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AIM and JSE listed SacOil is an independent African upstream oil and 
gas business. The Board has already assembled some key interests 
to provide the company with early production and cash flow as well as 
the opportunity to add substantial value by moving opportunities up 
the value chain. The portfolio today consists of licences in Nigeria 
which have oil discoveries and are close to production and where 
appraisal drilling is imminent; alongside a blue sky opportunity in the 
Democratic Republic of Congo (“DRC”) which has been neatly de-
risked following a farm-in by Total. The business model of this dual-
listed oil play is to provide the finance and enter joint ventures with 
local partners in a number of African countries with a clear focus on 
projects where value can rapidly be added by supplying the necessary 
financing. Given these sort of fundamentals it is little surprise that 
investors have got very excited about the potential of SacOil which 
caused the share price to climb above 20p in Johannesburg ahead of 
the AIM flotation. The dust has now settled and today the shares sit at 
a third of that price and that begs the attention of serious investors. 

In Nigeria, the company has been buying into projects at what would 
appear to be 70 per cent discount to open market prices. 
Indigenisation policies of the Nigerian Government coupled with minimum work commitments are bringing licences back 
onto the market that have not been looked at for the last 3-5 years. By partnering up with a local company, SacOil has 
been able to gain a sensible stake in the OPL 233 and OPL 281 licences. These are two blocks which both have already 
seen oil discoveries where there is obvious scope to add value by turning a contingent resource into reserves. The plan 
here is to book reserves and start production. The priority is OPL 233 where investors will not have long to wait as a 
seismic survey is due to be shot in September/October 2011 with an appraisal well planned for Q2/Q3 2012. There does 
seem scope for a substantial increase in reserves at OPL 233 with consultants TRACS identifying more than 100 feet of 
net oil and given that this block lies adjacent to the 600 million barrels (MMbbls) plus Apoi field. Good seismic here 
together with this well data could allow a significant resource to be proved up by the end of 2012. Two wells already exist 
on OPL 281 as well as good seismic data which points to one large field that may potentially contain close on 100 million 
barrels. All that could be confirmed by future appraisal drilling which looks set to begin in April/May 2013. 

The news flow is just as powerful in the DRC where SacOil has gained a large acreage in the Albertine Graben which 
forms part of the Eastern African Rift System where modern era exploration began only in 1999. Since then around 
800MMbbls of recoverable oil resources have been discovered which includes Tullow’s Kingfisher (200MMbbl) and the 
Giraffe-Buffalo (300MMbbl) discoveries, just the other side of the border in Uganda. On trend with Tullow’s discoveries 
lies SacOil’s Block III, Albertine Graben, DRC Oil Concession (“Block III”) which represents a high risk exploration project 
where it will be fully funded by Total until after a commercial reserve has been proved. Going forward Total has a gravity 
magnetic survey planned for August to outline the basin edges and understand how the petroleum system is located. 
Next year will see the acquisition of seismic data to be followed by the drilling of two exploration wells, one at the end of 
2012, followed by a second well in 2013. 

It has been predicted that by 2020 Africa will account for 20 per cent of world oil production. In recent years there has 
been a scramble for African oil and gas licences following some sensational discoveries. SacOil is led by a Board that has 
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an enviable network in the continent and that are used to doing business in Africa coupled with a real depth of experience 
in the oil and gas industry. Two recent appointments have been John Bentley and Bill Guest who became Non-Executive 
Directors in May 2011. John was behind JSE-listed Energy Africa Limited which he turned into one of the leading 
independent upstream companies with operations in a dozen African countries and several big hydrocarbon resource 
discoveries in the late 1990’s before it was acquired by Petronas. John was also the Executive Chairman of FirstOil Africa 
until taken over by Bowleven in 2007. Bill Guest has been a Director of a number of UK-quoted exploration and 
production companies which includes being President of Gulf Keystone Petroleum and a Non-Executive Director of Matra 
Petroleum. 

In order to bring the gain access to international capital, SacOil was admitted to AIM in April 2011 at which time the 
company was capitalised at £127 million. In the ten months leading up to the AIM float the share price in South Africa had 
climbed from below ZAR20cents (1.8p) to more than ZAR200cents (18p) as investors became excited by the 
development of an independent African emerging upstream oil and gas company. After such a good run, the shares have 
come under selling pressure which looks to have created a good buying opportunity in a real value play in the junior oil 
sector. We initiate our coverage on the stock with a Speculative Buy recommendation and with a target price of 28p. 

Financial Records & Forecasts 

Year to 28
th

 
February 

Sales 
(ZAR 000) 

Pre-tax Profit 
(ZAR 000) 

Earnings per 
share (¢) 

Price Earnings 
Ratio (x) 

Dividend (¢) Yield (%) 

2009A 20,802 (27,115) (8.65) NA 0.0 0.0 

2010A 31,723 (34) 0.72 NA 0.0 0.0 

2011E 35,143 (29,751) (6.67) NA 0.0 0.0 

2012E 36,000 (10,000) (1.40) NA 0.0 0.0 
Source: Growth Equities & Company Research  

 

 

 



Background 

SacOil was incorporated in 1993 as Manga-Chem Products (Proprietary) Limited for the purpose of establishing a 
manganese sulphate manufacturing business and was listed on the Johannesburg Stock Exchange’s (“JSE”) venture 
stock market the following year. In 1996 the name changed to SA Mineral Resources Corporation Limited. Fast forward to 
December 2007 when the company was restructured and recapitalised with Encha Capital which is 51 per cent owned by 
Encha which is a Black Empowerment investment holding company with interests in exploration, industrial and property 
and by 49 per cent owned by Investec Limited. In early 2008, the company acquired major oil and gas exploration assets 
in the (DRC) and in December 2008 the name was change the name to SacOil Holdings Limited. 

In June 2010, a Presidential Decree was granted for Block III. September 2010 saw the completion of the acquisition of 
Block III and further equity investment from South African Institutional Investors including Metropolitan Asset Managers 
and the Public Investment Corporation, ahead of the commencement of Block III work programme. 

A joint venture agreement for near production oil and gas asset, OPL 233, In Nigeria was announced in October 2010. A 
further joint venture agreement for near production oil and gas asset, OPL 281 in Nigeria was announced on 1 March 
2011. SacOil completed the farm in of an undivided 60 per cent interest in Block III to Total on 31 March 2011. 

SacOil was admitted to AIM in April 2011 at a price of around 18.5p level giving the company an initial market 
capitalisation of £127 million. 

 

Overview of Operations 

SacOil is in the midst of building an independent African upstream oil and gas business and has assembled a number of 
interests which looks as though it will provide the company with early production and cash flow in the short term. Over the 
past decade there has been a scramble for hydrocarbon projects and acreage in Africa on the back of well-publicised 
exploration successes, results of this increased drilling activity have been such that it has now been suggested that Africa 
could account for a fifth of world oil and gas production in 2020. 

At present, SacOil’s interests and prospective interests are in assets in Nigeria and the DRC; however the Board is 
continuing to evaluate further opportunities within other established and prolific oil and gas basins elsewhere in Africa. 

 

Nigeria 

In October 2010, SacOil announced a joint venture agreement with Energy Equity Resources (“EER”). The terms of this 
deal allows SacOil to participate in all Nigerian assets sourced by EER, which is a local operator that has worked with 
many of the international oil companies. This joint venture (“JV”) allows SacOil to acquire oil and gas assets in Nigeria 
that are being sold off by the International Oil Companies (“IOC”) to comply with Nigeria’s indigenisation legislation. The 
government has also brought in legislation that requires minimum work programmes so that acreage cannot be held 
without doing work which has brought licence areas on to the market that have not been looked at for the past 3-5 years. 

This JV is focused on production or near to production Nigerian assets which seem to be being disposed of at attractive 
prices. SacOil looks to have chosen a good partner in EER which boasts a strong operational history in the country 
having worked with both IOCs and the independents; and is used to dealing with the Nigerian authorities and 
communities. The JV agreement gives the company exclusivity for the deals that EER sees in Nigeria; with SacOil 
prepared to fund EER’s share of the acquisition costs with an agreed carry uplift of 25 per cent Internal Rate of Return 
and payback with the first value event. Overall the partners equally share in the equity in each project and fund their own 
share of the necessary capital expenditure. The partners have already signed farm in agreements on two assets namely 
OPL 233 and OPL 281. 
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OPL 233 

Oil concession Block 233, lies offshore in less than 10 metres depth of water in the Niger Delta which contains discovered 
but undeveloped oil field. The block is some126km² in area and lies adjacent to the 
centre of the northern most part of this block is the Olobia
recognised oil and gas industry independent expert TRACS International Consultancy Limited (
feet of net oil and 54 feet of gas and condensate across fi

TRACS has estimated that the 2C best unrisked contingent resources on OPL 233 are 19 MMbbls with the Net 2C 
attributable to SacOil estimated to be 3.8MMbbls post the completion of the farm
resources attributable to SacOil are 1.5MMbbls.

OPL 233 was awarded to NIGDEL United Oil Company Limited (“NIGDEL”) in 2006 and the production sharing 
agreement was executed by NIGDEL and Nigerian National Petroleum Corporation (“NNPC”) in May 2007 with the 
stipulated five year exploration period. Phase 1 expired in May 2010 and was the drilling of one well plus 100km² of 3D. 
Phase 2 consists of the drilling of two wells 
negotiate an extension to the phases 1 and 2, which results in the concession expiring May 2012.

In November 2010, SacOil concluded the OPL 233 Farm
both SacOil and EER were each assigned an undivided 20
could be extended for at least a further two years at least until May 2014. The Farmees agreed to pay NIGDEL $8 million 
to fund the minimum work programme and bear NIGDEL’s share of the cost of providing NNPC with a performance bond 
of $25 million and make quarterly payments of $195,000 to NIGDEL for a certain period.

OPL 281 

Oil concession block 281 is an onshore block co
Nigeria, 25 kilometres away from the Forcados Crude Export Terminal. Between 1767 and 1970 two discovery wells were 
drilled. The Obote-I discovered hydrocarbons at four levels between 8
hydrocarbon sands between 8,260 – 10,761 feet. These oil assets have remained undeveloped and TRACS has 
estimates a recoverable contingent resource of 100 MMboe (P50) and peak produc

 

 

 

 

Oil concession Block 233, lies offshore in less than 10 metres depth of water in the Niger Delta which contains discovered 
but undeveloped oil field. The block is some126km² in area and lies adjacent to the giant Apoi field (600MMbbls+). In the 
centre of the northern most part of this block is the Olobia-I well. Petrophysical interpretation on the logs of this well by 
recognised oil and gas industry independent expert TRACS International Consultancy Limited (
feet of net oil and 54 feet of gas and condensate across five reservoir zones in the well. 

TRACS has estimated that the 2C best unrisked contingent resources on OPL 233 are 19 MMbbls with the Net 2C 
o be 3.8MMbbls post the completion of the farm-in. The Net 2C best estimate contingent 

1.5MMbbls. 

OPL 233 was awarded to NIGDEL United Oil Company Limited (“NIGDEL”) in 2006 and the production sharing 
uted by NIGDEL and Nigerian National Petroleum Corporation (“NNPC”) in May 2007 with the 

stipulated five year exploration period. Phase 1 expired in May 2010 and was the drilling of one well plus 100km² of 3D. 
Phase 2 consists of the drilling of two wells plus 100km² of 3D seismic and expires in May 2010. NIGDEL was able to 
negotiate an extension to the phases 1 and 2, which results in the concession expiring May 2012.

In November 2010, SacOil concluded the OPL 233 Farm-In Agreement with NIGDEL and EER unde
both SacOil and EER were each assigned an undivided 20 per cent interests on the basis that the exploration period 
could be extended for at least a further two years at least until May 2014. The Farmees agreed to pay NIGDEL $8 million 
to fund the minimum work programme and bear NIGDEL’s share of the cost of providing NNPC with a performance bond 
of $25 million and make quarterly payments of $195,000 to NIGDEL for a certain period. 

Oil concession block 281 is an onshore block covering an area of 138km² and is located in the western delta region of 
Nigeria, 25 kilometres away from the Forcados Crude Export Terminal. Between 1767 and 1970 two discovery wells were 

I discovered hydrocarbons at four levels between 8,720 – 12,350 feet; and Ekoro
10,761 feet. These oil assets have remained undeveloped and TRACS has 

estimates a recoverable contingent resource of 100 MMboe (P50) and peak production rate of up to 30,00

Oil concession Block 233, lies offshore in less than 10 metres depth of water in the Niger Delta which contains discovered 
giant Apoi field (600MMbbls+). In the 

I well. Petrophysical interpretation on the logs of this well by 
recognised oil and gas industry independent expert TRACS International Consultancy Limited (“TRACS”) indicates 103 

TRACS has estimated that the 2C best unrisked contingent resources on OPL 233 are 19 MMbbls with the Net 2C 
in. The Net 2C best estimate contingent 

OPL 233 was awarded to NIGDEL United Oil Company Limited (“NIGDEL”) in 2006 and the production sharing 
uted by NIGDEL and Nigerian National Petroleum Corporation (“NNPC”) in May 2007 with the 

stipulated five year exploration period. Phase 1 expired in May 2010 and was the drilling of one well plus 100km² of 3D. 
plus 100km² of 3D seismic and expires in May 2010. NIGDEL was able to 

negotiate an extension to the phases 1 and 2, which results in the concession expiring May 2012. 

In Agreement with NIGDEL and EER under the terms of which 
per cent interests on the basis that the exploration period 

could be extended for at least a further two years at least until May 2014. The Farmees agreed to pay NIGDEL $8 million 
to fund the minimum work programme and bear NIGDEL’s share of the cost of providing NNPC with a performance bond 

vering an area of 138km² and is located in the western delta region of 
Nigeria, 25 kilometres away from the Forcados Crude Export Terminal. Between 1767 and 1970 two discovery wells were 

12,350 feet; and Ekoro-I encountered eight 
10,761 feet. These oil assets have remained undeveloped and TRACS has 

tion rate of up to 30,000 bopd. 



Image: Discovery wells correlation showing multiple zones (EER volumes) 

 

TRACS has estimated that the 2C best unrisked contingent resources on OPL 281 are 99.2 MMbbls with the Net 2C 
attributable to SacOil estimated to be 14.5MMbbls post the completion of the farm-in. The Net 2C best estimate risked 
contingent resources attributable to SacOil are 8.7MMbbls. 

Image: Location of oil concession block 281 and the two discovery wells 

 

The AIM appendix reported that following two exploration stages up until 1 January 2013, SacOil was planning to obtain a 
20 per cent paying working interest along with a 30 per cent participation interest in the contractor share of the production 
volumes up to 50MMbbls. Once this figure is exceeded, the company’s participation interest would drop back down to 20 



per cent. In the exploration stages SacOil is expected to fund a substantial amount of the exploration and appraisal costs, 
where the minimum work programme has been put at $30 million per phase to include two wells and some 3D seismic 
acquisition and/or seismic reprocessing. 

Phase 1 is planned to cover years 2011 and 2012 and consist of one well plus the reprocessing of existing seismic data 
over the block (128km²) with a financial commitment of $30 million. Phase 2 is planned to cover the period between 2013 
and 2015 and consist of one well plus the acquisition of 3D seismic data over the remaining part of the block without 3D 
coverage. This work will provide full coverage over the southern 10km² portion which has so far not been covered by 
earlier seismic work on block OPL 281). The second phase of the exploration also comes with a financial commitment of 
$30 million; and is scheduled to be completed by the end of 2012. 

 

Democratic Republic of Congo 

DRC is a mature oil and gas country with exploration and production occurring offshore in the Atlantic Basin. SacOil owns 
a 50 per cent stake in Semliki Energy SPRL (“Semliki”) which is a DRC registered company that holds oil concession 
rights to Block III. A Presidential Ordinance approving the Block III Production Sharing Agreement has been issued to 
Semliki which gives that company the right to apply for an exploration permit. In March 2011, Semliki concluded a farm in 
agreement with Total whereby Total acquired a 60 per cent stake in Block III and became the operator of the block. 

BLOCK III 

Block III lies in the Albertine Graben which forms part of the Eastern African Rift System where modern era exploration 
began only in 1999. In all, Block III covers an area of 3,177km² which is largely lowland flanked by rift margins in the DRC 
Lake Albert area close to the border with Uganda. Over the past ten years or so 800MMbbls of recoverable oil resources 
have been discovered which includes the largest discovery in the Escarpment/Near-shore Play being Kingfisher 
(200MMbbl) and the largest discovery in the Victoria Nile Delta Play which is Giraffe-Buffalo (300MMbbl). 

Image: Location of Block III and other exploration properties 

 



At present there is no conventional exploration data available on this block, and there has not been sufficient exploration 
effort on this acreage. Essentially the DRC side remains largely unexplored even though it is reasonably close to recent 
discoveries in Uganda which have demonstrated that this block is highly prospective. 

Reservoir engineers seem to believe that the source kitchen for these Lake Albert discoveries may well be found to be 
located beneath the deepest parts of Lake Albert, and mainly on the DRC side. 

Consultants Bayphase Limited calculated the prospectivity of Block III using a probabilistic Monte Carlo simulation where 
a series of parameters from analogous fields including those in which discoveries (including: Kingfisher, Mputa, Nzizi, 
Waraga and Jobi/Rii) have been made in the Ugandan portion of the Albertine Grabon. Bayphase’s estimate of the 
prospective resources attributable to Semliki in Block III (which is listed in the Resources section of this report) prior to 
completion of the Total agreement. 

In December 2007, the DRC Government, SacOil and Cohydro concluded a production sharing agreement which gives 
the right to gain an exploration licence. Subsequent to completion of farm out to Total, Semliki has a 25 per cent 
participating interest in Block III, with 60 per cent held by Total and 15 per cent by the DRC government. SacOil ends up 
with a12.5 per cent effective interest as it is a 50 per cent shareholder in Semliki. 

Semliki and Total entered into an agreement in March 2011 under which Semliki agreed to sell the Block III interest to 
Total for an initial $15 million, plus a bonus of $58 million in the event that the FID date (the time when DRC Government 
has approved development of Block III and issued the Permis d’Exploitation) is achieved and a second bonus of $50 
million if the First Oil Date (FID - date when first production of oil in Block III occurs with a commercial purpose after well 
testing and commissioning) is achieved. Total as operator, has undertaken to use its reasonable endeavours to ensure 
that the FID date is achieved within 3 years and the First Oil Date is achieved within two years of the FID Dates. Total 
undertakes to carry Semliki’s 40 per cent share of costs (25 per cent for Semliki and 15 per cent for the DRC 
government). 

 

Resources 

OPL 233 - Nigeria 

TRACS unrisked net contingent resources 
attributable to SacOil (oil & liquids) 

TRACS risked net contingent resources attributable 
to SacOil at COCS¹ 40 per cent (oil & liquids) 

1C Low estimate – 2.8 MMbbls 1C Low estimate – 1.1MMbbls 
2C Best estimate – 3.8 MMbbls 2C Best estimate – 1.5 MMbbls 
3C High estimate – 4.5MMbbls 3C High estimate – 1.8 MMbbls 

Notes: ¹ CSOS - chance of commercial success 

OPL 281- Nigeria 

TRACS unrisked net contingent resources 
attributable to SacOil (oil & liquids) 

TRACS risked net contingent resources attributable 
to SacOil at COCS 60 per cent (oil & liquids) 

1C Low estimate – 10.8 MMbbls 1C Low estimate – 6.5 MMbbls 
2C Best estimate – 14.5 MMbbls 2C Best estimate – 8.7 MMbbls 
3C High estimate – 19.2MMbbls 3C High estimate –11.5MMbbls 

Block III - DRC 

Prospective Resources Net prospective Resources to SacOil Unrisked STOIIP¹/GIIP² Risk factor 

 
Low Estimate  Best Estimate  High Estimate 

P90           P50         P10 
 

Total for Oils & Liquids (MMbbls) 652          1,291        2,404 0.21 
Total for Gas (million standard cubic feet) 40,996         81,111      149,995 0.21 

Notes: ¹ STOIPP - Stock Tank and Oil Initially in Place STOIIP  ²GIIP – Gas Initially in Place 



Graphical representation of the SPE/WPC/AAPG/SPEE Resources System (source: Petroleum Resources 
Management System, SPE, March 2007) 

 

 

Manganese 

The company also manufactures manganese sulphate powder, manganese sulphate solution and manganese oxide at its 
plant in South Africa’s north eastern Mpumalanga province better known as the Greenhills plant. The move into oil means 
that this profitable business is now seen as being a non-core business interest which is likely to be disposed of in the 
future. In late July 2011, Reuters reported that there had been significant interest in the plant which the Board was 
evaluating for a business that has a history of making R4m – 5m million a year on a R35 million of turnover. 

 

Strategy for Growth 

SacOil has assembled an impressive portfolio of largely discovered oil interests that present the opportunity of production 
in the short term. This portfolio has been assembled by a management team that has a proven track record in African oil 
and gas projects. The business has been developed almost from scratch with a business strategy to create an African-
based independent upstream oil & gas company. The team is not only capitalising on the indigenisation of African oil 
projects but also seeking to meet this continent’s future energy needs. 

The oil and gas interests in SacOil‘s portfolio seems to have been acquired at highly attractive prices. In Nigeria, the 
majors have been forced to give up undeveloped marginal fields and this programme of divestment has seen oil fields 
with more than 1 billion barrels of oil equivalent earmarked for disposal. The term marginal maybe a bit misleading as 
these fields were only marginal in terms that they did not fit within the IOC’s short term plan which probably means the 
next five years. In joining forces with EER, SacOil has been able to gain a stake in two key blocks in Nigeria where oil has 
already been discovered. The acquisition of the interests in Nigeria has shown the markets that SacOil has access to 
discovered resources at an acquisition cost that the Board believe is probably at about 30 per cent of the price such 
interests would cost in the free commercial world. 

In Nigeria, SacOil has financed local operator EER to acquire oil interests at OPL 281 and OPL 233, both of which are 



close to production. Consultants have placed a NPV (10) value of $154 million net to SacOil at current oil prices at OPL 
281 which contains the Obote -1 and Ekoro-1 discovery wells drilled pre-1970 before the advent of 3D seismic 
technology, while 3D seismic will be used to help select drill locations. In 2012, plans are for the drilling of an appraisal 
well. TRACS’s conceptual development plan calls for and assumes the drilling of seven producing wells from 2013 to 
2015 with the appraisal well being completed as a future producer; with an estimated$60 million development budget. 
OPL 233 has been assigned a NPV (10) of $85 million net to SacOil. TRACS‘s conceptual development plan of work 
involves the drilling of an appraisal well before the end of 2011 with the intention of it being is completed as a future 
production well. Following the drill of further producers, and further producers, first production is assumed for mid- 2013 at 
plateau rates of 7,200, 8,600 and 10,000 bbls per day for P90 – P50 – P10 cases respectively. 

The Total farm-in on Block III in the DRC has de-risked what is the blue sky project within the company’s portfolio. This is 
an important move as it underscores the fact that SacOil can gain a stake in a project and then successfully farm it out to 
a major; which provides a lot of comfort in the management’s ability going forward. To date the real excitement in this 
region has been on the Ugandan side of the border where discoveries have produced well flow rates anywhere from 350 
to 13,000 bopd. In this region discoveries made to date add up to over 800MMbbls of P50 Contingent Resources and 
these have come from two distinct types of oil plays which are either escarpment/near-shore plays such as Kingfisher or 
Victoria Nile Delta plays which includes the biggest find so far at Giraffe-Buffalo. Geologists believe that Block III has the 
characteristics to host both these two types of plays. 

Although Block III DRC has yet to be drilled, Kibuki oil seeps suggest that oil is likely to be found at least in the Northern 
part of the Block. Block III actually lies on trend with Lake Albert discoveries of Tullow Oil etc and the source rocks in the 
Albertine Graben are oil and gas prone. On top of that the main source kitchen is believed to be below the deeper parts of 
Lake Albert; and there is the possibility of the presence of a smaller kitchen underneath the southern part of Block III. 
Total is now the operator and will be funding the whole exploration programme and it is expected that the production 
decision could be made within three years. The plan seems to be for drilling to begin at the end of 2012. A magnetic 
survey is expected to be completed soon which will help to orientate the lines of seismic the analysis of which will be used 
to determine the drill locations. Success should allow a substantially higher value to be placed on the company. 

SacOil sees its role moving as providing the funding to oil and gas projects in Africa. The Board is seeking opportunities 
that can be taken through the value chain quickly and so is looking more at appraisal projects rather than pure exploration 
plays. The company’s approach is to operate through local partners; and although SacOil has substantial expertise, it will 
allow others to be the operator. Essentially SacOil will provide the funding by accessing the capital markets in both South 
Africa and internationally via its AIM listing in London. The company is seeking to develop a broadly based though 
balanced portfolio. The focus will always been on Africa but present areas of interest are: South African west coast gas 
potential, also Gabon, Angola, Ghana, Equatorial Guinea, Mozambique and Tanzania. SacOil scope even encompasses 
North Africa and ahead of the Arabic Spring, the team had been interested in Egypt which has prolific oil and gas interests 
with lots of deal flow; and that interest may be rekindled if that country settles down. Dual listing the company on AIM has 
provided UK investors with a strongly African-focused oil play. 

 

Significant shareholders 

Shareholder Holding ( per cent) 
Encha Group (including associates) 35.99 
Metropolitan Asset Managers¹ 13.35 
Investec Private Bank¹ 6.84 
Public Investment Corporation¹  6.82 
Management 2.99 

Notes: ¹ - SA Insitutional Investors 

 

 

 



Risks and opportunities 

Risks 

Geological risks - As with all oil and gas exploration companies, there is a host of technical factors concerning the 
amount of understanding of the geology of the project areas, the reservoirs being targeted, distribution and scale that 
have been identified in exploration work. 

Petroleum system not proven – In Block III in the DRC, the presence of a petroleum system has not yet been proven 
however the block is on trend with Lake Albert discoveries in Uganda. Oil seeps have been found on the licence area and 
in addition consultants believe that the two keys types of oil plays, that have generated a lot of excitement on an adjacent 
oil-rich area that lies on the other side of the border in Uganda, are likely to both be present in Block III. 

Share price volatility – SacOil’s share price enjoyed a more than ten-fold run ahead of the company joining AIM in April 
2011; but has since lost the bulk of these gains. There have been concerns voiced that the rapid advance in the share 
price may have been as a result of manipulation which might cause some investors to give this stock a wide berth. 
However the levels that the share price hit seemed to be well supported by the Competent Persons Report valuation, 
peer comparisons and the terms of the Total farm-in agreement. 

Fund raising – The listing in London was expected to be accompanied with a R500 million (£45 million) placing but this 
was pulled due to a weakness in the share price. It is little surprise that a growth oil and gas exploration stock needs to 
raise funds to pursue its strategy. At a recent Oil Barrel conference in London Executive Director Colin Bird mentioned 
that SacOil may look to raise funds which would give the UK financial institutions an opportunity to invest. 

 

Opportunities 

Portfolio – The team has put together a well-balanced portfolio of interests in oil and gas projects that near production in 
Nigeria and the DRC. Drilling is expected to begin in Q2/Q3 2012 in Nigeria where the Net Present Value of their interests 
in the OPL 281 and OPL 233 licences areas have been calculated to be individually both to be in excess of the current 
market capitalisation. Whilst within three years a production decision is expected from the operator Total on the 
compelling Block III in DRC. 

Value creation - The Board intends to create shareholder value with its business strategy of taking projects that are close 
to production and accelerating their development to provide early cash flow. As the portfolio grows, there should be good 
opportunities to improving operational efficiencies which would add value. 

Low priced discovered resources – Already the Board has demonstrated that it can add discovered resources to the 
portfolio at attractive valuations. The indigenisation legislation in Nigeria is seeing the majors disposing of attractive oil 
exploration interests at prices that represent just 30 per cent of the open market value. SacOil’s relationship with Nigeria’s 
EER gives the company the opportunity to acquiring more stakes in highly attractive almost drill ready projects in low 
price deals. 

De-risking blue sky potential – In a short space of time, the SacOil has already demonstrated that it has the expertise to 
successfully attract a major IOC as a farm in partner and in this move the management has derisked the blue sky 
potential in the portfolio.  

 

 

 

 



Management 

Independent Non-Executive Chairman – Richard Linnell – Linnell is an experienced geologist who has worked with a 
number of companies which now form part of BHP Billiton (SA)Group, which culminated in him running the Samancor 
manganese operations and Billiton’s exploration and development activities in South Africa. Linnell is a former Non-
Executive Director of BHP Billiton (SA) Limited as well as the current Chairman of Coal of Africa Limited and Independent 
Power South Africa. He was instrumental in establishing the Bakubung initiative, a multi-stakeholder project designed to 
rejuvenate the South African mining industry. 

Chief Executive Officer – Robin Vela – Vela is the founding CEO of SacOil. He is a professionally qualified and 
experienced Investment executive as well as being a UK qualified Charted Accountant and fellow of the UK Chartered 
Securities Institute. Vela is also an appointed consultant to the World Bank and International Finance Corporation. Over 
his career, Vela has a verifiable track record of leading and closing corporate and investment related transactions in 
SADC and the City of London. He graduated with an honours degree in Economics and Accounting from Bristol 
University. 

Finance Director – Carina De Beer – De Beer is a Chartered Accountant (SA) who completed her articles with 
PriceWaterhouseCoopers. She has twelve years’ experience in corporate financial management and reporting, company 
secretarial practice and corporate governance. De Beer has served as an executive member of a number of JSE-listed 
entities and was appointed in August 2010. 

Vice President Commercial – Bradley Cerff – Cerff joined from PetroSA where he held the position of Regional 
Manager for East and West Africa. Cerff has over 15 years’ experience in the oil and gas Industry and will be responsible 
for bringing to account the company’s existing assets in the short term. Bradley has managed teams and assets in all the 
African oil producing countries including Nigeria. Cerff have also drilled a number of exploration and production wells, 
developed and produced Oil in, inter alia, Nigeria. Cerff also has a Masters degree in Science and Business 
Administration focused on Foreign Direct Investment in the African oil and gas industries. 

Executive Director – Colin Bird – Bird is a UK Chartered Engineer who was the Technical and Operations Director of 
Costain Mining, which involved responsibility for operations in Argentina, Venezuela and Spain. In addition, he has been 
involved in the management of nickel, copper, gold and other diverse mineral operations. Bird has founded and floated a 
number of public companies in the resource sector and served on the Board of resources companies in the UK, Canada 
and South Africa. 

Non-Executive Director – Bill Guest – Guest has more than thirty five years’ experience of the international exploration 
and production within the oil industry in technical, business development and senior management functions. Out of that 
total, fourteen years have been spent as a main Board Director of London exploration and production companies with 
front line involvement in corporate and strategic development, public relations/investor relations and fund raising. Recent 
roles included being the Managing Director of Endeavour North Sea and the President of Gulf Keystone Petroleum. At 
present Guest is a Non-Executive Director of Hurricane Exploration plc and Matra Petroleum. 

Non-Executive Director – John Bentley – Bentley is an experienced Board member and an ex-CEO who has enjoyed 
great success in establishing, developing and managing international natural resource businesses. His career has 
included the transformation of ENGEN’s upstream business which went onto be floated as a separate company called 
Energy Africa, where Bentley acted as CEO before its acquisition by Petronas. Since then, he has acted as a Non-
Executive Director of a number of oil and gas companies. 

Non-Executive Director – Gontse Moseneke – Moseneke has an extensive background in financial management and 
investment banking. He is part of the executive team at Encha Group Limited, a diversified investment holding company. 
He has also been involved in a project by the South African Oil and Gas Alliance to develop and market South Africa’s 
engineering and related services capability. 

 

 

 



Financial Results 

Table: Profit & Loss Account, ZAR000 
Provisional results for year ended 28 February 2011 2010 
Revenue 35,143 31,724 
Cost of sales (23,615) (20,210) 
Gross profit 11,528 11,514 
Operating costs (7,329) (5,774) 
Profit from manganese operations 4,199 5,740 
Corporate head office costs (4,021) (1,953) 
Corporate action costs (24,680) (2,417) 
Corporate costs (28,701) (4,370) 
Investment income 1,271 731 
Interest paid (17) (13) 
Net finance income 1,254 718 
Impairment of loan received - (3,016) 
Share-based payment expenses (4,179) - 
Fair value loss on revaluation of monetary investment (105) - 
Exchange differences on revaluation of foreign loans receivable (2,124) - 
Other profit and loss items (6,408) (3,016) 
Loss for the year before tax (29,656) (929) 
Income tax (95) 895 
Loss for the year (29,751) (34) 
Other comprehensive income   
Fair value gain on revaluation of property, plant and equipment 0 3,195 
Reversal of fair value on revaluation of property, plant and equipment (340) 0 
Income tax on other comprehensive income 95 (895) 
Other comprehensive income for the year net of income tax (245) 2,301 
Total comprehensive (loss)/income for the year net of income tax (29,996) 2,267 
   
Weighted average number of shares (‘000) 449,629 313,292 
(Loss)/Earnings per share (cents) (6.67) 0.72 
Diluted (loss)/earnings per share (cents) (6.21) 0.72 

The revenue stems from the Greenhills plant which in the year to 28 February 2011 continued to operate profitably. 
SacOil’s new strategic focus on oil and gas means that this manganese operation is a non-core business where the 
management is looking at the strategic alternatives, one of which is its disposal. Corporate action costs of R24.7 million is 
come from the successful restructuring of SacOil’s investment in Block III in the DRC as well as the company’s investment 
in oil prospecting licences OPL 233 and OPL 281 in Nigeria, the raising of R133million and also the AIM flotation; plus all 
the associated advisory and professional fees paid. 

 

Valuation and Conclusion 

To calculate a target price for SacOil, we have used a sum-of-the-parts valuation. In determining a valuation for the 
Nigerian interests, a model was built for each of the potential projects based on the likely production levels, operating 
costs, capital costs and tax structure contained in the Competent Person’s Reports (“CPR”) by TRACS International 
Consultancy Limited which are both dated February 2011. The appendix to the AIM admission announcement of April 
2011 drew attention to these documents which can now be found in the “Investors & media” section of the company’s 
website. 

For licence OPL 233, production was assumed to begin in 2014 with peak production of 8,500 bopd recorded in years 
2014 to 2017, after which the rate begins to tail off at 6,500bopd in 2018, 4,000 bopd in 2019 and 2,500 bopd in 2020. 
Capital expenditure totalled $157 million over years 2011 to 2013. The operating cost was assumed to be twice the EER’s 
estimate of a variable $2 per barrel plus a fixed component of $19 million per year. Using an oil price of $95 per barrel for 
the life of the project, the Net Present Value using a 10 per cent discount factor came out at $232 million which makes 



SacOil’s 20 per cent stake worth $46.5 million. 

Looking at licence OPL 281, production was assumed to begin in 2014 with peak production of 30,000 bopd recorded in 
years 2016 and 2017, after which the rate begins to fall to 29,500bopd in 2018, 25,600 bopd in 2019 and 21,000 bopd in 
2010.  Capital expenditure totalled $222 million over years 2012 to 2015. The operating cost was assumed to be twice the 
EER’s estimate of a variable $2 per barrel plus a fixed component of $22 million per year. Once again using an oil price of 
$95 per barrel for the life of the project, the Net Present Value using a 10 per cent discount factor came out at $1,078 
million which makes SacOil’s 20 per cent stake worth $215.8 million. 

In ascertaining a valuation of Block III in the DRC we have relied heavily on the CPR. 

Consultants Bayphase Limited produced the CPR on Block III in the DRC and calculated two valuations for this block 
using the market approach and the cost approach. The market approach used the payments made by Total to acquire a 
60 per cent interest in the Block III licence was used to make a valuation on the block. The farm-in deal calls for Total to 
pay an initial $21 million plus guaranteeing exploration costs totalling $70 million which totals $91 million for a 60 per cent 
stake which gives Block III a market valuation of $151.0 million. The value of Total’s farm-in to Block III to SacOil is the 
sum of the proportion of initial consideration received (as a 50 per cent shareholder in Semliki) ($10.5 million), the 
proportion of the guaranteed exploration cost transferred to Total ($35 million) plus the value of the 12.5 per cent stake in 
the block following the completion of the farm-in ($18.9 million) which comes to a total of $64.4 million. 

The cost approach involves valuing the exploration property based on the cost of meaningful exploration effort in the past 
along with the warranted future costs. As very little exploration work on the block had been carried out beyond 
aeromagnetic and gravity surveys, work done in the past was assumed to be zero. Future costs were calculated by 
Bayphase using their own bespoke software package that allows the costs of the exploration programme that such a 
project would require based on the information that is currently available. Total warranted costs were estimated to be 
$217.0 million, a figure which included acquiring1,500 km of 2D seismic and 400km² of 3D seismic plus five exploration 
wells and two appraisal wells. Adding the 50 per cent of the initial consideration received through holding a 50 per cent 
stake in Semliki ($10.5 million), proportion of warranted exploration cost transferred to Total ($91.3 million) and the value 
of a 12.5 per cent stake in the block at the completion of the farm-in ($27.1 million) gives a total of $128.9 million. We 
have selected to use the figure derived using the market approach which to be conservative has been further risked by 
additional 40 per cent, as this project is still at the exploration stage which has higher inherent risks, which results in a 
figure of $77.3 million. No value is included for the profitable manganese operation which is seen to be a non-core 
business which is likely to be disposed of in the future. 

Table: Sum-of-the-parts valuation 
Interest US$ million £ million¹ Per share on a fully diluted basis² p 
OPL 233 46.5 28.3 3.8 
OPL 281 215.7 134.8 18.0 
Block III 77.3 47.1 6.3 

Total 339.5 210.2 28.1 
Notes: 
¹$/£ exchange rate 1.60 
² 683.0 million shares + 63.3 million options = 747.3 million shares on a fully diluted basis 

For a stock trading around the 5p mark, this might appear to be a rather high target price but the valuation is justified by 
our analysis and it has to be pointed out that the shares were trading within 25 per cent fairly of that level over the past 
twelve months. We initiate our coverage on the stock with Speculative Buy recommendation and with a target price of 
28p. 

Financial Records & Forecasts 

Year to 28th 
February 

Sales 
(ZAR 000) 

Pre-tax Profit 
(ZAR 000) 

Earnings per 
share (¢) 

Price Earnings 
Ratio (x) 

Dividend (¢) Yield (%) 

2009A 20,802 (27,115) (8.65) NA 0.0 0.0 

2010A 31,723 (34) 0.72 NA 0.0 0.0 

2011E 35,143 (29,751) (6.67) NA 0.0 0.0 

2012E 36,000 (10,000) (1.40) NA 0.0 0.0 
Source: Growth Equities & Company Research 
 



This research note cannot be regarded as impartial as Growth Equities & Company Research (‘GE&CR’) has been 
commissioned to produce it by SacOil Holdings. It should be regarded as a marketing communication. 

The information in this document has been obtained from sources believed to be reliable, but cannot be guaranteed. 
Growth Equity & Company Research is owned by T1ps.com Limited which is commissioned to produce research 
material under the GE&CR label. However the estimates and content of the reports are, in all cases those of 
T1ps.com Limited and not of the companies concerned.  

This research report is for general guidance only and T1ps.com Limited cannot assume legal liability for any errors or 
omissions it might contain.  

The value of investments can go down as well as up and you may not get back all of the money you invested; You 
should also be aware that the past is not necessarily a guide to the future performance. Finally, some of the shares 
that are written about are smaller company shares and often the market in these shares is not particularly liquid which 
may result in significant trading spreads and sometimes may lead to difficulties in opening and/or closing positions. 
Before investing, readers should seek professional advice from a Financial Services Authorised stockbroker or 
financial adviser. 
 
T1ps.com Limited is authorised and regulated by the Financial Services Authority (FSA Registration no. 192801) and 
can be contacted at 3rd Floor, 3 London Wall Buildings, London, EC2M 5SY 
 
email philip.morrish@gecr.co.uk - fax 020 7628 3815 tel 0207 562 3371  

 

 


