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SacOil is an exploration, appraisal and development company with a portfolio of near 

production assets in Nigeria and an exploration asset in the Democratic Republic of 

Congo (DRC). In building a Pan-African portfolio the company utilises local expertise 

and oil majors’ know-how and financial muscle. It is backed by Production Sharing 

Agreements (PSAs) in all of its projects. We expect the company to be cash 

generative by FY2015 and turn to a net cash position by FY2016. African upstream 

industry provides small independent companies with a considerable opportunity as a 

number of oil majors are retreating from discovered but undeveloped marginal fields. 

Near-production assets in Nigeria, great potential in DRC 
SacOil has a 20% working interest in Nigeria’s Oil Prospecting Lease Blocks OPL233 

and OPL281 due to enter full production in 2013 and 2014, respectively. In the DRC 

SacOil has teamed up with Total who will contribute $129m cash and $70m in capex 

to exploration drilling, targeting an unrisked net resource of 11.9mmboe on Block III. 

With 23.6mmboe of estimated net 2P contingent resources in Nigeria and further 

potential upside from DRC, SacOil has a strong potential source of future cash flow. 

Africa: New opportunities, good potential, familiar risk 
As some oil majors are leaving smaller marginal fields, Africa offers a new opportunity 

for small, independent Exploration and Production (E&P) companies. Risks are still 

significant: political risks, particularly in DRC, need to be considered. External funding 

needs will be substantial, potentially $53m (ZAR360m) over the next three years. 

SacOil has realigned management and focus behind its E&P efforts; recent hires 

bring decades of industry experience. With a possible turnaround in the region 

comes potential and with Total comes development and production experience. 

Valuation: 20.2p core value with significant upside  
Our core NAV of 20.2p is at a significant premium to the current share price and 

adding Block III to our valuation increases our RENAV to 25.2p. Risk relating to the 

undeveloped DRC Block III project is an issue, although Total’s farm-in derisks SacOil 

in terms of exploration, development and other costs. 

Outlook 
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SacOil Holdings 
Year  
End 

Revenue 
(ZARm) 

PBT* 
(ZARm) 

EPS* 
(c) 

DPS 
(c) 

P/E 
(x) 

Yield  
(%) 

02/10 31.7 6.5 (0.7) 0.0 N/A N/A 

02/11 35.1 3.2 (0.7) 0.0 N/A N/A 

02/12e 31.0 (11.4) (1.7) 0.0 N/A N/A 

02/13e 282.5 184.7 10.8 0.0 7.0 N/A 

Note: *PBT and EPS are normalised, excluding intangible amortisation and exceptional items. 
Exchange rate ZAR 6.8/US$1, ZAR10.8/£1. 

Investment summary: Well-timed Africa play 
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Investment summary: Turnaround opportunity  

Company description: Focus on near-production assets 
SacOil has acquired a portfolio of appraisal and development projects in Nigeria and an interest in 

an exploration project in the DRC’s Albertine basin where Total is SacOil’s partner and operator. 

The Nigerian offshore asset, OPL 233, is in shallow water and is expected to start production in 

2013 from estimated 2C contingent resources of 19.0mmbbl (3.8mmbbl net to SacOil). The best 

estimate gross 2C contingent resources of the onshore asset OPL 281 are 99.2mmbbl 

(14.5mmbbl net to SacOil). The company is looking to start production in 2014. Peak gross 

production on the above fields could reach 36.5kbpd in 2016. SacOil holds PSAs for all three 

projects. SacOil also has a manganese plant although this is non-core and may be sold to enhance 

cash inflow. 

Valuation: Core NAV 20.2p 
Priority will be given to the development of OPL 233 and an extended well test (EWT) in 2012 will 

focus primarily on this asset. Our core NAV of 20.2p is at a significant premium to the current share 

price. Further upside could be realised from Block III drilling, although this is a long-term project 

and is contingent on drilling schedules. Including this in our valuation we would calculate a risked 

exploration net asset value (RENAV) of 25.2p.  

Sensitivities: Early stages E&P in Africa  
As a start up E&P company, SacOil carries a range of risks associated with the early stages of 

exploration and production projects. There is also the risk of operating in African emerging markets. 

However, a turnaround in the region with political and regulatory risk diminishing and the 

company’s ability to access assets in Africa, could give further lift to the share price. With a safe 

PSA regime and good asset base we expect very significant cash generation from FY15. Among 

risks we would highlight: 

• Macro issues: 1) SacOil may not find reserves in the DRC, 2) SacOil may be unable to 

secure further licences, and 3) local partners’ quality/experience. 

• Corporate governance/liquidity issues: Encha group is a major shareholder and we have 

limited information about its long-term strategy.  

• Regulatory issues: 1) Carry state partners’ costs, 2) the new petroleum bill in Nigeria 

could bring upside or disappointment, and 3) the DRC is a relationship-based economy. 

• Company-specific issues: We estimate significant ($53m) external funding needs over 

the next three years (based on CPRs) excluding any potential manganese disposal 

proceeds.  

Financials: Near-term funding required  
Recent asset acquisitions have put pressure on the balance sheet. Capex in Nigeria points to 

funding needs of $53m ( ZAR360m) over the next three years, potentially through debt funding. 

Longer-term, the company should generate significant net cash flows of ZAR333m in FY2015 and 

ZAR463m in FY2016. Cash receipts from the sale of the 60% stake in Block III in DRC to Total are 

expected to contribute over $54m between 2013 and 2016 (with $7.5m already received) allowing 

SacOil both to reduce debt and to embark on new asset acquisitions across the region.  
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A Pan-African upstream group 
SacOil is intent on becoming a leading independent Pan-African upstream oil & gas company with 

a balanced portfolio of assets. SacOil’s assets are in all phases of the upstream cycle – exploration, 

appraisal and near production and are currently in the Democratic Republic of the Congo and 

Nigeria. The company’s unique selling point is being a local player in Africa at a moment of 

economic and regulatory turnaround, linking its regional knowledge with local expertise and 

international oil majors’ resources and know-how. Management has captured the momentum of 

retreat by several oil majors from discovered but undeveloped marginal fields in Africa, which 

provides a significant opportunity to emerging smaller companies. The company also holds an 

interest in a manganese plant although this is non-core and may be sold. 

Business strategy: Near-production assets, local partners, oil majors 
SacOil’s strategy is to acquire near-production assets in partnerships with local players and/or 

possibly international majors, and take these through the appraisal and exploration stages to 

production. SacOil is to remain Africa-focused and is also considering assets in Angola, East Africa 

and West Africa.  

Currently SacOil is concentrating on fields with discovered oil that have been previously drilled by 

IOCs but subsequently allocated to indigenous partners in recent years.  

Exhibit 1: SacOil portfolio July 2011 

 SacOil WI Partners Ind. partner/ 
operator Other Net reserves 

To SacOil Status 

OPL 233 (Nigeria) 20% EER Transcorp Farm-in 40%, PSA 14.5mmbbl 
Off shore 

Appraisal/ 
Development 

OPL 281 (Nigeria) 20% EER NIGDEL Farm-in 40%, PSA 3.8mmbbl 
On shore 

Appraisal/ 
Development 

Block III (DRC) 12.5% DIG, Total Cohydro/Total Farm-out 60% PSA On shore Exploration  

Source: SacOil  

SacOil owns 50% of the issued capital of Semliki Energy SPRL, a company incorporated in the 

DRC, which in turn holds the oil concession rights pertaining to Block III, Albertine Graben in the 

DRC. On 31 March 2011, Semliki concluded a farm in agreement with Total E&P RDC pursuant to 

which Total acquired a 60% undivided interest in, and became the operator of, Block III. In Nigeria, 

SacOil has formed a joint venture with the established oil and gas company, Energy Equity 

Resources (EER) to acquire and/or develop oil and gas assets. SacOil and its subsidiaries have 

since entered into farm-in agreements in relation to OPL 281, an onshore block covering some 138 

km2, and OPL 233, located in the shallow water area of the Niger Delta. 

Review of assets: 
Exhibit 2: SacOil portfolio expected statistics July 2011 
Note: * Carried by Total. 

 
Start of 

exploration 
EWT Capex need 

net ($) 
Production 

starts 
Prod. start/ 
max kbpd 

NPV 

OPL 233 (Nigeria) 2011 In 12 months 32m 2013 1/1.7 12.8 

OPL 281 (Nigeria) 2011 In 24 months 45m 2014 3/6 5.3 

Block III (DRC) 2011 N/A 70m* 2016 0.9/1.9 8.7 

Source: SacOil Edison Investments research estimates  
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Nigeria – OPL 233 (WI 20%)  
Background: OPL 233 is an offshore oil block previously operated by Chevron. It is located in the 

shallow Marine central Delta region offshore Nigeria. The block encompasses an area of 

approximately 126 square kilometres. The water depths range from 10 to 30 feet and the block is 

adjacently north of the Apoi oil field. The block was awarded to NIGDEL United during the Mini-Bid 

Round in 2006. Current equity participation is NIGDEL 60%, EER 20% and SacOil 20%. 

Exploration history: The previous operator, Chevron, acquired a sparse grid of 2D seismic and 

drilled one exploration well, the Olobia-1, in 1986 apparently offset from any of the available seismic 

lines. The seismic data is of poor quality.  

The Olobia-1 well was not tested so no reserves can be booked. ARG TRACS petrophysical 

interpretation of the Olobia-1 well indicates 103ft of net oil and 54ft of gas and condensates across 

five reservoir zones in the well. Based on an evaluation by TRACS it is estimated that the 2C Best 

estimate on the unrisked contingent resources is 19mmbbl (3.8mmbbl net to SacOil). Therefore if a 

second well, Olobia-2, is drilled and tested the reserves can immediately be booked and classified 

as a producible reserve. In OPL 233 there is only one field, the Olobia Oil and Gas field, which has 

been conceptually developed and worked up to a point that can be drilled. 

Future work programme: EER/SacOil’s base case drilling programme assumes a total of five wells, 

with an appraisal well in 2011 (that will be developed as a producer) and four new wells drilled in 

2013-14. EER envisages a natural aquifer drive as the development concept. SacOil/EER have no 

published assumptions regarding drilling locations or drilling rig availability at present. Due to lack of 

data, assessment of oil production will rely heavily on similar onshore and offshore developments in 

the region.  

EER, SacOil’s strategic partner, intends to acquire a 3D Ocean Bottom Cable (OBC) marine survey 

across the oil concession OPL 233 in Phase 1 (in 2011-12) that includes one well plus the 3D 

seismic programme. The estimated cost of the seismic acquisition is $10m and it is anticipated to 

take place over the next six months, with the first fast track volume for mapping purposes available 

in late Q311 or early Q411. The aim is to apply this data to mature exploration prospects and 

define the location of the proposed Olobia appraisal well planned in late Q411. Future wells will be 

contingent on the results of the 3D seismic evaluation. The development phase is assumed to be 

an oil facility with basic separation of solution gas. The notional cost is estimated at $70m 

consisting of the following: well head platform ($6m), mobile offshore production unit ($32.8m), gas 

treatment and compression ($3.2m), 2km flow lines and 10km gas pipeline (to the nearest pipeline, 

$13.6m), risers ($12m) and shuttle barge ($2.1m) with a 30% contingency. Production export will 

be to the nearest gathering system at the nearby Chevron-operated Middleton export terminal. 

Conceptual development. SacOil and its partners can conduct an Extended Well Test as part of 

the appraisal programme using a low cost workover barge and a well test package. According to 

Nigerian legislation a well can be flow tested for up to six months at a rate of 5,000bbl/day without 

attracting any petroleum tax. Based on the work performed by TRACS, SacOil believes that it 

would be possible to flow the Olobia-2 appraisal well at this rate. The cost of an appraisal well is 

estimated at approximately $23m and the additional equipment and facilities associated with the 

well test will be leased for the duration of the test. SacOil estimates the cost for equipment leasing 

at $15m for the EWT. In our estimate, cash flow from the EWT could be $26m, net to SacOil. 
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Farm in Agreement. SacOil/EER paid a farm-in fee of $8m to Nigdel and are expected to cover 

100% of the work programme’s costs. Production is expected to start mid 2013 at 7.2kbpd initial 

rate. At peak production, OPL 233 could deliver up to $55-60m in revenues on our assumptions. 

With relatively low running costs and a total capex need of $32m net to SacOil the field could 

generate significant cash flows of $20m pa from 2014.  

Exploration upside. EER/SacOil have mapped additional leads and prospects using the existing 

seismic data and estimate an exploration upside, with prospective resources in the order of 

300mmboe, which will be further evaluated with an OBC (Ocean Bottom Cable) survey. 

Exhibit 3: Block 233 layout 

 
Source: SacOil 

 Exhibit 4: Block 281 layout 

 
Source: SacOil 

OPL 281 (WI 20%) 
Background/Exploration history: The onshore block is located in the Western delta region of 

Nigeria, 25km from the Facades Terminal (Exhibit 3). One structure has been identified and two 

wells were drilled by Shell in 1967 and 1970, both of which discovered hydrocarbons. Of the two 

wells, Obote-1 encountered hydrocarbons at four levels between 8,720ft and 12,350ft and Ekoro-1 

discovered eight hydrocarbon sands between 8,260ft and 10,761ft. 

There is good quality data for the field from 1) zero phased 3D data volume acquired by Shell in 

1991/92 and 2) well information from two wells, Obote-1 and Ekoro-1, drilled by Shell at the 

opposite ends of the NW-SE trending structure. SacOil believes the structure is most likely oil 

bearing, although possibly with a high gas to oil ratio. At Ekoro-1, where clear hydrocarbon and 

water leg exist, fluid transit time resulted in no porosity change (as associated with hydrocarbon 

presence). Also the amount formation invasion from drilling fluid at Ekoro-1 is considered more in 

line with fluid rather than highly mobile gas. 

Future work programme: EER/SacOil’s base case drilling programme assumes a total of seven 

wells with an appraisal well in 2012 (which will recomplete as a future producer) and six new wells 

drilled in 2013-15. The planned wells will be drilled to 3,000-3,200m and will cross several 

expected pay zones. EER envisages natural aquifer drive as a development concept. SacOil/EER 

have no published detailed assumptions regarding drilling locations or drilling rig availability at 

present. Also, as there is no test information, pressure measurement and fluid analysis from the 

well drilled in OPL 281, production profiles can only be generated based on analogy with similar 

onshore and offshore developments in the region. The CPR assumes a development scheme 

incorporating an oil facility with basic separation of solution gas, being based around barge 

mounted facilities (designed for use in swamps in Nigeria).  
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Financial commitment for a minimum work programme includes reprocessing of the existing 3D 

seismic and drilling of two wells, one well in 2011 and one well in 2012. SacOil estimates the cost 

of these wells at $23m each. Capex is split into two phases with the bulk of the development 

drilling (for five producers) in the second phase. There are no significant surface facilities, plant or 

equipment suitable for oil production at OPL 281 so all equipment will need to be built from new or 

chartered for the time span of the development of the OPL 281 accumulation. 

SacOil also has the opportunity to conduct an EWT on OPL 281 with similar costs to OPL 233 as 

well as significant cash flow potential. However, the company is currently prioritising the EWT on 

OPL 233 and we do not include an EWT on OPL 281 in our financial models. 

Farm in agreement: Under the farm-in agreement SacOil’s (and EER, the strategic partner in 

Nigeria) total payments to Transcorp (the local company that owns the rights to the Block) will 

amount to $32.5m: $12.5m was paid by SacOil in February 2011 followed by another $7.5m when 

the project gets its licence, a further $7.5m at the conversion from property license to producing 

license and a final $5m tranche on first production.  

SacOil/EER, with their 40% paying working interest, are to carry Transcorp’s share (60%) of costs 

until production. All these costs are recoverable under the PSA. OPL 281 was evaluated by TRACS 

to contain 99.2mmboe of gross reserves with an expected initial gross production rate of 15kbpd. 

Peak potential production rate could reach 30kbpd, when it could deliver up to $200m in revenues 

in our assumptions. With relatively low running cost and a total capex need of $50m net to SacOil, 

the field could generate significant cash flows in excess of $40-45m pa by 2015/16.  

DRC – Block III 
Background: Block III in DRC is the least known entity in SacOil’s portfolio, and petroleum presence 

has not been proven yet. Although the location of the 3,177km2 block is in the highly productive 

Albertine Basin in the East African Rift, Block III is on the DRC side of the lake, which has not been 

properly explored, with no seismic data or wells drilled. On the Ugandan side, recent discoveries put 

the estimated resource base of the region at 2,000mmboe. Accordingly, the block is highly likely to 

contain hydrocarbon play. Data from the area indicate the potential hydrocarbon would be oil. Total, 

the farm-in partner, is active on the Ugandan side and it has lifted Block III’s profile by having 

committed to pay close to $129m cash for its 60% in the block and carry $70m of investment. Well 

flows in Ugandan discoveries are reported to be in the order of 350-13,000bopd. Block III is near the 

region’s largest discovery, Kingfisher (Heritage/Tullow) in the Escarpment/Near-shore play with 

200mmbbl P50 contingent resources. 

Exhibit 5: Block III DRC 

   
Source: SacOil 
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Block III is owned by Total 60%, Semliki (a 50% SacOil subsidiary), 25%, and DRC Government 

15%. This block in the East African Rift system is an Oligocene to Recent system, on the boundary 

between two continental subplates, the Nubian Shield and Somalia block, part of the African plate. 

Rifting in the Albertine Graben began in the early Miocene. Block III is located in the northern sector 

and encompasses two basins: the northern part (Lake Albert) and the southern part (Semliki valley).  

Block overview. Little is known about the stratigraphy of the southern part of the block, but it is 

likely to be similar to Lake Albert, the stratigraphic sequence of which consists of two sequences: 

Pre-rift and Syn-rift. The former has no source potential but could prove to act as reservoirs if 

fractured and sealed. The latter is mostly Cenozoic age; however, the lowest part of the 

sedimentary section of the Lake Albert is possibly Jurassic.  

The northern part is likely to be similar to the Turaco wells drilled just 10km away on the Ugandan 

side. This is likely to consist of 1) early Miocene-Pliocene sandstones and shales that contain 

potential reservoir sandstones reported to be of excellent quality by oil & gas consultants, 

Bayphase, and 2) early Pleistocene lacustrine sandstones/shales and conglomeratic alluvial unit.  

Several 2D and 3D seismic surveys have been carried out on the Ugandan part, none on the DRC 

side. Several wells were drilled and all encountered hydrocarbons usually in multilayered reservoirs. 

While there was some unexplained carbon dioxide presence that could be of concern, the wells 

have demonstrated the presence of good quality reservoirs in the subsurface as well as several 

intervals of potential source rocks with relatively high total organic content.  

Block III was evaluated by Bayphase to contain unrisked gross STOIIP of 1,518mstb oil and 

455mscf associated gas. The trap has not been risked individually as prospectivity of the whole 

block is considered as a single play, as presence of trap on the Ugandan side is well known. Seal 

presence is also likely (laclustrine shales, silts, claystones similar to the Ugandan side). 

Future work programme. The minimum work programme to be undertaken includes geological and 

geochemical field studies, acquisition of 400km of 2D and 400 km2 3D seismic data and drilling 

two exploration wells within five years. 

The Total agreement. SacOil successfully concluded a farm in agreement with Total in March 2011. 

SacOil will need the fire power and the financial backing of a major to appraise Block III. As Total 

has now become the operator carrying the project to FID, SacOil will be technically, operationally 

and financially derisked. It will also expect to receive cash payments (c $61m net) to fund 

operations in Nigeria as well as other future operations. According to the board it is not possible to 

assess the value of the block to SacOil at this early stage of the farm-in agreement. However, 

SacOil will receive the following: 

• Semliki received an $15m initial consideration and will receive a further $58m on FID 

(Final Investment Decision) and $50m on First Oil Date (SacOil is entitled to 50%) 

•  Semliki’s exploration costs commitment would be $70m – carried by Total 

• Total undertakes to reach FID within three years of completion of the farm-in agreement 

The Total work programme including drilling of two wells is estimated to cost $70m over five years 

including seismic data acquisitions, treatment and acquisitions of 2D seismic, drilling of the 

prospect and further 2D and 3D seismic data acquisitions. Following the transaction SacOil’s share 

in Block III will be 12.5%.  
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Management board 
SacOil’s management team has a significant investment banking and finance background. Recent 

appointments confirmed that the company recognised the need to bolster industry experience. 

Latest additions to the management have improved industry insight and technical expertise.  

Richard Linnell, Non-Executive Chairman. Linnell is an experienced geologist who has worked with 

various companies now part of the BHP Billiton (SA) Group, culminating in 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 and is Chairman of Coal of Africa Ltd.  

John Bentley, Non-executive director. Bentley is the former founding CEO of Energy Africa and 

Engen`s Exploration & Production division with 40 years` experience in the natural resources sector. 

Bentley is an international household name in the Oil & Gas industry sector.  

Bill Guest, Non-executive director. Guest has over 35 years of international exploration and 

production experience within the oil industry, in technical, business development and senior 

management functions, including 14 years’ experience as a board member of London E&P 

(Exploration and Production) companies. Guest spent his formative years as a geologist and 

petroleum engineer with Shell International in Europe, the Far East and West Africa.  

Robin Vela, CEO. Robin is an experienced investment banker/investment executive and a UK-

qualified Chartered Accountant. Robin is the founding CEO of SacOil. Previously he co-founded 

two separate equity investment funds and worked for top tier bulge bracket financial institutions in 

the City of London as a senior private equity/investment banking executive for more than 15 years. 

Bradley Cerff Vice President Commercial. Cerff has over 15 years’ experience in the oil and gas 

Industry, most recently with PetroSA where he held the position of Regional Manager for East and 

West Africa. Cerff has managed teams and assets in all the African oil producing countries. Bradley 

has Masters degrees in Science and Business Administration focused on Foreign Direct Investment 

in the African oil and gas industries. He is also a member of the Society of Petroleum Engineers. 

Sensitivities 
SacOil is benefitting from good assets ring-fenced with decent PSAs, supported by local partners 

and international majors’. New management is focused on building a safe portfolio of pan-African 

assets and some of the risk is inherent in that strategy. Nigeria just had a successful and peaceful 

election, preparing the ground for regulatory changes and potential economic restructuring. The 

DRC is entering a period of uncertainty associated with elections over the next 18 months. 

SacOil is well placed to weather political/regulatory challenges with strong local partners in each 

country. Operationally, the assets in SacOil’s portfolio look very promising, with Nigeria estimated 

to deliver first revenue/production as early as 2012. Nevertheless, the next two to three years will 

be challenging, as management will be stretched by demands of initiating new E&P projects, and 

securing funding for these projects. We estimate that SacOil will need to find $53m of external 

funding over the next three years, excluding any proceeds of the possible asset sale (non-core 

manganese plant) which in Management‘s view could potentially net ZAR25m to SacOil. Funding 

and execution risk is particularly relevant in Nigeria. In the DRC Total will take care of financing and 

operational challenges. Withstanding these challenges could bring rewards. In our estimates SacOil 

could easily generate positive net cash flow of ZAR333m ($49m) by 2015, rising rapidly thereafter. 
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Traditional risks remain: reserve/licence acquisition remains a challenge and depends largely on 

local partners delivering interesting assets for sale. While developing these assets state-owned 

partners – necessary accessories in the region – are unlikely to commit financially. Currency 

exposure is less relevant, in our view, as costs associated with appraising/developing these assets 

are US dollar-based, as are the expected revenues. Profit repatriation is not an issue in South 

Africa or Nigeria. In fact, the Nigerian central bank governor recently announced that red tape 

surrounding profit repatriation will be reduced. Nor do we view it as a particular risk in the DRC, 

although the fact that it is more of a personal relationship based economy should not be 

overlooked. Security on the title deeds is also a risk factor although at the moment all SacOil’s 

asset rights are confirmed. Finally, we would highlight the lack of information regarding the strategy 

of the major shareholder, Encha Group.  

Valuation: Core NAV 20.2p with upside 
Our valuation is calculated using an NPV/boe approach to derive a risk-weighted EMV and includes 

the core Nigeria asset adjusted for cash and G&A. Our base case valuation is based on a 60% 

chance of success for OPL 281 and 40% for OPL 233, consistent with the TRACS CPR chance of 

commerciality. In the DRC we have assumed a 21% chance of geological success consistent with 

the Bayphase CPR. However, given that this only covers the geological chance of success, and not 

additional commercial risks, we have added an additional 50% chance of commerciality to our 

overall CoS to reflect commercial risks such as partner sanction of a development plan, government 

approval of a project and access to funding. Our overall chance of success for Block III is therefore 

11.5%. We would expect a successful outcome to ongoing commercial discussions would raise this 

chance of success and increase our valuation. Furthermore Total’s payment could account for 

$123m (half of which is net to SacOil) up until first oil with a $6m bonus already paid to the DRC. 

Our valuation is based on a crude oil assumption of $80/bbl Brent. We also apply a 12% discount 

rate to our discounted cash flow calculations, reflecting political and fiscal risks associated with 

operating in Sub-Sahara Africa along with access to funding available to SacOil in the near term.  

Exhibit 6: SacOil valuation table (July 2011) 

 
Source: Edison Investment Research 

With drilling ongoing and EWTs scheduled first for OPL 233 (within 12 months) and possibly for 

OPL 281 (within 24 months) our valuation balances the potential for project slippage against 

anticipated cashflows from operations due to enter production in 2013. The exploration and 

appraisal portfolio includes the DRC, which is a highly prospective but as yet unexplored asset. 

Total’s presence and its financial derisking gives SacOil not only relief from financial commitment, 

but also clearly defined revenue flow over the next few years (until first oil ) that can be used to 
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Unris ked
R es erves /R es ources
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finance further projects in Africa. As explained previously, our core NAV is sensitive to changes in 

the prevailing oil price, although even at $60/bbl Brent, upside to the current share price remains 

robust as shown in our sensitivity table (Exhibit 7). 

Exhibit 7: Core NAV and RENAV – sensitivity to oil price and cost of capital 

 
Source: Edison Investment Research 

Financials 
The year-end 28 February 2011 results were somewhat disappointing as margins declined at all 

levels. Rising operating costs (higher maintenance costs at the manganese plant) and increased 

exceptional and share-based payments led to a group net loss of ZAR 29.7m (US$ 4.4m). End 

February net cash was ZAR9.6m (US$1.5m); this is including any impact from the Total agreement, 

only concluded after year end. Our forecasts include only a limited contribution to production and 

earnings from Block III as we do not expect production to start before 2016. 

We estimate SacOil’s capex demands will be ZAR52m ($7.7m) in FY2012, ZAR192m ($28m) in 

FY2013 and ZAR139m ($20.5m) in FY2014, mostly covering projects in Nigeria as DRC is fully 

carried by Total. We understand that the non-core manganese plant may be sold over the next 12 

months with potential proceeds of ZAR25m, but have excluded proceeds of this sale from our 

forecast. On this basis we estimate funding needs rising to ZAR360m (US$53m) by FY 2014, which 

we assume can be debt financed at 7.5%. Effective corporate tax is high at 68%, but it is offset by 

a PSA regime that allows full cost recovery. We expect NAV to exceed ZAR180 by 2016. 

In our model we have assumed OPL 233 will be fully in production by the start 2013 and OPL 281 

by 2014, with full production exceeding 36kbpd on these fields by 2016. We expect a minor 

production volume coming through to generate revenues in 2012 on the back of the EWT at OPL 

233. At full production (2015/16) group revenue from oil related activities could reach $250m, with 

very healthy operating margins. Over the next couple of years SacOil will require additional funding 

as it bears most of the upfront cost bonus payments and capex share of state partners. 

Notwithstanding this, we estimate that the company turns strongly cash generative in FY2015 and 

should be able to reverse into a net cash position by FY16. Loan repayments from EER with a 25% 

uplift are part of our cash flow forecast in 2013-2015. Block III has good potential for both 

production and balance sheet financing. Total carries the Block III project to FID, paying SacOil an 

estimated net of $61.5m. SacOil is to retain a 12.5% stake in Block III.  

Exhibit 8: SacOil portfolio expected statistics July 2011 
Note: * Carried by Total. 

 Reserves Capex net CF Peak revenue NPV Bonus paid 

OPL 233  4.5mmboe $32m $108m $58m $12.8/bbl $8m 

OPL 281 19.8mmboe $45m $260m $198m $5.3/bbl $32m 

Block III 
STOIIP: 

1518mstb $70m* N/A N/A $8.7/bbl $4m 

Source: SacOil, Edison Investments Research estimates   

Core  NAV
Oil  price  ($ /bbl) 8 % 10% 12% 14%

6 0 18 .2 15.8 13.7 11.9
8 0 26.6 23.1 20.2 17.7
100 35.0 30.5 26.7 23.5
120 44.0 38 .4 33.8 29.8

Cos t of  capita l  (%) R ENAV
Oil  price  ($ /bbl) 8 % 10% 12% 14%

6 0 24.1 20.2 17.2 14.7
8 0 34.9 29.5 25.2 21.7
100 45.8 38 .8 33.2 28 .7
120 57.3 48 .7 41.8 36.2

D is count ra te  (%)
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Exhibit 9: Financials 
Note: Other item ZAR161,179m is non controlling interest as reported by SacOil in its FY 28 February 2011 accounts. 

 
Source: Edison Investment Research  

 

 

Exhange rate US$:ZAR 6.8 ZAR '000s 2010 2011 2012e 2013 e 2014e 2015e 2016 e
Year end 28  February IFR S IFR S IFR S IFR S IFR S IFR S IFR S
PR OFIT & LOS S  
R evenue 3 1,724 3 5,143 3 1,000 28 2,457 43 2,9 52 1,103 ,3 75 1,727,8 8 2
Cost of Sales (20,210) (23,615) (20,290) (51,916) (56,969) (106,247) (124,135)
Gross Profit 11,514 11,528 10,710 230,541 375,98 3 997,128 1,603,746
EB ITDA 6 ,152 4,8 55 (19 1) 213 ,3 9 2 3 57,9 77 9 78 ,221 1,58 3 ,8 9 4
Opera ting Prof i t (be fore  amort. and except.) 5,740 4,19 9 (6 8 2) 19 5,411 3 27,3 9 8 9 3 0,8 8 9 1,521,08 8
Intangible Amortisation 0 0 0 0 0 0 0
Exceptionals/non recurring (4,370) (28 ,701) 0 0 0 0 0
Share based payments 0 (4,179) 0 0 0 0 0
Opera ting Prof i t 1,3 70 (28 ,6 8 1) (6 8 2) 19 5,411 3 27,3 9 8 9 3 0,8 8 9 1,521,08 8
Net Interest 718 1,254 (10,68 6) (10,746) (10,746) (11,055) (4,533)
Net financials
Prof i t B e fore  Tax (norm) 6 ,458 3 ,224 (11,3 6 8 ) 18 4,6 6 5 3 16 ,6 51 9 19 ,8 3 4 1,516 ,555
Prof i t B e fore  Tax (FR S  3 ) 2,08 8 (29 ,6 56 ) (11,3 6 8 ) 18 4,6 6 5 3 16 ,6 51 9 19 ,8 3 4 1,516 ,555
Tax 8 95 (95) 0 (111,011) (218 ,98 0) (624,013) (1,027,971)
Prof i t Af te r Tax (norm) 4,3 3 7 (3 ,279 ) (11,3 6 8 ) 73 ,6 54 9 7,6 72 29 5,8 22 48 8 ,58 5
Prof i t Af te r Tax (FR S  3 ) 2,9 8 3 (29 ,751) (11,3 6 8 ) 73 ,6 54 9 7,6 72 29 5,8 22 48 8 ,58 5

Average Number of Shares Outstanding (m) 313.3 449.6 68 3.9 68 3.9 68 3.9 68 3.9 68 3.9
EPS - normalised (c) (0.7) (0.7) (1.7) 10.8 14.3 43.3 71.4
EPS - normalised and fully diluted (c) (0.7) (0.7) (1.7) 10.8 14.3 43.3 71.4
EPS - (IFRS) (c) 1.0 (6.6) (1.7) 10.8 14.3 43.3 71.4
Dividend per share (c) 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Gross Margin (%) 36.3 32.8 34.5 8 1.6 8 6.8 90.4 92.8
EBITDA Margin (%) 19.4 13.8 -0.6 75.5 8 2.7 8 8 .7 91.7
Operating Margin (before GW and except.) (%) 18 .1 11.9 -2.2 69.2 75.6 8 4.4 8 8 .0

B ALANCE S HEET
Fixed As s ets 8 ,53 5 447,173 6 3 8 ,3 07 8 11,9 9 0 9 09 ,273 76 5,6 9 8 6 8 9 ,8 8 1
Intangible Assets 8 95 440,529 631,663 8 05,346 902,629 759,054 68 3,237
Tangible Assets 7,640 6,644 6,644 6,644 6,644 6,644 6,644
Investments 0 0 0 0 0 0 0
Current As s ets 40,9 42 3 8 ,03 8 3 7,278 6 7,8 28 8 9 ,047 28 6 ,544 743 ,8 8 6
Stocks 2,305 2,408 2,408 4,267 4,68 2 8 ,733 10,203
Debtors 31,639 17,730 17,730 46,431 71,170 18 1,377 28 4,035
Cash 6,998 17,900 17,140 17,130 13,195 96,435 449,648
Other 0 0 0 0 0 0 0
Current L iabi l i t ies (6 ,146 ) (16 ,214) (7,9 55) (8 ,53 4) (9 ,3 6 5) (17,46 5) (20,406 )
Creditors (3,643) (7,955) (7,955) (8 ,534) (9,365) (17,465) (20,406)
Short term borrowings (2,503) (8 ,259) 0 0 0 0 0
Long Term Liabi l i t ies 0 0 (210,000) (3 40,000) (3 6 0,000) (110,000) 0
Long term borrowings 0 0 (210,000) (340,000) (360,000) (110,000) 0
Other long term liabilities 0 0 0 0 0 0 0
Net As s ets 43 ,3 3 1 46 8 ,9 9 7 457,6 29 53 1,28 4 6 28 ,9 56 9 24,777 1,413 ,3 6 2

CAS H FLOW
Operating Cas h F low 3 ,227 14,3 49 (19 1) 18 3 ,411 3 3 3 ,6 53 8 72,06 5 1,48 2,706
Net Interest 718 1,254 (10,68 6) (10,746) (10,746) (11,055) (4,533)
Tax 0 0 0 (111,011) (218 ,98 0) (624,013) (1,027,971)
Capex 0 0 (52,224) (191,665) (139,196) (106,624) (26,656)
Acquisitions/disposals 3,924 (440,290) 0 0 0 0 0
Financing 0 290,303 0 0 0 0 0
Dividends 0 0 0 0 0 0 0
Business Contract Payments (15,193) (21,649) (139,400) 0 11,333 202,8 67 39,667
Net Cash Flow (7,324) (156,033) (202,501) (130,010) (23,935) 333,240 463,213
Opening net debt/(cas h) (11,8 19 ) (4,49 5) (9 ,6 41) 19 2,8 6 0 3 22,8 70 3 46 ,8 05 13 ,56 5
HP finance leases initiated 0 0 0 0 0 0 0
Other 0 161,179 0 0 0 0 0
Clos ing net debt/(cas h) (4,49 5) (9 ,6 41) 19 2,8 6 0 3 22,8 70 3 46 ,8 05 13 ,56 5 (449 ,6 48 )
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Growth Profitability Balance sheet strength Sensitivities evaluation 

   

Litigation/regulatory  

Pensions  

Currency  

Stock overhang  

Interest rates  

Oil/commodity prices  

 

Growth metrics % Profitability metrics % Balance sheet metrics Company details 

EPS CAGR 09-13e N/A ROCE 12e N/A Gearing 12e 42% Address:  

EPS CAGR 09-13e N/A Avg ROCE 09-13e 1.9% Interest cover 12e N/A 2nd floor, The Gabba  
57 Sloane Street  
Bryanston 2021  
South Africa 

EBITDA CAGR 11-13e N/A ROE 12e N/A CA/CL 12e 4.7 

EBITDA CAGR 11-13e 563% Gross margin 12e 34% Stock turn 12e 28 

Sales CAGR 09-13e 90% Operating margin 12e N/A Debtor days 12e 209 Phone +27(0)115757232 

Sales CAGR 11-13e 183% Gr mgn / Op mgn 12e N/A Creditor days 12e 93 www.sacoilholdings.com 

 

Principal shareholders % Management team 

Encha Group and Associates 36.01 CEO: Robin Vela 

Metropolitan Asset Managers (SA Institutional Investor) 13.87 Robin is an experienced investment banker and a UK-qualified 
Chartered Accountant. Robin is the founding CEO of SacOil. 
Previously he co-founded two separate equity investment funds 
and worked for top tier bulge bracket financial institutions in the 
City of London as a senior private equity/investment banking 
executive for more than 15 years. Robin is a fellow of the UK 
Chartered Secretaries Institute and also an appointed consultant 
to the World Bank and IFC.  

Investec Private Bank (SA Institutional Investor) 7.10  

Public Investment Corporation (SA Institutional Investor) 6.82 

Lonsa Capital (Pty) Ltd (Robin Vela) 1.73 

Stanlib Asset Managers (SA Institutional Investor) 1.62 

Colin Bird 1.15 

  CFO: Carina de Beer 

Forthcoming announcements/catalysts Date * 
Carina de Beer is a Chartered Accountant (SA). She is a 
member of the South African Institute of Chartered Accountants, 
the Chartered Secretaries of South Africa and the Institute of 
Directors. Carina has 12 years’ corporate experience.  Interim results Oct 2011 

AGM Nov 2011 Executive Director: Colin Bird 

Trading update N/A Colin has a Diploma in Mining Engineering, is a Fellow of the 
Institute of Materials, Minerals and Mining and is a certified Mine 
Manager both in the United Kingdom and South Africa. He 
worked with the National Coal Board in the United Kingdom, 
Zambia Consolidated Copper mines and in South Africa with 
Anglo American Coal. On his return to the United Kingdom he 
was technical and operations director of Costain Mining Limited, 
which involved responsibility for gold operations in Argentina, 
Venezuela and Spain. 

Investor day N/A 

Note: * = estimated  

  

Companies named in this report 

Total, Chevron, Shell, Tullow, Heritage 
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Edison Investment Research 
 
Lincoln House, 296-302 High Holborn, London, WC1V 7JH  tel: +44 (0)20 3077 5700  fax: +44 (0)20 3077 5750  www.edisoninvestmentresearch.co.uk 
Registered in England, number 4794244. Edison Investment Research is authorised and regulated by the Financial Services Authority.  

 
 

EDISON INVESTMENT RESEARCH LIMITED 
Edison Investment Research is Europe’s leading investment research company. It has won industry recognition, with awards in both the UK and internationally. The team of more 
than 70 includes over 40 analysts supported by a department of supervisory analysts, editors and assistants. Edison writes on more than 350 companies across every sector and 
works directly with corporates, fund managers, investment banks, brokers and other advisers. Edison’s research is read by institutional investors, alternative funds and wealth 
managers in more than 100 countries. Edison, founded in 2003, has offices in London and Sydney and is authorised and regulated by the Financial Services Authority 
(www.fsa.gov.uk/register/firmBasicDetails.do?sid=181584). 

DISCLAIMER 
Copyright 2011 Edison Investment Research Limited. All rights reserved. This report has been commissioned by SacOil Holdings and prepared and issued by Edison Investment 
Research Limited for publication in the United Kingdom. All information used in the publication of this report has been compiled from publicly available sources that are believed to be 
reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of the research department of Edison 
Investment Research Limited at the time of publication. The research in this document is intended for professional advisers in the United Kingdom for use in their roles as advisers. It 
is not intended for retail investors. This is not a solicitation or inducement to buy, sell, subscribe, or underwrite securities or units. This document is provided for information purposes 
only and should not be construed as an offer or solicitation for investment. A marketing communication under FSA Rules, this document has not been prepared in accordance with 
the legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment 
research. Edison Investment Research Limited has a restrictive policy relating to personal dealing. Edison Investment Research Limited is authorised and regulated by the Financial 
Services Authority for the conduct of investment business. The company does not hold any positions in the securities mentioned in this report. However, its directors, officers, 
employees and contractors may have a position in any or related securities mentioned in this report. Edison Investment Research Limited or its affiliates may perform services or 
solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden 
swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not 
necessarily a guide to future performance. This communication is intended for professional clients as defined in the FSA’s Conduct of Business rules (COBs 3.5). 
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