71 facility (such as from future discoveries in permits nearby).  

Project assumptions and parameters are listed in Sections 3, 4 and 7. 

Otto has not yet determined whether it will report reserves, production and revenue on a net revenue 
interest (NRI) or working interest basis (WI) basis.  The NRI basis reports results after the impact of 
royalties has been deducted, whereas the WI basis shows the impact of royalties separately.  The 
reporting basis does not change the value of the company or its securities.   Reserves, production and 
revenue estimates in this report are reported on a net revenue interest basis, commonly used by US 
companies.  .ȅǊƻƴ 9ƴŜǊƎȅΣ hǘǘƻΩǎ ǇŀǊǘƴŜǊ ƛƴ ǘƘŜ {a 71 project, reports reserves on a NRI basis.  
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2. Company strategy 

hǘǘƻΩǎ ǎǘǊŀǘŜƎȅ ǘƻ ōǳƛƭŘ ŀn oil and gas exploration and production business has two primary parts.   

Part 1: low risk exploration/near term production: South Marsh Island and Bivouac Peak are 

examples of this category of projects offering relatively low risk exploration in mature oil provinces.  

These projects have drilling within one to two years of entry and the potential for first production and 

cash flow within 12 to 18 months of discovery.  This category of projects is ǿƛǘƘƛƴ hǘǘƻΩǎ existing 

capability to finance, develop and hold into production.   

Part 2: higher risk/higher reward exploration: The second part of the strategy involves higher risk, 

higher upside potential from large oil exploration targets on the periphery of existing discoveries, with 

ǘƘŜ ŜȄǇŜŎǘŀǘƛƻƴ ƻŦ ƴŜŀǊ ǘŜǊƳ ŘǊƛƭƭƛƴƎΦ  hǘǘƻΩǎ ŜƴǘǊȅ ƛƴǘƻ ǘƘŜ !ƭŀǎƪŀƴ /ŜƴǘǊŀƭ bƻǊǘƘ {ƭƻǇŜ ŀǊŜŀ ƛǎ ŀƴ 

example of this approach.  Here drilling is expensive, with Otto managing participation at a reasonable 

level through low working interests (8.0-10.8%) and capped initial obligations.  However, capital 

commitments for follow-up exploration could be material.  In addition, participation in the 

development of any discoveries is likely to be beȅƻƴŘ hǘǘƻΩǎ funding capacity, due to the scale of the 

facilities required, and the timeline for development and exploitation is likely to be beyond the 

patience ƻŦ hǘǘƻΩǎ ƛƴǾŜǎǘƻǊ ōŀǎŜΦ  LƴǎǘŜŀŘΣ ǿŜ ŜȄǇŜŎǘ ƳƻƴŜǘƛȊŀǘƛƻƴ will come through divestment to a 

larger company following some stage of derisking. 

Phase 1 goal: 5 kboepd productionΥ  hǘǘƻΩǎ tƘŀǎŜ м Ǝƻŀƭ ƛǎ ǘƻ ŘŜƭƛǾŜǊ р ƪōƻŜǇŘ ǇǊƻŘǳŎǘƛƻƴ to provide 

operating cash flow to drive business expansion.  To do this we expect Otto will add further low risk 

exploration projects to its portfolio.  Initially we expect Otto will continue with non-operating roles.  

However, once stable operating cash flow is established we expect the company will seek to establish 

operating capability to increase the range of prospect opportunities it could consider.  We have 

included higher G&A operating expenses in our valuation to accommodate this increase in capability. 

Gulf of Mexico focus: We expect that the Gulf of Mexico will remain a key area of focus, due to the 

availability of infrastructure and technical understanding of the petroleum system, combined with 

advances in seismic processing enabling identification of previously overlooked opportunities. hǘǘƻΩǎ 

management notes that there is good access to participate in quality projects. 

Figure 2: Otto's planned production growth 

 

Source: Otto Energy Limited 
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3. Projects summary 

3.1 SM 71 

Three successful wells so far: Otto earned a 50% working interest (40.625% net revenue interest) in 
the South Marsh Island 71 licence (SM 71) through the drilling of the SM 71 F1 well in April-May 2016.  
A second well, SM 71 F2, was drilled in late 2017 and a third well, SM 71 F3, reached total depth in 
January 2018.  All wells intersected hydrocarbons and have been completed for production. 

First production expected in March 2018: The field is being developed using a manned tripod platform, 
with capacity for six well slots, 5 kbopd oil, 20 MMscfd gas and 5 kbwpd water.  Reservoir drive is a 
combination of water drive and gas expansion.  First production is expected in March 2018 at 4-5 
kbopd from three wells, with oil and gas connected into nearby trunk lines.  We estimate the platform 
cost $US16m gross, including installation and pipeline connection.  Each well costs $US5-6m (dry hole 
basis), plus $2.0-2.5m for completion and tie-in, given finding and development costs of ~$US5-6/boe.  

Reserves upgrade expected in 3Q 2018: We expect an updated reserve assessment (as of 30th June 
2018) in August 2018, incorporating the drilling results and three months of production.  Most of the 
current reserves (5.0 MMbbl oil, 3.6 bcf gas, 2P gross) are in the D5 sand, which has three penetrations, 
with two of these (SM 71 F1 and F3) completed for production.  SM 71 F2 is completed in the B65 
sand, which had a similar pre-drill prospective resource estimate to the D5 reserves [3]. 

Future development will involve additional wells, but not before 2019: We expect further wells to 
be drilled to fully develop the field, with well count depending upon the field size.   

Low field operating costs in the early years: We assume oil is sold using a Light Louisiana Sweet (LLS) 
marker and gas with Henry Hub, with pipeline tariff costs of ~$US7/bbl oil and $US0.35-0.40/MMBtu 
gas.  Field operating costs are largely fixed and we expect will average ~$US2.5-3.0m/year gross [3]. 

Field life of ~10 years: We model a 9.5 MMboe gross base case, comprising 2P reserves plus existing 
discoveries in the B65 sand.  Our sensitivity cases include evaluation of development of 1P, 2P and 
3P+B65 reserves, as shown in Figure 2 below.  Project metrics are summarized in Section 7.    

Option to participate in near field projects: Otto has the right to farm-in to 50% of a nearby licence 
on the same promoted terms (1.33x WI costs, including the dry hole costs of an initial test well). 

Figure 3   SM 71 oil & gas production (Otto net revenue interest basis) 

 

Source: K1 Capital analysis  

SM 71 (3P+) = 3P 
reserves + B65 sand 

SM 71 (2P+) = 2P 
reserves + B65 sand 

SM 71 (2P) = 2P 
reserves as of 30th June 
2017 

SM 71 (1P) = 1P 
reserves as of 30th June 
2017 
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Table 2   SM 71 project assumptions 

Item Comment Ref. 

Project type Oil & gas production, fixed platform, shallow water offshore salt dome  

Permit / Location South Marsh Island licence 71 (SM 71), offshore Louisiana, US Gulf of Mexico, 3000 
acres (12.16 km2) 

 

Lease expiry Held ǳƴŘŜǊ {ht όάǎǳǎǇŜƴǎƛƻƴ ƻŦ ǇǊƻŘǳŎǘƛƻƴέΣ 5-year lease expired Jul 2017), expect 
soon to be HBP (held by production) 

 

Status Three discovery/development wells, field in development, first oil expected end 1Q 
2018 

 

History OEL farmed-in, earning 50% WI through drilling of the first well (SM 71 F1) Apr/May 
2016.  Second well (SM 71 F2) TD Jan 2018, third well (SM 71 F3) Jan 2018. 

 

Ownership 50% non-operated working interest, 40.625% revenue interest [4] 

Partner(s) Byron Energy (ASX: BYE), 50% operated working interest (40.625% NRI) [4] 

Fiscal regime 21% US corporate income tax (not ring-fenced), 18.75% gross royalty (signature 
bonus $US250k, rent $7-28/acre/yr immaterial).  Offshore leases managed by Bureau 
of Ocean Energy Management (BOEM) 

[5], p 
236 

Reserves/Resources 1P/2P/3P oil: 1.43/4.99/6.30 MMbbl gross (Otto = 40.625% NRI), 30th Jun 2017 
1P/2P/3P gas: 0.99/3.60/4.51 bcf gross  
Best prospective: 5.91 MMbbl + 52.91 bcf gross 
Reserves upgrade expected Aug 2018 after 3 months of production history 
Assume 80% of prospective oil resource in B65 sand (80% of 5.7 MMboe gross) 
moves to 2P reserves; 1P reserves increase to 5.0 MMboe based on 3 existing wells. 

[6] 

Geology Salt dome.  Water depth 131 ft (40 m).   
SM 71 F1 7,477 ft MD, 4 sands (D6, D5, I3, J1), completed in D5 
SM 71 F2 8,615 ft MD, 4 sands (D5, B65, B55, J1), completed in B65 
SM 71 F3 7,714 ft MD, 5 sands (D5, B65, B55, J, C10), completed in D5 

 

Drilling Wells ~ 7,600 ft/2,300 m MD, 30 days to drill and complete. [7] p2 

Well performance IP = 1.5-2.0 kbopd/well. decline=33%/yr per [8], p19, 2 well scenario 
EUR = 1.66 MMbbl oil, assuming 3 wells for 2P development 
GOR = 721 scf/bbl, based on 2P reserves 

[4] 
[8], 
pp19-20 

Reservoir drive Water drive  

Development 
concept 

Manned tripod platform, connected to oil and gas trunk lines.   
Capacity: 4-5 kbopd, 20 mmscfd, 5 kbwpd.  Provision for up to 6 wells. 
Expect require 3 wells to develop 2P reserves, 5 wells for 3P. 

[4] p11 
[7] p2 

Existing 
Infrastructure 

/ǊƛƳǎƻƴ уέ ƻƛƭ trunk line aƴŘ YƛƴŜǘƛŎŀ олέ Ǝŀǎ ǘǊǳƴƪ ƭƛƴŜΣ ¦{ DǳƭŦ /ƻŀǎǘ ǊŜŦƛƴƛƴƎ [4] p11 

Capex $US16m platform, pipeline connection 
~$US7m/well drilled, completed and tied-in 

[9] p3 

Production IP 4-5 kbopd from late March 2018 (3 wells).  F1 and F3 wells (D5 sand), F2 well (B65). 
4.7 kbbl per stream day platform capacity * 95% utilization 

[7] p2 
 

Project life ~8-10 years expected, 2018 to 2026-28  

Quality / Market Oil: 38.5 API, 0.40% S (assume same as LLS) 
Gas: 1.03 mmBtu/kscf (assume US average) 

[10] 

Sales / Revenue Oil: LLS less ~$US7.00/bbl transport.   
Gas: HH less ~$US0.40/mmBtu transport. 

 

Opex Fixed: $US2.5-3.0m/yr platform operation and crude marketing (prorated from 2010 
MMS study, $US0.6-0.8m/well, 2010). 

[3], p18 

Next steps Commence production, late Mar 2018.  Reserves update ~Aug 2018.  FID for 
undeveloped reserves 1H 2019 earliest. 

 

Generic risks Budget/schedule overruns, field performance, US GoM hurricanes/wind storms  

Specific risks -  

Other Reserves upgrade expected 3Q 2018 (likely significant)  

Source: K1 Capital analysis of company and public domain information  
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3.2 Bivouac Peak 

Otto is earning a 45% working interest: Bivouac Peak is a 2,500 acre lease in southern Louisiana state 

waters with 46 MMboe gross gas and condensate prospective resources in two exploration targets.  

Otto has the option to earn a 45% working interest (33.525% net revenue interest) in the lease by 

funding 60% of the cost of the first exploration well, up to a cap of $US6m, net to Otto.  The first 

exploration well is expected to spud in the 3rd quarter, prior to the lease expiry in October 2018. 

Exploration well planned for 2H 2018: The exploration well will test Middle and Lower Miocene (16-

11m years ago) age sands.  These sands have been productive in nearby locations.  The ~18,000 ft 

(~5,500 m) well is expected to cost $US8.5-10m gross (dry hole basis) and take ~70 days. 

On trend with nearby discoveries: Despite its large size the target has not been identified before due 

to its location at the intersection of multiple seismic surveys.  Comparison of Bivouac Peak to nearby 

discoveries indicates the expected condensate to gas ratio is within the range observed, which varies 

depending upon the producing horizon, and the field size is within the range of these discoveries.  We 

are not aware of a published estimate of probability of success.   

Potential for production by late 2019: Given nearby infrastructure a discovery at Bivouac Peak could 

be brought into production in six to twelve months.  We expect the development concept would be 

ǎƛƳƛƭŀǊ ǘƻ tŜǘǎŜŎΩǎ ό!{·Υ t{!ύ aȅǎǘƛŎ .ŀȅƻǳ ǇǊƻƧŜŎǘΣ ǿƛǘƘ ǇǊƻŘǳŎǘƛƻƴ ŦŀŎƛƭƛǘƛŜǎ ƳƻǳƴǘŜŘ ƻƴ ŀ ōŀǊƎŜ.   

Table 3   Comparison of Bivouac Peak prospect to nearby discoveries 

Field/prospect Gas  
bcf 

Condensate 
MMbbl 

Total 
MMboe 

Cond./gas 
bbl/ MMscf 

Ref. 

Little Bay(1) 45 5 12.5 111  

Atchafalaya Bay(1) 100 0.6 17.3 6  

Dutch Mary Rose(1) 430 7.5 79.2 17  

Dutch Mary Rose EUR   141.7   

Bivouac Peak East 125 11.3 32.3 90 [11], 
p18 

Bivouac Peak Deep 52 4.7 13.3 90 [11], 
p18 

Source: K1 Capital compilation from company data 

Valuation: We value Bivouac Peak East on a risked exploration basis, with the resource multiple 

determined from a DCF model of a likely development, assuming production from end 2019.     

Table 4   Bivouac Peak East exploration value 

Item Units Value Comment Ref. 
Otto working interest % 45.0 33.525% NRI  

Exploration well M$US 8.5-10.0 Gross.  Otto paying 60%  

P50 gas (gross) bcf 125 Bivouac Peak East, unrisked [11], p18 

P50 cond. (gross) MMbbl 11.3 Bivouac Peak East, unrisked [11], p18 

P50 resource (gross) MMboe 32.1 6 kscf/boe, 1 bbl cond./boe  

Resource value (gross) $US/boe 7.20 K1 Capital DCF model  

Unrisked value (net) M$US 75   

Probability of success % 30 K1 Capital estimate  

Risked value (net) M$US 17 $A23m @ 0.75 fx  
Source: K1 Capital analysis.  Net risked resource value = Gross resource vol * gross resource value * POS* NRI ς after tax 
value of risk capital (exploration well) * WI 
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Table 5   Bivouac Peak project assumptions 

Item Comment Ref. 

Project type Onshore US Gulf Coast oil & gas exploration  

Permit / Location Bivouac Peak, onshore/marshland private lease, southern Louisiana Gulf Coast, USA.  
2,500 contiguous acres, gross. 

 

Lease expiry October 2018. N.b. will require lease extension if well spud is delayed.  

Status First well expected 2H 2018 [12] p19 

History OEL farmed-in, earning 45% WI (33.525% NRI) through funding 60% of the first well 
up to max of $US6m OEL share and paying $US0.3m of back costs 

[4] p13 

Ownership Earning 45% non-operated working interest (33.525% NRI) via staged farm-in [4] 

Partner(s) Byron Energy (ASX: BYE), 35% operated working interest, Metgasco (ASX: MEL) 10% 
WI; private Louisiana exploration entity (10% WI) 

[4] 

Fiscal regime 21% US corporate income tax (not ring-fenced), 25.50% gross royalty, Louisiana 
severance tax 12.5% oil/condensate (less for stripper wells, etc.), currently 
$US0.111/kscf gas.   

[13] 

Reserves/Resources 1P/2P/3P oil: nil 
1P/2P/3P gas: nil 
Best prospective: Biv. Peak East: 11.3 MMbbl condensate + 125 bcf gas (gross) 
Best prospective: Biv. Peak Deep: 4.7 MMbbl condensate + 52 bcf gas (gross) 
Best prospective: total: 16.0 MMbbl condensate + 178 bcf gas (gross) 

[11], p18 
[6] 
[14] 
 

Geology Cib Op to Lower Cris 1 sands, ~18,000 ft deep ς Biv. Peak East 
Gyro sands, ~20,000 ft deep ς Biv. Peak Deep 

[11], p18 

Drilling Wells ~18,000 ft/ ~5,500 m MD, 67 days to drill to TD. [7] p2 

Well performance IP = 18 mmscfd gas, 1.8 kbcpd/well 
EUR = ~19 bcf gas, K1 Capital estimate assuming IP and ~35% decline 
CGR Ґ фл ōōƭκaaǎŎŦΣ ōŀǎŜŘ ƻƴ άōŜǎǘέ ǇǊƻǎǇŜŎǘƛǾŜ 

[11], p19 

Reservoir drive Expansion drive  

Development 
concept 

Barge mounted surface production facility.  12-month development post initial 
exploration well. 

[11] 

Existing 
Infrastructure 

Nearby oil and gas trunk lines. [4], p11 

Capex $US9.5m/exploration well gross DHC, $US3m completion 
$US4-5m barge, pipeline connection 
$US12m/development well drilled, completed and tied-in 

[15], p7 
[11], p17 

Production Capacity: assume 75% of reserves produced at plateau over 15 years  
=>18 mmscfd gas + 1.8 kbcpd 

 
[11], p19 

Project life ~20 years, K1 Capital estimate  

Quality / Market NGL: included in gas phase 
Gas: 1.03 MMBtu/kscf (US average) 

 

Sales / Revenue Cond: LLS less ~$US3/bbl transportation 
Gas: HH less ~$US0.0.30/mmBtu transportation 

[16], p25 

Opex Fixed: $US1.5-2.0m/yr  
Variable: - 

 

Next steps Secure rig, spud well  

Generic risks Exploration outcome, US GoM hurricanes/wind storms  

Specific risks Deep, high pressure well.  Key uncertainty: thickness of net pay [17] 

Other Bivouac Peak Deep unlikely to be drilled if Bivouac Peak East is a dry hole  

Source: K1 Capital analysis of company and public domain information 
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3.3 Alaska 

Large Central North Slope acreage position: Otto acquired an 8.0 and 10.8% working interest (7.0-
9.45% NRI) in two onshore Alaskan North Slope exploration areas covering ~575,000 gross acres in 
2015 (56,000 acres net to Otto)Φ  hǘǘƻΩǎ ǇŀǊǘƴŜǊΣ Great Bear Petroleum Operating LLC, a private Alaskan 
company, acquired the acreage in 2010 with a view to developing its unconventional potential, which 
is believed to be the source the giant conventional North Slope oil fields.   

Since 2011 Great Bear has spent over $US150m on the acquisition of ~3,000 km2 of 3D seismic 
(covering ~75% of the total lease area), the drilling of two unconventional core wells in 2012 and the 
drilling of one conventional exploration well, Alkaid-1, in 2015 [18].  Alkaid-1 discovered oil, but the 
reservoir was tight.  hǘǘƻΩǎ ŀŎǊŜŀƎŜ ŜȄŎƭǳŘŜǎ ϤноΣллл acres around Alkaid-1 (although Otto has an 
option to buy into this acreage for $US25m prior to the testing or spud of an appraisal well [19]). 

Unconventional potential is yet to be confirmed: In testimony to state lawmakers in 2011 Great Bear 
envisaged a multi-billion dollar development of unconventional resources, delivering production of 
200 kbopd by 2020 and rising to over 600 kbopd by 2056.  However, no project has been sanctioned 
and the region remains sparsely explored for unconventional resources [20].   

Nearby exploration successes:  Otto notes there have been recent conventional exploration successes 
in Alaskan North Slope acreage, including Repsol/Armstrong Horseshoe-1 (March 2017, 1.2 billion bbl 
recoverable), ConocoPhillips/Anadarko (300 mmbbl) and Caelus Energy (Smith Bay, October 2016, 2.4 
billion bbl.  ASX-listed 88 Energy has drilled and is testing the Icewine #2 unconventional horizontal 
well, with flow-testing expected to recommence in 2Q 2018. 

Current strategy is now focused on conventional targets: DǊŜŀǘ .ŜŀǊΩǎ Ǉƭŀƴǎ ŀǊŜ ƴƻǿ ŘƛǊŜŎǘŜŘ 
towards six conventional targets in two wells [4] and the prospect portfolio includes four or more 
conventional well locations.  hǘǘƻΩǎ ŜȄǇƻǎǳǊŜ to the first 3 wells is capped at $US2.6m/well.   

Fiscal changes have delayed activity: House Bill 111 was passed by the Alaska Legislature on 15 July 
2017, terminating the previous arrangement of cash rebates funded by the state government and 
instead implementing future deductibility against production royalties.  Great Bear is currently 
resolving outstanding rebate claims with the government and sourcing funding ahead of a planned 
drilling campaign in 2019. 

Oil targets are likely to be small to medium, rather than giant: Although the North Slope is home to 
giant (>500 MMbbl recoverable) and super-giant (>5 Billion bbl recoverable) oil fields [21] the 
probability of finding new large fields in the central region of the North Slope is low, based on work 
undertaken by the US Geological Survey [21].  The distribution of the expected number of 
undiscovered fields is shown below, with most fields expected to be below 100 MMbbl recoverable. 

Gas resources have minimal value: Whilst large undiscovered gas resources are assessed to exist in 
the CNS area we assign zero value.  To date, despite the existence of multi-tcf of discovered gas no 
pipeline has been built to transport gas to the North American market, nor is one expected shortly.  
Should one be built it is likely that the existing discovered gas resources would be developed first, 
relegating any future discoveries to delayed development and minimal net present value.  We assume 
associated gas in new oil discoveries will be stripped of liquids and re-injected into the oil accumulation 
for pressure maintenance [22] p15, as is currently done in existing fields. 

Local conditions lead to high costs: The remoteness of the targets, the Arctic climate and the general 
absence of infrastructure result in high initial exploration and development costs.  Wildcat drilling 
typically occurs in the winter when temporary ice roads, pads and airstrips can be constructed to 
support drilling activities [22] p18.  Wildcat drilling costs are typically 2-3 times the costs of 
development wells.  Seasonal instability of the permafrost requires construction of permanent gravel 
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pads to support production drilling rigs, wells, and facilities. Multiple production wells are drilled 
directionally from the pads to target depths and lateral locations up to several miles from the pad. 

Figure 4   Probability distribution of Alaska North Slope undiscovered oil accumulations 

 

Source: [22], p10.  CNS = Central North Slope area 

Prospect inventory has high POS targetsΥ hǘǘƻΩǎ сth September 2016 presentation lists 2-4 drilling 
locations to test 8 high-graded prospects.  These targets have the highest probability of discovery, 
whilst optimizing logistical issues and testing multiple prospects with each well.  The acreage is partly 
de-risked due to a 10,500 ft well drilled by Arco in 1988, Pipeline State-1, which encountered several 
oil-bearing, but tight, intervals.  The first two wells are targeting six independent play types, with mean 
unrisked gross prospective resources of 650 MMbbl (96 MMbbl mean risked gross prospective), and 
probabilities of success ranging from 10-40%.  The Best (i.e. P50) case unrisked is 437 MMbbl. 

 

Source: [18], p10   

²Ŝ ŜȄǇŜŎǘ hǘǘƻΩǎ ǎǘǊŀǘŜƎȅ ǿƛƭƭ ōŜ ǘƻ ŘƛǾŜǎǘ after exploration success:  We believe the capital required 
for development of discovered oil and timeframe involved will not sit comfortably within the portfolio 
ƻŦ ŀ ŎƻƳǇŀƴȅ ǘƘŜ ǎƛȊŜ ƻŦ hǘǘƻΦ  LƴǎǘŜŀŘ hǘǘƻΩǎ ǎǘǊŀǘŜƎȅ ƛǎ ƭƛƪŜƭȅ ǘƻ ōŜ ƻƴŜ ƻŦ ŘŜǊƛǎƪƛƴƎ ǘƘŜ ŀŎǊŜŀƎŜ 
through exploration and possibly appraisal drilling and then divesting its interest to a larger company.  

Appraisal will require meaningful capital expenditure:  hǘǘƻΩǎ ŎƻƴǘǊƛōǳǘƛƻƴ ǘƻ ǘƘŜ ŦƛǊǎǘ ǘƘǊŜŜ ǿŜƭƭǎ ƛǎ 
capped at $US2.6m/well, contributing its share of the expected $22-26m cost of each lateral well.  The 
reservoirs in the acreage are tight and hydraulic stimulation is likely to be required to demonstrate 
economic productivity. We expect follow-up drilling will be required in 2020 and possibly 2021 before 
prospects have been sufficiently delineated and the acreage sought by others.  Assuming two to three 
ǿŜƭƭǎ ǇŜǊ ȅŜŀǊ hǘǘƻΩǎ ŎŀǇƛǘŀƭ ŎƻƳƳƛǘƳŜƴǘ after the initial three wells could be $US10-15m over the 
2020-21 period.   
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Transactions provide an example of what the de-risked ANS acreage might be worth: In 2011 Repsol 
acquired 350,000 net acres and operatorship from Armstrong Energy LLC and GMT Exploration 
Company LLC for $US768m, equivalent to ~$US2,190/acre.  $US750m of the consideration involved 
future conventional exploration commitments [23], rather than cash payments to Armstrong and GMT. 
In October 2017, Oil Search Limited (ASX: OSH) acquired interests and operatorship from Armstrong 
and GMT for $US400m cash with the option to increase the position by a further US$450m, equivalent 
to ~$US1540/acre and ~$US1730 respectively.   The acreage contains ~500 MMbbl gross of existing 
discoveries, with Oil Search reporting an acquisition price of $US3.10/bbl, reducing to $US1.30/bbl 
with potential resource upside [24].  Otto paid $342/acre in 2015 for its participation in the Great Bear 
acreage.  The Oil Search metrics provide an indication of the recent value of de-risked ANS discoveries 
with operational control. 

An ƻƛƭ ŘŜǾŜƭƻǇƳŜƴǘ ƛǎ ǎǘƛƭƭ ǎƻƳŜ ȅŜŀǊΩǎ ŀǿŀȅ: We model a notional 100 MMbbl recoverable (gross) 
ŘƛǎŎƻǾŜǊȅΣ ǳǎƛƴƎ Řŀǘŀ ŦǊƻƳ ǘƘŜ ¦{ DŜƻƭƻƎƛŎŀƭ {ǳǊǾŜȅΩǎ ǊŜǾƛŜǿ ƻŦ bƻǊǘƘ {ƭƻǇŜ ŘŜǾŜƭƻǇƳŜƴǘ ŜŎƻƴƻƳƛŎǎ 
[22].  We expect first production is unlikely for at least five years, with first exploration drilling not 
until early 2019, and further appraisal drilling in 2020 and possibly 2021, before a development 
decision in 2022 and two year construction period.   

Existing infrastructure helps lower development costs: Oil produced in northern Alaska is shipped via 

the Trans-Alaska Pipeline System (TAPS) to the Port of Valdez in southern Alaska and then transported 

by marine tankers to markets, usually on the US west coast.  The pipeline is expected to remain 

operational until approximately 2039-2045, with extension requiring development of new discoveries 

[25], p1-4, although this could range from 2029-2061 [26], pp37-38, [27]. 

Figure 5   Alaskan North Slope and Otto lease area 

 

Source: Otto Energy Limited   
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Table 6   Alaska North Slope project assumptions 

Item Comment Ref. 

Project type Onshore Alaska conventional (and unconventional) exploration  

Permit / Location 148 leases, onshore Alaska, ~570,000 gross acres  

Lease expiry Lease extensions for 2018 expiry leases submitted 4Q 2017.  Alaska primary lease 
terms are typically 8-10 years, with a one-time lease extension under conditions 

[25] 
[26], p4 

Status First well expected 1H 2019; two wells in 2019, further wells in 2020 and 2021 [12] p19 

History OEL made entry Aug 2015, to earn 8-10.8% WI through acquiring Borealis Petroleum 
for $US1.2m, paying $US13.5m to Great Bear for past costs and subsequent seismic 
acquisition and processing, and agreeing to fund its share of 3 conventional wells, 
capped at $US2.6m/well. 

[4] p13 

Ownership 8.0-10.8% non-operated working interest via staged farm-in [4] 

Partner(s) Great Bear Petroleum, 90.0-89.2% operated working interest 
(Halliburton, 0-25.0%, non-operated WI in other Great Bear licences) 

[4] 

Fiscal regime 21% US corporate income tax (not ring-fenced), 12.5% gross royalty, 9.4% state 
income tax, 35% petroleum production tax (AS 43.55), property tax (2% of 
equipment, facilities, and pipelines value).   
Tangible drilling costs: 30% of dev. well drilling cost, capitalized over 7 years.   
Intangible drilling cost: remaining 70%; 21% depreciated over 5 years, 49% expensed. 

[22] p16 
[27] 
[28] 
[31] 

Reserves/Resources 1P/2P/3P oil: nil 
1P/2P/3P gas: nil 
Best prospective: 650 MMbbl gross (Otto estimate), 2 prospects 

 

Geology Tight sands, ~10,500 ft (3,200 m) depth [18] 

Drilling Two wells planned, early 2019  

Well performance IP = 2.0 kbopd; EUR = 1.6 MMbbl oil [22] 

Reservoir drive Water and expansion drive.  Gas reinjected for pressure maintenance.  

Development 
concept 

Multiple deviated wells from pads.  Drainage area 160 acres vertical, 335 acres 3000ft 
lateral horizontal. 1 injector per horizontal producer (0.4 per vertical producer).  
Central processing facility, pipeline to TAPS.  Gas reinjection. 

[22] p49 
[7] p2 
[22] 

Existing 
Infrastructure 

TAPS (Trans Alaska Pipeline System) ς common carrier, 12% IRR 
The current tariff is ~$US6.17/bbl.  This could rise materially as TAPS throughput 
declines.  Dalton Highway (all weather gravel road) 

[22] p11 
[32] 

Capex $US26m/exploration well 
$US10m/development well drilled, completed and tied-in (~$US750/ft) 
$US0.25/bbl, $US0.05/MMBtu abandonment 

[22]  
 
[9] p3 

Production Peak rate of ~30 kbopd, first production 1Q 2024 
 

 

Project life 10-15 years.  Assume TAPS pipeline remains operational.  

Quality / Market Oil: 32.3 API, 0.89% S.  
Gas: reinjected (no market, plus pressure support) 

[29] 
 

Sales / Revenue Oil: ANS, assumed equal to Brent less $US12/bbl TAPS/shipping.   
Gas: nil value 

[32] 
[33] 
 

Opex Fixed: $US2.6m/well/yr. 
Variable: $US2.6/bbl oil, $US2.6/bbl water 

[22] 

Next steps JV partner to obtain funding, drill two exploration wells early 2019  

Generic risks Exploration outcomes, demanding weather conditions  

Specific risks JV partner funding, tight reservoirs, limited exploration drilling weather window, 
TAPS pipeline future availability / tariff.  

 

Other -  

Source: K1 Capital analysis of company and public domain information 
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Figure 6  Notional ANS development scenario (100 MMbbl P50) 

 

Source: K1 Capital analysis  
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4. Valuation 

4.1 Methodology  

4.1.1 DCF analysis 

Our primary valuation approach is based on discounted cash flow analysis for projects where sufficient 
information exists and risk-adjusted enterprise value (EV) to resource metrics for exploration and early 
stage projects.  Our investment model incorporates probability distributions for key variables (such as 
reserves, commodity prices and exploration outcomes) and uses Monte Carlo simulation to quantify 
the range of share price outcomes.   

4.1.2 Risk adjusted exploration program 

We value exploration assets using an enterprise value to resource multiple derived from cash flow 
models of analogous projects and apply a risk factor to reflect the geological chance of success, 
commercial probability of development and project maturity.  The size of the resource to which the 
multiple is applied is based on the portion of the prospective resources for the licence area that are 
expected to be drilled within a reasonable time frame (typically the next one to three years).   

Individual prospects identified on drilling plans are assigned a specific geological probability of success, 
in conjunction with a factor to account for the likelihood of commercial development.  The risk factors 
applied to exploration targets are modelled as independent success or failure outcomes. 

4.1.3 Peer comparison 

We compare companies to their peers using enterprise value to reserve and resource metrics. We 
compare resources based on an energy price equivalent basis, rather than simply an energy thermal 
equivalent basis, to better account for the value differences between liquids and gas prospects.  Our 
energy price equivalence factors are listed below. 

Table 7  Reserve & resource price equivalence factors 

 
Source: K1 Capital analysis 
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4.2 General valuation assumptions 

Table 8   General valuation assumptions 

Item Comment Ref. 

Discount rate Base discount rate of 10% (nominal basis) plus a premium for each project to reflect 
country risk.   

Risk free rate (%) 2.6 US bond yield, per Bloomberg 
Market risk premium (%) 6-8 Per Brierly & Myers 
Beta 1.4 Per Duff & Phelps market cap correlation 
D/(D+E) (%) 20 Estimate oil & gas company average 
Debt premium (basis pts) 450 Per credit spreads, assuming BB rating 
Size premium (%) no (=6.5% per Morningstar correlation) 
   

 

 

Country risk Per Aswath Damodaran, New York University, based on bond premia and credit 
default spreads as proxies for country risk.  Alternative methods include equity-based 
metrics, country or political risk indices, adjustment of credit based metrics for 
political risk spreads and including the estimated cost of political risk insurance 
directly in the project cash flows.  Risk premium for Australia and USA = 0.0% 

[30] 

Project risk factor We apply a risk factor to each project to reflect our assessment of the technical and 
commercial maturity of the project: 0-20% for exploration prospects, 20-60% for 
appraisal projects, 40-80% for development projects and 80-100% for production 
projects. Risk factors are progressively relaxed as milestones are achieved. 

 

Forex USD/AUD 0.75, K1 Capital estimate.  10-year average forward volatility based on 
historical analysis (-0.06, +0.09), per K1 Capital. 

[31] p8 
[32] 

Crude oil prices We model oil prices by defining a base case price level guided by published forecasts 
and futures market, and model uncertainty by applying a probability distribution 
derived from historical price volatility. We construct a valuation matrix for a range of 
currency and crude price pairs to quantify the sensitivity to variation. 
We use Brent crude oil as our primary crude oil marker and express the price of other 
crudes relative to Brent based on expected differentials.  Our base case oil price 
forecast assumes Brent averages $US65/bbl in 2018 ($US61/bbl in FY18) and 
increases to $US70/bbl (in real Dec-17 dollars) by 2019.  We assume LLS trades at a 
2% premium to Brent (based on historical performance). 

[33] 
[34] 
[35] 
[36] 

Gas prices We assume Henry Hub gas prices consistent with McDaniel Associates 1 Jan 2018 
forecast of $US3.00/mmBtu in 2018, rising to $US3.30/mmBtu (in real Dec-17 dollars) 
by 2021. 

 

Carbon price Not modelled.  This currently appears to be a low probability event.  N.B. Shell uses 
value of $US40/t in all base case economics since 2008; ExxonMobil has included a 
proxy price on carbon in its business planning since 2007 of up to $US80/t. 

 

Inflation USA 2.2%, per PwC Global Economy Watch projections [37] 

G&A expenses Previous analysis by K1 Capital indicates production levels are a reasonable predictor 
of administration costs.  We assume $US3.4-4.0m/yr for 2018/19, based on cost 
reduction of FY16&FY17 actuals ($US4.9m/yr), rising beyond 2020. 

 

Project delivery Industry studies note cost and schedule overruns are common [38] [39] [40] [41].  We 
assume bear, base and bull case overruns of 30%, 10% and 0% respectively. 

 

Operating 
performance 

S&P generally assumes base case availability for of 90% for refiners and 95% for LNG, 
with at least 5% reduction for downside cases [42] [43] [44].  McKinsey notes 
availability of <75% to 97%, with an average of 85% [45].  We assume bear, base and 
bull case utilizations of 90%, 95% and 100% of design stream day respectively, to 
reflect planned and unplanned downtime.  We assume bear, base and bull case opex 
overruns of 20%, 0% and 0%. 

 

Operational 
incidents 

The impact of minor incidents is covered in our operating performance assumptions 
and discount rate. We assume no major or catastrophic operational incidents. 

 

Source: K1 Capital analysis of company and public domain information  
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Table 9   Exploration assumptions 

Item Comment Ref. 

Resource estimates P50 resource estimates per company guidance for four near-term prospects: 
- Bivouac Peak East (2H 2018) 
- Bivouac Peak Deep (2019/20 depending upon Biv. Peak East outcome) 
- Great Bear well A (1H 2019) 
- Great Bear well B (1H 2019) 

 

 

Risk capital Exploration well dry hole cost estimates per company guidance. 
We assume a separate well will be required to test each prospect. 

 

Exploration 
probability of 
success 

Probability of success per company guidance where available.  If not then POS 
estimates ǇŜǊ YƧŜƳǇŜǊǳŘΣ άwƛǎƪ !ƴŀƭȅǎƛǎ ŀƴŘ 9ȄǇƭƻǊŀǘƛƻƴ 9ŎƻƴƻƳƛŎǎέΣ tta ς 4th 
Cambodian Workshop, p21, as follows: 

Exploration type Geological POS % 

  Step-out, delineation or adjoining structures 50 
  Near-field exploration in area with similar plays 20-30 
  Different plays and new location 10-20 
  Frontier area or previous dry holes 2-5 

 
Prospect outcomes are assumed to be independent. 

 

Resource value 
metrics 

Resource estimates per DCF models for Bivouac Peak and ANS development, per 
development assumptions included in Section 3. 
 

 

Source: K1 Capital analysis of company and public domain information 
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4.3 Sensitivity Analysis 

Monte Carlo simulation 

 
 

 

Monte Carlo simulation calculates the 

distribution of possible share price 

outcomes given the uncertainty in the 

underlying assumptions.  

Simulation gives a more realistic 

representation of likely outcomes 

than άbestέ or άworstέ case scenarios, 

which have a low probability of 

occurrence. 

Our simulation analysis based on 1000 

trials estimates a median value of 

A$0.11/sh, with a P90 to P10 range of 

A$0.04-0.21/sh.   

Tornado chart 

 

 

The Tornado chart shows the 

sensitivity of the valuation to changes 

in individual variables (i.e. one at a 

time), ranking the variables from 

highest to lowest impact.   

The level of SM 71 reserves has the 

largest impact on Net Asset Value per 

share, followed by Alaska and Bivouac 

Peak East exploration outcomes and 

then oil price.  Other variables have a 

relatively minor impact. 

 

 

 

 

 

 

 
The numbers at the end of each bar 
represent the value of the variable at the 
P90 and P10 level. 
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4.4 Peer comparison 

4.4.1 Peer group 

We have examined a range of ASX oil and gas companies which share characteristics with Otto, 
including North American oil & gas operations, as well as more established ASX junior to mid-cap 
companies (Senex, Cooper, Horizon) with existing production for comparison.   

In summary, Otto at its current market capitalization is cheap relative to its closest ASX peer, Byron 
Energy.  Our analysis and discussion are provided below. 

Table 10   Resource multiple peer group 

 
Source: K1 Capital, company data.  EV estimated from market capitalization and most recently published cash and debt 
values (31st December 2017). 
 

Table 11   Enterprise value to reserve & resource metrics for peer group (working interest basis) 

 

Source: K1 Capital analysis.  Sorted in decreasing order of EV.  Reserves on a working interest basis (not NRI basis). 
Reserves adjusted for Otto and BYE to reflect Yм /ŀǇƛǘŀƭΩǎ ŜǎǘƛƳŀǘŜ ƻŦ ǘƘŜ expected upgrade for the SM71 B65 discovery. 
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4.4.2 Peer analysis discussion 

We note the following factors in our peer analysis.  

1. Otto has only one close peer, Byron Energy.  We have included other companies that share certain 
characteristics, such as existing production (Senex, Cooper and Horizon) or US conventional 
reserves (Elk, Empire and Petsec), and have included Australia Oil & Gas and 88 Energy given US-
centric project development and exploration respectively. 

2. Not all reserves are the same: ƳǳŎƘ ƻŦ hǘǘƻ όŀƴŘ .ȅǊƻƴΩǎύ ǊŜǎŜǊǾŜǎ ŀǊŜ ƴƻǿ largely fully developed 
(i.e. most of the project capital has been spent), whereas the reserves for some of the peers 
require additional capital and longer lead times to production.  Combined with low operating costs 
Otto and Byron have relatively high margin reserves. 

3. Companies use different bases for reporting reserves: Australian-focused companies report 
reserves on a working interest basis, while US-focused companies usually report reserves on a net 
revenue interest basis.  We have accounted for this by converting reserves and contingent 
resources for all peer group companies to a working interest basis. 

4. The product mix (oil, condensate, gas) varies between companies: we reduce this impact by price 
adjusting the reserves in addition to adjusting for heating value. This provides a better comparison 
than the common industry practice of only adjusting for heating value. Our method accounts for 
the revenue differences between different types of reserves, however, it does not account for 
different operating cost structures and fiscal regimes.     

5. The fiscal regime differs between jurisdictions:  Apart from differences in royalty rates, from 
January 2018 companies operating in the US will attract a 21% corporate income tax compared 
with 30% in Australia, increasing the after tax value of production, et ceteris paribus.  We have 
not adjusted for the difference in fiscal regimes, due to complexity. 

6. The reported reserves lag company activity, such as exploration results and project acquisitions 
or divestments.  We have included an allowance for Otto and Byron for resources discovered in 
the B65 sand that have not yet been included in the published reserves.  We increased 1P reserves, 
assuming each of the three wells would be assigned 1.5 MMbbl EUR gross (producing from both 
the D5 and B65 sands), and increased 2P reserves by 80% of the B65 sand prospective resource.  
The 80% factor was applied to introduce a degree of conservatism.  However, the reserve update 
in 3Q 2018 could be higher, due to thicker and better quality reservoirs than previously assumed.  
We increased 3P reserves by the same amount as the increase in 2P reserves. 

4.4.3 K1 CapitalΩǎ view ƻŦ hǘǘƻΩǎ ǊŜƭŀǘƛǾŜ ǾŀƭǳŜ 

Byron Energy: Otto is significantly cheaper than its closest peer on an EV/2P basis.  This may in part 
be due to the market ascribing a higher value to Byron giving its operating capability and access to 
additional projects.  However, these differences are unlikely to fully explain the observed difference. 
The market currently appears to be pricing these companies differently.  

Existing Asia-Pacific producers (Senex, Cooper and Horizon): Otto is cheaper than both Senex and 
Horizon, which have similar 1P price-adjusted reserves and larger 2P reserves.  EV/(2P+2C) metrics are 
not a useful comparison in this case, due to the absence of contingent resource estimates for Otto 
(and Byron).  hǘǘƻ ƛǎ ƳƻǊŜ ŜȄǇŜƴǎƛǾŜ ǘƘŀƴ /ƻƻǇŜǊΣ ǇǊƻōŀōƭȅ ŘǳŜ ǘƻ ǘƘŜ ƳŀǊƪŜǘ ŘƛǎŎƻǳƴǘƛƴƎ /ƻƻǇŜǊΩǎ 
reserves for the significant remaining development capital and lower operating margins for offshore 
Australian gas projects. 

Existing ASX-listed US producers (Elk, Empire, Petsec): Whilst Otto appears expensive relative to Elk 
we ǘƘƛƴƪ ǘƘƛǎ ƛǎ ŘǳŜ ǘƻ ǘƘŜ ƳŀǊƪŜǘ ŘƛǎŎƻǳƴǘƛƴƎ 9ƭƪΩǎ ŎŀǊōƻƴ ŘƛƻȄƛŘŜ ŜƴƘŀƴŎŜŘ oil recovery (EOR) project 
prior to evidence of successful startup in 1Q 2018 or potential discounting due to 9ƭƪΩǎ ƎŜŀǊƛƴƎΣ ǿƘƛŎƘ 
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increases risk to low commodity prices.  Otto appears expensive relative to Petsec, which we believe 
is due to the market diǎŎƻǳƴǘƛƴƎ ǘƘŜ ƭƛƪŜƭƛƘƻƻŘ ƻŦ ŎƻƳƳŜǊŎƛŀƭƛȊŀǘƛƻƴ ƻŦ tŜǘǎŜŎΩǎ ¸ŜƳŜƴ ƻƛƭ ǊŜǎŜǊǾŜǎ, 
given the country risk associated with the ongoing civil war.  If these reserves are excluded Otto is 
significantly cheaper than Petsec.  We believe much of the difference in the market value between 
9ƳǇƛǊŜ 9ƴŜǊƎȅ ŀƴŘ hǘǘƻ ƛǎ ŘǳŜ ǘƻ ǘƘŜ ǊŜƭŀǘƛǾŜƭȅ ƭƻǿŜǊ ƳŀǊƎƛƴ ǇǊƻŘǳŎǘƛƻƴ ƻŦ 9ƳǇƛǊŜΩǎ ƭƻǿŜǊ ǊŀǘŜ ǿŜƭƭǎ 
and potentially to 9ƳǇƛǊŜΩǎ exposure to debt.  

US unconventional project development: We believe much of the difference in EV per resource 
between Otto and Australis is ŜȄǇƭŀƛƴŜŘ ōȅ hǘǘƻΩǎ ƘƛƎƘŜǊ ƳŀǊƎƛƴ conventional reserves than the 
unconventional oil targeted by Australis.  The market also appears to be in the process of repricing 
Australis. 

US Alaska exploration: 88 Energy currently does not have any reserves or contingent resources.  
However, the market ascribes an enterprise value of A$134m to уу 9ƴŜǊƎȅΩǎ !ƭŀǎƪŀn exploration 
portfolio, approximately double the enterprise value of all of Otto.  We assign a value of A$47m to 
hǘǘƻΩǎ !ƭaskan exploration, approximately one-ǘƘƛǊŘ ƻŦ уу 9ƴŜǊƎȅΩǎ ǾŀƭǳŜ, based on targets expected 
to be testing in the 2019 drilling campaignΦ  Lƴ ŀ ǎǳŎŎŜǎǎ ŎŀǎŜ ǿŜ ŜȄǇŜŎǘ hǘǘƻΩǎ ŎƻƴǾŜƴǘƛƻƴŀƭ ƻƛƭ ǇǊƻƧŜŎǘ 
would deliver a higher margin, lower capital intensity development than the unconventional resources 
which are the focus of 88 Energy initial activities.  88 Energy, however, has a larger exploration area 
(~316,000 net acres vs. ~57,000 net acres) and is the operator of much of its acreage, providing scope 
to farm-out to assist in funding future drilling, which may explain part of the premium ascribed by the 
market. 
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5. Board and management 

The board and management have extensive previous experience with junior oil and gas exploration 
companies and experience operating in international jurisdictions.  The necessary technical and 
commercial capabilities appear to be well covered for the current work program.  The experience and 
qualifications of the individuals concerned are summarized below. 

Table 12  Board of directors and Senior Management 

Directors 

John Jetter, LLB, BEc, INSEAD - Chairman 
Former MD/CEO J.P. Morgan Germany 
Non-Executive Director of Venture Minerals and Peak Resources Ltd 

Ian Boserio, BSc (Hons) - Non-Executive Director 
Executive Technical Director of Pathfinder Energy Pty Ltd 
Former executive positions with Shell and Woodside Energy in exploration 

Ian Macliver, BComm, FCA, SF Fin, FAICD - Non-Executive Director 
Managing Director Grange Consulting 
Non-Executive Chairman of Western Areas 

Matthew Allen, BBus, FCA, FFin, GAICD - Managing Director & CEO 
15 yearsΩ international oil and gas experience in Asia, Africa, USA, Australia and the Middle East.  
Previous senior roles with Woodside Energy over 9 year period 

Paul Senycia BSc (Hons), MAppSc - Vice President, Exploration and New Ventures 
ол ȅŜŀǊǎΩ international oil & gas experience in Australia, USA GoM, South East Asia & Africa 
Previous roles at Oilex (Exploration Manager), Woodside Energy (Head of Evaluation) and Shell 

David Rich, BCom. FCA, GAICD, Grad.Dip.CSP AGIA - CFO & Company Secretary 
Experienced public company CFO with the last 15 years as CFO of upstream oil and gas companies 
with interests in Australia, Asia and the USA 

Source: Otto Energy Limited, company website, accessed 10th January 2018   
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6. SWOT analysis and future funding 

Table 13   SWOT analysis summary 

Strengths Weaknesses 
Á Recent exploration success leading to low cost 

oil & gas development at SM 71 
Á Near term exploration drilling at Bivouac Peak 
Á Low admin costs 
Á Free cash flow from production from FY19 

onwards 
Á Low country risk (USA) 

Á Limited production diversification (exposure to 
US Gulf Coast hurricane interruptions) 

Á Uncertain exploration outcomes 
Á Long lead time and material capex requirement 

to mature Alaska project 
Á Dependent upon JV partners / prospect 

generation houses for new project 
opportunities 
 

Opportunities Threats 
Á Expansion of exploration program to include 

additional projects (this may require additional 
funding) 

Á Creation of in-house prospect generation and 
operating capability 

Á  Competition for quality US Gulf Coast prospects 
 

Source: K1 Capital analysis 

 

Assuming SM 71 production delivers as expected Otto should have sufficient operating cash flow to 
fund current planned activities.  Otto also appears to have sufficient capacity to fund development of 
a discovery at Bivouac Peak and acquire additional exploration or appraisal projects. 

Table 14   Funding (calendar year basis) 

 
Source: K1 Capital analysis.  Revenue assumes Brent (& LLS) pricing of $US65/bbl in 2018, $US72/bbl in 2019 and 
$US74/bbl in 2020; Henry Hub prices of $US2.9/MMBtu in 2018, $US3.0/MMBtu in 2019 and $US3.1/MMBtu in 2020.  
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7. Appendices 

7.1 Commodity price assumptions 

  

 

  








