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Highlights
We are initiating coverage on SacOil Holding Ltd (SAC 
LN/SCL SJ), a Johannesburg and AIM listed Africa pure 
exploration and appraisal play with a market cap of 
£23 mm. The Company holds high impact exploration 
acreage in the DRC and also in Nigeria, both adjacent 
to previous regional discoveries holding a combined 55 
mmbbl working interest risked prospective resources. 

The Company’s strategy is focused on leveraging off its 
African credentials through local partnerships to secure 
first mover advantage into partially de-risked prospec-
tive acreage targeting assets under attractive acquisi-
tion metrics. The Company benefits from a free carry 
by operating partner TOTAL through to FID (March 
2014) on its Democratic Republic of Congo licence for a 
likely gross US$100 mm accelerated work programme 
spend. This, together with a cash generative route in 
Nigeria within two years following licence ratification 
from government, provides a floor valuation with near 
term upside and newsflow.   

We advance a target price of £0.06 per share risked 
(£0.11 per share unrisked) and a Speculative Buy 
recommendation where investors benefit from ap-
proximately 100% upside to current trading levels and 
where governmental approval of the Company’s Nige-
rian assets could help unlock development. Our target 
price is predicted on the assumption that the Company 
receives ratification of its assets in Nigeria.

Investment Summary 
We initiate coverage with a target price of £0.06 per 
share in line with our risked NAV and Speculative 
Buy recommendation that considers a US$100 mm 
gross work programme carry from TOTAL in the DRC 
together with a DCF valuation for the Company’s two 
near-term development assets in Nigeria. Our target 
price is predicted on the assumption that the Company 
receives ratification of its assets in Nigeria. As an Africa 
led E&P Company, SacOil has experienced a rapid and 
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SacOil Holding Asset Base
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Investment Thesis
Opportunities Considerations
- Opportunity to gain access to a world class resource play under the operatorship 

of a strong partner in the DRC that presents little valuation downside given the 
work programme carry to FID

- In light of the current capital markets environment the ability for the Company to 
fund its forward work programme in Nigeria to first oil and that of its partners 
could be seen as an overhang given a cash position of less than US$1.5 mm and 
remaining SEDA facility of c.US$19 mm

- The presence of TOTAL in Uganda offers a route to commercialization of any 
material discovery in Block III and carries a total contingent net payment of 
US$54 mm to SacOil on declaration of commerciality and first oil. TOTAL has 
three years from March 2011 to reach FID

- Given historical delays and increased capital programmes that have occurred in 
Nigeria, investors could see the Company seek additional funding in the mid to 
longer term prior to receiving any cash from the Company’s Nigerian assets

- Potential to upgrade contingent resources into 2P reserves on licence ratification 
from Nigerian government 

- Sign off for the Company’s Nigerian assets remains pending with no certainty 
that this is forthcoming immediately (although the Company anticipates this to 
occur in the coming months)

- Line of sight to near term production from OPL281 with established infrastructure 
nearby (25 km to Forcados terminal) could see the company benefit from early 
well test cashflow

- While the previous unrest in the Niger Delta is supressed for now unrest or 
political instability could pose operating difficulties for the Company going forward 
given location of the assets

- Potential to access additional value accreative Africa opportunities given African 
credentials

Source: FirstEnergy Capital

Source: SacOil Holding

Source: FirstEnergy Capital

transformational path from a chemi-
cal manufacturing Company into an 
upstream business that has secured 
interests in acreage in the DRC. The 
asset base was extended through a JV 
agreement for Nigerian onshore and 
offshore licences OPL233 and OPL281 
in late December 2010 and March 2011 
respectively, that are both currently 
awaiting ratification and could possi-
bly close before year end.  

Attractive Acquisition Metrics - An 
African centric management team 
provides a first mover advantage and 
ability to access value accretive deal 
metrics in Africa, underpinned by ap-
proximately US$1 bbl acquisition cost 
for its onshore and offshore licences 
OPL233 and OPL281, that compares 
favourably against other recent Nige-
rian onshore acquisition metrics.  

Playing Albert Rift Basin for Free - A JV for an accel-
erated work programme in the DRC by TOTAL offers 
SacOil carry through for the exploration and appraisal 
programme that is expected to see a minimum gross 
spend of US$100 mm, exceeding the budgeted pro-
gramme over the next 12 months of US$30 mm. 

Valuation Underpinned by FID Free Carry - Our 
target price is derived from the Company’s work pro-
gramme carry in the DRC equating to approximately 2 
pence per share broadly supporting the current share 
price, while the Company’s two Nigerian assets con-
tributing 5 pence per share risked are not priced in at 
current trading levels.

Near Term Monetization - SacOil offers investors a line 
of sight to production within two years in Nigeria ben-
efitting from proximity to existing infrastructure and 
existing discoveries on its OPL233 asset which benefits 
from good quality oil (32 API) and proximity to the 600 
mmbbl Apoi field operated by Chevron (CVX US). 

Share Price Performance - Licence Ratification  
Offers Re-rating Potential
The Company’s share price has underperformed com-
pared with regional peers and market indices which we 
attribute to pending ratification and closure expectation 
for its Nigerian licences. The lack of material catalysts 
in the story has somewhat led to share price drift with 
only a daily average of 2.1 mm and 648,000 shares over 
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Block Country Phase (%)
Chance of 
Success

Low 
(mmboe)

Best 
(mmboe)

High 
(mmboe)

OPL 233 Nigeria Oil/Liquids 20 40% 2.60 3.80 5.20
OPL 281 Nigeria Oil/Liquids 20 60% 12.76 19.84 29.04
DRC DRC Oil/Liquids 12.5 21% 8.88 17.83 43.55
DRC DRC Gas 12.5 21% 6.78 13.44 25.34

TOTAL 31.0 54.9 103.1

Source: SacOil Holdings, TRACS and Bayphase

a three month period traded in Johannesburg (primary 
listing) and London respectively. However, we expect 
a run up in the share price on closure/ratification of the 
Company’s Nigerian acquisition and commencement 
of respective work programmes on both OPL233 and 
seismic acquisition in the DRC. 

Assets - Surrounded by Existing 
Discoveries
The Company operates in two principal Sub Saharan 
jurisdictions, Democratic Republic of Congo (DRC) and 
Nigeria where in the latter jurisdiction it has two assets. 
In the DRC, SacOil along with DIG Group has secured 
an 18.34% working interest in Block III (12.5% net to 
SacOil). SacOil benefits from a carry through FID that 
will include an exploration and appraisal programme 
up to the point of declaring an investment decision. 
SacOil operates in the country through its local subsid-
iary Semliki. Block III DRC is located along the Western 
branch of the East Africa Rift within the Albertine Gra-
ben and encompasses two basins, to the north Lake Al-
bert Basin and to the south Semliki Basin. The partners 
will be targeting two plays similar to discovered plays 
in Uganda. The block ownership structure is presented 
in Appendix B.

The Company’s Independent Audited 
Prospective Resources undertaken by 
TRACS is presented herein highlight-
ing a best case unrisked resources of 
c.55 mmboe (WI). However, we note 
that this does not reflect prospectiv-
ity from two deeper prospects that are 
anticipated on OPL281 which could 
represent further upside. 

Block III DRC - Carried Through 
High Impact Exploration 
Through the Company’s subsidiary 
Semliki Energy, SacOil holds a net 
12.5% interest in Block III, DRC, located 
to the west of Block III Uganda. The 
area straddles both the Lake Albert 

Basin in the north and the Semliki Basins to the south. 
The Company’s DRC block contains no seismic or well 
data and much of the geological understanding origi-
nates from analogues on the Ugandan side where an 
abundance of seismic, gravity and magnetic well data 
is available. A sample of the early wells highlights the 
depth of the wells from north to south and east to west. 
In 1Q11, TOTAL, farmed into the block, acquiring 60% 
interest from Semliki’s 85% interest for a consideration 
of US$15 mm bonus that included US$6 mm back costs 
and a further net payment of US$54 mm on both Final 
Investment Decision (FID) and first production. TO-
TAL’s interest in the block now stands at 66.6%. The 
DRC government has a 15% equity interest back-in. An 
independent resource report undertaken by Bayphase 
in early 2011 highlighted an unrisked STOIIP best esti-
mate prospective resource potential of 1.52 bnbbl with 
a 1 in 5 geological chance of success.

Acquisition of the gravity survey map in September 
2012 could highlight that sediment thickness is suffi-
cient for the presence of source rocks, drawing similari-
ties to the northern part of the acreage with Uganda. 
The independent CPR report highlights that of the 
wells drilled in the Albert Basin, Uganda, the Turaco 
discovery wells are the most significant, located only 
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Albert Basin Well History (Uganda)

Source: FirstEnergy Capital/SacOil Holding

Well Name Type Block Spud Date Depth (metres) Result
Kingfisher-1 Exploration 3A Aug-06 2,290 Oil Discovery
Mputa-1 Exploration 2 Dec-05 1,186 Oil Discovery
Mputa-2 Appraisal 2 May-06 1,344 Oil
Mputa-3 Appraisal 2 Aug-07 973 Oil
Nzizi-1 Exploration 2 Oct-06 Shallow Oil Shows, Untested
Nzizi-2 Appraisal 2 June/July 2007 950 Oil and Gas Discovery
Turaco-1 Exploration 3 2002 2,487 Oil and Gas Shows
Turaco-2 Appraisal 3 2003 2,500 Oil and Gas Shows
Turaco-3 Appraisal 3 2004 2,850 Gas Discovery (Noncommercial)
Waraga-1 Exploration 2 Mar-06 2,010 Oil Discovery

Aeromagnetic Surveys Over Albertine Graben

Source: Ministry of Energy Uganda

possible cap rocks and traps as observed from geological and geophysical 
data. 

 
2.6 Aeromagnetic surveys of 1983, gravity/magnetic surveys of 1991-todate as 

well as the seismic surveys of 1998 and 2001 in Exploration Area 3 (Figure 2) 
have revealed sediment thicknesses that are sufficient for the maturation of 
source rocks.  Presence and maturation of source rocks can also be inferred 
from these oil seeps. 

1 
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Figure 2. Bouguer Gravity Anomaly and Depth models in Exploration Areas 1,2 
&3 modeled using GM-SyS software 

 
2.7 Considering, therefore, that Uganda: 

 
i. has the petroleum potential mentioned above; 
ii. imports petroleum products worth US $160m (2001 figures) which 

account for 40% of export earnings and more than 12 % of GDP and the 
consumption rate is 5% per annum; and 

iii. is transit route for the products to Rwanda and Burundi,  which countries 
themselves do not produce oil, 

iv. although D.R.C produces oil, eastern parts are supplied through 
Uganda;  

 
 there is ample justification for a serious and systematic search for petroleum 
in the country and in the region. 
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Figure 5. The Albertine Graben 
 

3.14 1992:  Gravity surveys on Lake Albert by Universities of Columbia, 
Leeds, Lubumbashi and PEPD provide important data in L. 
Albert Basin. 

 
3.15 1993:  Fina Exploration Uganda b.v. License expires; the company 

does not renew. 
 

3.16 1993:  Petroleum (Exploration & Production) (Conduct of 
Exploration Operations) Regulations come into force. 

 

 8

10 km from Block III. The independent report raises 
the question of whether sufficient source rocks have 
been deposited to generate commercial hydrocarbons. 
From data published by Tullow, the top of the oil 
window is at 2,600 m, which should indicate that Block 
III has sufficient sedimentary thickness to allow for oil 
generation. Additionally, hydrocarbons can migrate 

from elsewhere from the deeper parts of the Albertine 
Graben into Block III. There is further concern on the 
presence of CO2 that was identified in the Turaco-3 well 
adjacent to Block III that amounted to a 80-90% compo-
nent of CO2, highlighting commerciality issues on the 
discovery. However we note that given the extensive 
exploration work in the country, the presence of CO2 
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DRC Assets & Current Regional Discoveries

Source: ICG

was encountered in that region of Uganda only.
The PSC was ratified in 2007 with work programmes 
structured around five exploration phases with a 
licence duration until 2035. In 2012 the Company 
secured presidential approval for a farm-down of 60% 
interest to TOTAL. The minimum work commitment 
comprises of seismic acquisition and an estimated two 
exploration wells for the current phase. The estimated 
expenditure for this programme is US$70 mm to FID. 
However, we consider that with an initial work pro-
gramme of gravity and seismic acquisition programme 
underway estimated at US$30 mm, we anticipate that 
the spend will be much more and we estimate that 
for the purposes of the valuation, the spend could be 
closer to US$100 mm. Furthermore, under the farm-in 
to TOTAL, the supermajor has three years from March 
2011 to reach FID on the block. SacOil is only required 
to contribute to funding on the block from FID.

The discovery map herein highlights the estimated 
sediment thickness deepening to the south and from 
east to west. A recent gravity area magnetic survey 
completed in September highlighted the potential for 

similarities to Uganda. Of note TOTAL operates Block 
1 in Uganda and we consider that SacOil will benefit 
from TOTAL’s regional expertise that is directly appli-
cable to DRC.

Nigeria - Monetizing Contingent Resources  
SacOil has maintained a presence in Nigeria since late 
2010 when it successfully executed the first of two 
farm-in agreements in offshore licence OPL233 later 
added to by an interest in onshore asset OPL281. In 
both of these farm-in agreements the Company formed 
a JV with private entity Energy Equity Resources 
(EER). The Company’s intent is to focus on appraisal 
and development activities on onshore Block OPL281. 
SacOil operates in the country along with indigenous 
partners Nigdel (OPL233) and Transcorp (OPL 281). 

The Company’s interest in seeking developed and un-
developed assets in Nigeria is underscored by Nigeria’s 
relatively low development costs, access to existing 
infrastructure, presenting a fast time to monetization 
and at realized prices trading close to Brent, if not 
commanding a premium. Interest levels in the region 
have been bolstered by the recent entry of Heritage Oil 

Oil Companies: TOTAL, SacOil, Cohydro

Oil Companies: Soco, 
Dominion Congo Ltd, Cohydro
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Albert Graben Discoveries and Depth

Source: Ministry of Energy Uganda

Nigeria Assets

Source: SacOil Holdings
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EA3D 

EA1 

EA5B 

EA3C 

EA3B 

EA4A 

EA4B 

EA4C 

EA2 

EA3A 

L. Victoria 

L. George 

EA4D 

SOUTH 
SUDAN 

D.R. CONGO 

UGANDA 

TANZANIA 

KAMPALA 

RWANDA 

 EA1 PAKWACH BASIN 
• Size 3058 sq.km 
• Licensed to TOTAL E&P Uganda B.V 

(Operator), Tullow Uganda Ltd, and 
CNOOC Uganda Ltd.  

 PAARA DISCOVERY AREA 
• Size 598 sq.km 
• Licensed to TOTAL E&P Uganda B.V 

(Operator), Tullow Uganda Ltd, and 
CNOOC Uganda Ltd. 

• Six Discoveries; Ngiri, Jobi, Rii, Jobi-
East, Mpyo and Gunya in this area 
under appraisal. 

BULIISA DISCOVERY AREA 
• Size 427 sq.km 
• Licensed toTullow Uganda Operation 

Pty Ltd (Operator), CNOOC Uganda Ltd 
and TOTAL E&P Uganda B.V. 

• Six discoveries; Ngege, Kasamene, 
Kigogole, Wairindi, Ngara and Nsoga in 
this area under appraisal.  

KAISO-TONYA DISCOVERY AREA 
• Size 1100 sq.km 
• Licensed to Tullow Uganda Operations 

Pty Ltd (Operator), CNOOC Uganda Ltd 
and TOTAL E&P Uganda B.V before 
definition of Production Area. 

• Four discoveries; Mputa, Nzizi, Ngassa 
and Waraga in this area under 
appraisal.  

KINGFISHER DISCOVERY AREA 
• Size 344 sq.km 
• Licensed to CNOOC Uganda Ltd 

(Operator), Tullow Uganda Ltd, and TOTAL 
E&P Uganda. 

KANYWATABA PROSPECT AREA 
• Size 171 sq.km 
• Licensed to CNOOC Uganda Ltd 

(Operator), Tullow Uganda Ltd, and TOTAL 
E&P Uganda B.V. 

EA4B LAKES EDWARD/GEORGE BASIN 
• Size 510 sq.km 
• Licensed to Dominion Petroleum Ltd. 

EA5A 

(HOIL LN/HOC CN) on OML30 and the recent 
listing of Eland Oil and Gas (ELA LN) on the AIM 
market that recently acquired OML40, another of 
Shell’s divested assets.

Offshore Licence OPL233 - Material Resource 
Potential 
SacOil holds a 20% working interest in Block 
OPL233 covering an area of 126 km2 in the Niger 
Delta and in water depth of less than 30 ft. The 
block is immediately north of the 600 mmbbl Apoi 
field operated by Chevron. Formal award of the 
block is pending on the approval of the Nigerian 
government and is expected over the next six 
months. 

According to the independent TRACS report un-
dertaken in 1Q11, the block currently holds 19 mm-
boe gross contingent resources with an equivalent 
3.8 mmbbl net to SacOil. The Company will pay 
a gross US$8 mm signature bonus on the licence 
with EER repaying its 50% contribution across 
three tranches with a 25% uplift. A US$25 mm per-
formance bond on behalf of partner Nigdel payable 
to NNPC, that carries EER through their respective 
share of the performance bond. This now permits 
the licence partners to proceed with the expected 
Ocean Bottom Cable (OBC) 3D survey on licence 
ratification and it is anticipated that results from 
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OPL233 Mapped Prospects/Leads

Source: EER

the survey will yield better guidance on prospective 
resources.

Onshore Licence OPL281 - Existing Onshore  
Monetization Route
In March 2011 SacOil secured a 20% working interest 
position in OPL281 from indigenous player Transcorp. 
The licence covering an area of 138 km2 is situated in 
the Niger Delta and in close proximity to the Forca-
dos terminal (c. 25 km). Historically two vertical wells 
Ekoro and Obote have been drilled in 1967 and 1970 
respectively and a TRACS independent CPR assigns 
gross unrisked contingent resources of 99.2 mmbbl with 
best case estimate of 14.5 mmbbl net to SacOil under 
the terms of the PSC. Under the farm-in terms all JV 
partners pay their respective capex share to first oil. The 
CPR did highlight some degree of uncertainty exists 
on the nature of the fluids encountered. However, the 
report distinguishes the propensity for the fluid to be oil 
rather than gas. Development scheme will resemble an 

oil facility barge mounted and two well head platforms 
and five producers across two phases drilling to 3,000 m 
to 3,200 m.

A gross signature bonus of US$24.5 mm is levied on 
the block and SacOil will pay EER’s share which will 
be reimbursed from first production with a 25% uplift. 
To date US$12.5 mm has been paid with US$12 mm re-
maining subject to licence terms. A further US$3.75 mm 
(net to SacOil) will be paid to indigenous partner Trans-
corp on conversion to an OML together with a gross 
payment of US$5 mm on first production. Transcorp is 
the designated operator of the block and is expected to 
pay 60% of its share of the capex. The minimum work 
programme for phase 1 is likely to comprise of US$15 
mm programme of 3D seismic reprocessing and one 
appraisal well commitment in addition to an extended 
well test that will generate early cash flow. However, 
this is likely to be clarified on licence ratification.
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OPL281 Mapped Prospects/Leads

Source: SacOil Holdings

Acquisition Metrics Underpin  
African Junior Credentials
In a comparison of acquisition metrics for 
regional players we highlight SacOil’s ability 
to leverage off its African credentials to secure 
first mover entry to acreage. This is highlighted 
against a comparison with established regional 
players comparing favourably for SacOil, that 
on licence approval will have secured its Nige-
rian assets for the equivalent of US$1.15/bbl and 
US$1.05/bbl for onshore and near shore acre-
age respectively. Of note Heritage Oil secured 
its Nigerian OML30 interests for US$2.5 bbl on 
the basis of Heritage’s most recent CPR, while 
Eland Oil & Gas (ELA LN) secured their interests 

Onshore/Offshore Acquisition Metrics

Source: FirstEnergy Capital, Oando Energy
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in OML40 for an equivalent US$ 2.2/bbl based on 2P 
reserves. Although we recognise the resource scale is a 
determinant factor that is likely to increase the com-
petitiveness for such assets.

With the corporate focus remaining on first oil from 
offshore OPL233 overall group working interest pro-

duction is expected to commence in the first year at 
slightly less than 2,000 bbl/d before OPL281 comes on 
line bringing total production to short of 8,000 bbl/d in 
2014. Production on OPL281 is likely to be supported 
by water drive. These production output estimates are 
subject to a timely licence ratification.
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2012-2014 Indicative Newsflow

Source: SacOil Holding

Anticipated Production Profile (OPL281/OPL233)
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Newsflow - Work Programme 
Progress Across Multi Jurisdictions
 
Newsflow will be primarily driven by progress pri-
marily in Nigeria where the Company plans an Ocean 
Bottom Cable (OBC) 3D seismic survey on Block 
OPL233 commencing in 4Q12 that will be acquired 
over specific zones to better quantify resource sizes. In 
the DRC operator TOTAL has completed an aero grav-
ity survey undertaken over the entire block that will be 
followed up with additional 2D seismic in the coming 
months. We consider that the most important catalyst 
in the near term will be ratification of both OPL233 and 
OPL281 in the coming months and certainly before 
2012 year-end. We also note that with an impending 
timeline to FID for TOTAL in DRC, this could lead to 
an accelerated exploration timeline that would include 

possible exploration well catalysts. We expect a 2D seis-
mic programme to commence at the start of the next 
weather window anticipated for the start of December 
2012 with results expected during 1Q13.

Financial Position
The Company’s current cash position is less than 
US$1.5 mm. Given the free carry to FID on the Com-
pany’s DRC assets, the current work programme com-
mitments will be solely for Nigeria. This will include 
the Ocean Bottom Cable 3D seismic survey on OPL233. 
Future capex spend will depend on ratification of the 
Company’s two Nigerian licences costing an estimated 
US$10 mm of which EER is liable for 50% of the cost 
and in which indigenous partner, Nigdel, is also car-
ried. The total contingent work programme net capex 
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for the year is guided at US$15 mm. With a free carry to 
FID by TOTAL in the DRC, SacOil will incur no capital 
exposure on this asset.

We expect that once the work programme commences 
on the Nigerian assets, this could serve to release 
US$10 mm collateral associated with the US$25 mm 
performance bond issued by ECO Bank Nigeria. SacOil 
has carried EER’s share of acquisition costs on both 
OPL281 and OPL231 until such times as EER secures 
sufficient funding that we expect to occur prior to year 
end. 

We have assumed in our model that while the Com-
pany remains sufficiently capitalized to cover on-going 
general expenditure, this does not permit sufficient 
capital for the current work programme, development 
to first oil or for additional capital for new ventures. 
Thus we have assumed that the Company will need to 
either farm-down its interests in Nigeria or access to 
capital markets or in the very least to maintain its cur-
rent G&A. 

SacOil currently has an outstanding debt of US$10 mm 
inclusive of costs which needs to be repaid by year-end 
2012 necessitating farm-down, refinancing or drawn 
down on SEDA facility. The Company is owed US$15 
mm by Energy Equity Resources (EER) its partner on 
both its Nigerian assets. We note that the failure of EER 
to either meet its obligation of interest payments on the 
loan or failure to meet its share of capex expenditure 
could result in SacOil acquiring EER’s interest but also 
bring higher capital exposure. US$15 mm owed by EER 
is a combination of signature bonuses funded by SacOil 
under the Nigerian acquisitions and collateral associ-
ated with the work programme performance bond. We 
expect that with first oil signature bonus monies will be 
repaid while collateral plus costs will be paid back to 
SacOil on licence ratification and progressing the work 
programme.

The Company also benefits from a US$25 mm (£16 
mm) Standby Equity Distribution Agreement (SEDA) 

facility that is available for a period of three years from 
October 2011 allowing for the issue of a maximum of 
339.4 mm shares. To date a total of US$5.7 mm has been 
drawn down with approximately US$19 mm remain-
ing facility. 

Financing History
Over the past five years the Company has undertaken 
a recapitalization with the Encha group that has since 
become a principal shareholder with 25.7% holding 
and has also received proceeds of R75 mm undertaken 
at a price of 67 cents from Timtex Investments. 

The Company has also drawn down on its SEDA facil-
ity in December 2011, issuing 14.3 mm shares at R0.44 
per share for proceeds of R6.3 mm that was used to 
repay short term debt. This was further supplemented 
in 1H12 through a series of raises generating gross 
proceeds of US$5 mm through the issue of almost 100 
mm shares. We estimate the remaining SEDA facil-
ity available to the Company is estimated to stand at 
US$19.3 mm through a maximum available share issue 
of 242 mm shares.

Valuation - What’s in the Sac for 
Free?
We have approached our valuation from consider-
ation of individual asset modelling based on the latest 
volumetrics from the CPR utilizing P50 contingent 
resources estimates and assumed production profiles 
advanced in the independent CPR. Given the early 
stage nature of the DRC exploration acreage, we have 
determined the value contribution from the DRC block 
under the terms of the farm-in transaction with an 
assumed expenditure of US$100 mm representing in 
excess of the US$70 mm minimum spend.

Our risked NAV valuation yielded £0.06 per share  
based on consideration of the work programme carry 

Date Shares (mm) Price R
Proceeds 
R (mm)

Proceeds 
(US$)

Remaining 
SEDA (US$) 

Dec-11 14.3 0.44 6.29 0.80 24.2
Jan-12 11.1 0.45 5.00 0.64 23.6
Feb-12 10.9 0.44 4.80 0.61 22.9
Mar-12 29.3 0.43 12.60 1.61 21.3
Apr-12 32.1 0.49 15.75 2.01 19.3

TOTALS 97.74 44.43 5.68

SEDA Facility Draw Down

Source: FirstEnergy Capital
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Source: FirstEnergy Capital

Asset Valuation
Unrisked 

(US$ mm)
EMV 

(US$ mm) £/Share % Total

Net Cash 5 5 0.00 6.8%
G&A -4 -4 0.00 -5.5%
Total Core NAV 1 1 0.00 1.4%

OPL281 - Nigeria 54.8 32.7 0.03 0.49 49.3%
OPL233 - Nigeria 46.8 18.5 0.02 0.28 27.8%
Block III - DRC 14.3 14.3 0.01 0.22 21.5%
Total Risked Exploration 116 65 0.06 98.6%
Total NAV 117 66 0.06 100.0%
Unrisked NAV 0.10

P/Core NAV N/A
P/NAV 55.0%
P/Unrisked NAV 31.3%

NAV Table

Source: FirstEnergy Capital and Company Reports

Block Country (%)
Chance of 
Success

Gross 
Unrisked 
(mmboe)

Gross 
Unrisked 
(mmboe)

Risked WI 
Resources 
(mmboe)

OPL233 Nigeria 20 40% 19.0 7.6 1.5
OPL281 Nigeria 20 60% 99.2 59.5 11.9
Block III DRC 12.5 21% 679.3 142.6 17.8

TOTAL 797.5 209.8 31.3

in the DRC along with a DCF approach 
for the Company’s Nigerian assets that 
could be unlocked on transaction clo-
sure. It is clear that at current trading 
levels the share price reflects net cash 
and work programme carry to FID by 
TOTAL in DRC with neglible value 
attributed to the near-term Nigerian as-
sets. Admittedly, some milestones still 
need to be reached, specifically closure 
of the Company’s acquisition of two 
Nigerian licences and adequate fund-
ing in place to get to first oil. Our target 
price of £0.06 per share is line with our 
risked NAV and our Speculative Buy 
recommendation reflects financing 
overhang and funding requirements for future 
work programmes in Nigeria. Furthermore, 
we highlight that our target price is predicted 
on the assumption that the Company receives 
ratification of its assets in Nigeria.

Valuation Assumptions
 � Our discount rate considers a 15% discount 

rate for Nigeria onshore and near onshore 
while we use 18% for DRC reflecting the 
level of investment risk given the rela-
tive geopolitical stability of the respective 
countries.

 � We have assumed a 3% premium to Brent 
prices for oil produced from the Company’s 
Nigerian assets based on the likely oil qual-
ity.

 � Opex charges for OPL233 and OPL281 are 
each US$2 per bbl (fixed annual c.US$22 
mm). While gross development capex is 
estimated at US$222 mm for OPL281 and 
c.US$190 mm for OPL233 based on P50 
resources.

 � We have assumed a gas flaring charge of 
US$0.2 per mcf for any associated gas.

 � We have valued the Company’s DRC inter-
est the implied value of at the likely spend 

Nigeria OPL233 Nigeria OPL281 DRC Block III
Contract Type PSC PSC PSC
Royalty 20% 20% 12.50%
Cost Recovery Limit 80% 80% 60%
Profit Sharing 70% to 25% 70% to 25% 60% to 40%
Petroleum Profit Tax 65.8% to 85% 65.8% to 85% -
Education Tax/ITA/NDDC/Excise 2%/5%/3%/5% 2%/5%/3%/5% -

Source:FirstEnergy Capital

Source: SacOil/Independent Auditor and FirstEnergy Capital
to FID and not employed any DCF valuation 
given the early stage nature of the acreage.

 � We have included two years of G&A given the non-
op and where the Company is at an early develop-
ment stage. 

 � We have utilized resource estimates as outlined in 
the Company’s CPR.

Fiscal Terms
The key fiscal parameters are outlined herein. We also 
note that under an early oil scheme on both OPL233 
and OPL281 both licences benefit from relaxation of 
fiscal terms on the proviso that production does not 
exceed more than 2,500 bbl/d over a six month period. 
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Principal Shareholders Interest
Encha Group and Associates 24.89%
Public Investment Corporation 17.27%
Metropolitan Asset Managers 9.94%
Peregrine Equities 4.58%
Investec Private Bank (SA Institutional Investors) 3.00%
Management 2.27%
Note: As of August 17,2012
Source: SacOil Holding

In Nigeria the Company benefits from a five year tax 
holiday under reduced rates of 65.7% compared with 
85% post five years. Both OPL281 and OPL233 fall 
under the 1990 Petroleum Act.

Principal Shareholders and Capital 
Structure
 
The number of shares in issue is 918.3 mm with the 
number of options standing at 51.82 mm shares issued 
to management at an average price of 72.1 cents per 
share representing almost 6% of the outstanding issued 
shares. South African black empowerment group En-
cha is the largest shareholder having vended Block III 
into the Company back in late 2007.

II previously belonging to Tullow (TLW LN) and 
Heritage Oil that were assigned to BVI companies 
Foxwelp and Caprikat presents an obvious question 
of title of assets, however, the presence of TOTAL 
offers some degree of protection and on commerci-
ality offers a route to monetization for the DRC gov-
ernment. It’s fair to say that given the jurisdictions 
where the Company operates, investment profile 
leans towards the higher end of the risk spectrum, 
although we note that SacOil’s African manage-
ment, to an extent, serves to mitigate this. These 
issues were again highlighted with the claim by 
Identiguard that sought payment of US$2 mm that 
was later dismissed, underscoring the effectiveness 
of the courts. While in Nigeria title risk is less of a 
concern, the threat of further unrest in the Niger 
Delta remains. Licence closure in Nigeria is antici-
pated in the coming months however if ratification 
does not materialize the Company has entitlement 
to receive previous signature bonus monies.

 � Financing Overhang - The most obvious risk to the 
Company is financing overhang and its ability to 
fund the forward work programme on its Nigerian 
assets (assuming Nigerian ratification of the as-
sets), necessitating the Company to access its SEDA 
facility at current trading levels and thereby incur-
ring significant dilution. However, capital exposure 
could be mitigated in the event that the Company 
elects to farm-down its interest positions between 
its two Nigerian assets.

 � Asset Quality Risk - The uncertainty of a potential 
gas accumulations on either OPL233 or OPL281 
could drive up both opex and capex for the opera-
tion thereby impacting project economics, however 
recent log analysis has shown this not to be the 
case with evaluation indicating the asset to be more 
likely oil than gas. Furthermore, the lack of data 
on Block III and geological differences across the 
Semliki Basin highlight the frontier exploration risk 
present. 

 � Fiscal Risk - We perceive fiscal risk to rank among 
the lower end of the risk spectrum given that these 
are marginal fields and SacOil is partnered with 
indigenous players for which the upcoming Petro-
leum Industry Bill (PIB) is aimed at encouraging. 
Nevertheless, the risk of a change in fiscal terms 
from the PIB introduction still exists. 

 � Nigerian Networks - Without high level rela-
tionships early stage entrants into Nigeria have 
typically faced difficulties in executing on work 
programmes and securing licences. However, in-
digenous partners Transcorp and Nigdel may help 

Risks & Mitigants 
We have attempted to capture some of the risks that the 
Company may encounter over the coming months and 
years as it matures its assets as well as outlining some 
of the mitigants.  

 � JV Partner Capitalization Risks - Providing cost 
carry to JV partners in part or completely through 
exploration phase could expose SacOil to some 
degree of default should the entity fail to secure the 
necessary funds to meet its share of development 
however we note that failure to meet costs could 
result in Sac securing a larger share of the asset but 
equally greater funding requirements.

 � Operating Risks - We highlight whether both 
Transcorp and Nigdel have the relevant operat-
ing experience to see the assets through to first oil 
given that operatorships have historically been the 
domain of non-indigenous players. Concerns on 
meeting stipulated Nigerian local content direc-
tives should be mitigated through partnership with 
indigenous vehicles. 

 � Asset Title Issues - While we consider SacOil to be 
less exposed to title issue given the strength of their 
African relationships, we note that title of licence 
is an obvious issue in the DRC. Block I and Block 
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to mitigate potential issues; that said SacOil have 
yet to secure ratification of licence OPL233 and 
OPL281 that has been pending since early 2011. 

 

Management Team
Over the last 12 months SacOil has progressively 
strengthened technical and operational personnel 
drawing on previous capital markets experience. We 
expect that process to continue over the coming months 
with the possible appointment of a CFO.

Robin Vela - Chief Executive Officer
Robin is the founding CEO of SacOil and is a profes-
sionally qualified and experienced Investment Execu-
tive as well as a UK qualified Chartered Accountant 
and Fellow of the UK Chartered Securities Institute. 
Robin is also an appointed consultant to the World 
Bank and IFC. Robin has a track record of leading and 
closing corporate and investment related transactions 
in SADC and the City of London and graduated with 
an honours degree in Economics and Accounting from 
Bristol University.

Bradley Robert Cerff - Vice President Operations 
Bradley has over 15 years’ experience in the industry. 
Bradley joined SacOil from PetroSA where he held 
the position of Regional Manager for East and West 
Africa. He was responsible for upstream assets and 
business development in East and West Africa as well 
as maintaining and developing a sustainable portfolio 
of exploration and production assets in West Africa. 
Bradley has experience in executing work programs 
and budgets associated with upstream exploration as-
sets in East and West Africa. He also has experience in 
identifying, evaluating and closing upstream explora-
tion business development opportunities. Bradley has 
a Masters Degrees in Science and Business Administra-
tion focused on FDI in the African oil and gas indus-
tries. He is also a member of the SPE.

Jordaan Fouche - Vice President Technical and 
New Business
Jordaan holds an honours degree in Geology and an 
MBA, both from the University of Stellenbosch. He 
has over 25 years’ experience in the O&G industry 
primarily as an investor in O&G companies and as-
sets. Jordaan developed his operational and technical 
skills set as a geophysicist at SOEKOR/PetroSA, where 
he was a Project Leader and International Portfolio 
Manager and was extensively involved in both techni-

cal and commercial work, including seismic acquisi-
tion and interpretation and the commercial analysis of 
O&G reservoirs. Jordaan was a founding member of 
the Earth Resource Investment Group, a leading and 
award winning energy resource investment fund. Prior 
to that, he spent time as an Investment Analyst at Cra-
ton Capital and a Senior Project Manager at Industrial 
Development Corporation, a South African develop-
ment finance institution.

Willem de Meyer - Vice President Commercial 
Willem holds a B.Sc (Hons) degree in Geophysics at the 
University of Pretoria and a M.Com degree in Mineral 
Economics at the Rand Afrikaans University. His 25 
years of technical and operational experience in the 
O&G industry with PetroSA, the National Oil Com-
pany of South Africa, and SOEKOR, which he joined 
in 1982 and subsequently became part of PetroSA. 
Roles have included General Manager of E&P, Vice 
President of New Business and Chief Economist. He is 
a member of the South African Geophysical Associa-
tion and registered as a Professional Natural Scientist 
with the South African Council for Natural Scientific 
Professions. Willem will, on a part time basis, retain his 
responsibilities as an Investment Analyst to the Earth 
Resource Investment Group.

Richard Linnell - Non-Executive Director 
Richard is an experienced geologist, who has worked 
with various companies which now form part of the 
BHP Billiton (SA) Group, culminating in running the 
Samancor manganese operations and Billiton’s explora-
tion and development activities in South Africa. Rich-
ard is a former non-executive director of BHP Billiton 
(SA) Limited and is Chairman of Coal of Africa Lim-
ited. Richard is also Chairman of Independent Power 
South Africa.

Colin Bird - Non-Executive Director 
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 UK and South 
Africa. In the past Colin was Technical and Operations 
Director of Costain Mining, which involved responsi-
bility for operations in Argentina, Venezuela and Spain. 
In addition, Colin has been involved in the manage-
ment of nickel, copper, gold and other diverse mineral 
operations. Colin has founded and floated several 
public companies in the resource sector and served on 
resource company boards in UK, Canada and South 
Africa. Colin was also appointed to Executive Direc-
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tor in October 2010 and then back to Non-Executive in 
October 2011.

John Bentley - Non-Executive Director  
John has over 40 years’ experience in the natural 
resources sector. He was Managing Director of Gen-
core’s Brazilian mining company, Sao Bento Mineracao, 
from 1988 to 1993 when he became Chief Executive of 
Engen’s Exploration & Production division. In 1996 he 
was instrumental in floating Energy Africa Ltd on the 
Johannesburg stock exchange and became Chief Execu-
tive for the following five years, building it into one 
of the leading African independent oil and gas com-
panies. More recently John was Executive Chairman 
of FirstAfrica Oil Plc. and a Non-Executive Director 
of Adastra Minerals Ltd. He currently serves on the 
board of a number of resource companies including as 
Chairman of Faroe Petroleum Plc., Chairman of Scot-
gold Resources Ltd, Deputy Chairman of Wentworth 
Resources Ltd and Non-Executive Director of Resaca 
Exploitation Inc. and Kea Petroleum Plc. John holds a 
degree in Metallurgy from Brunel University.

Bill Guest - Non-Executive Director  
Bill has over 35 years of international exploration 
and production experience within the oil industry, in 
technical business development and senior manage-
ment functions. He has 14 years’ experience as a main 
board Director of London listed oil and gas exploration 
and production companies with front line involvement 
in corporate and strategic development, PR/IR and 
fundraising. Recent roles included being the Managing 
Director of Endeavour Norway and President of Gulf 
Keystone Petroleum. Currently Bill is a non-execu-
tive Director of Hurricane Exploration Plc. and Matra 
Petroleum. Mr. Guest holds a BSc Honours degree in 
Geology from Leicester University, UK and is a Fellow 
of the United Kingdom Energy Institute.

Gontse Moseneke - Non-Executive Director 
Gontse Moseneke has a background in financial man-
agement and investment banking. He is part of the ex-
ecutive team at Encha Group Limited, a diversified in-
vestment 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. Gontse holds a Bachelor of 
Science degree in Statistics and Actuarial Sciences from 
the University of Cape Town, and a Diploma in Actuar-
ial Techniques from the Institute of Actuaries (London, 
United Kingdom).
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Note: Financial information reported in SAR, with the exception of stock price, 
target price and NAV.  
Source: FirstEnergy Capital

SacOil Fin&Op
Year end Feb 28, 2011a 2012e 2013e
Production (*)

Oil & Liquids bbl/d 0 0 0

Natural Gas mmcf/d 0.0 0.0 0.0

Total Production boe/d 0 0 0

Production per Share boe/Share 0.0 0.0 0.0

% N/A N/A N/A

Production per D.A. Share boe/Share 0.0 0.0 0.0
% N/A N/A N/A

Financials (*)
Cash Flow R mm -129.8 -108.7 -0.2

Cash Flow Per Share Basic -R0.17 -R0.11 R0.00

       Diluted -R0.17 -R0.11 R0.00

P/CF Basic N/A N/A N/A

       Diluted N/A N/A N/A

Earnings Rmm -89.7 -127.5 -43.0

Earnings Per Share Basic -R0.12 -R0.13 -R0.04

Diluted -R0.12 -R0.12 -R0.03

P/E Basic N/A N/A N/A

Diluted N/A N/A N/A

Capital Expenditure Rmm 1.0 0.0 0.0

Capex / Cash Flow % -0.8% 0.0% 0.0%

Exit Net Debt R mm (258.0) (253.5) (274.5)

Entry Debt/CF Years N/A N/A N/A
Market Cap. £ mm 310 420 473

Capital Structure (*)
Basic Shares (*) mm 832.0 1,132 1,274

Options mm 0.0 0 0

Warrants mm 0.0 0 0

Convertible Debentures mm 0.0 0 0

Diluted Shares mm 832.0 1,132 1,274
Fully Diluted Shares mm 844.0 1,144 1,286

Valuation (*)
Share Price Y/E £/Share 0.03 0.03 0.03

Net Asset Value £/Share 0.00 0.00 0.00
Risked NAV £/Share 0.06 0.06 0.06

DACFM x N/A N/A N/A

EV per boe/d US$/boed N/A N/A N/A

EBITDA R$mm 97 -126 -42

EV/EBITDA x 0.5 -1.32 -4.74

Cash Flow Netback US$/boed N/A N/A N/A

Pricing
Brent $US 110.92 110.40 106.77

Oil $US wellhd 113.02 107.37 96.25

Natural Gas $US wellhd N/A N/A N/A

Exchange Rate US$ / Rand $ 8.09 8.15 8.60
Exchange Rate £ / SAR 12.25 12.25 12.25
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Notes
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Appendices
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Nigeria - Discoveries & Infrastructure

Appendix A - Country Reviews: 
Nigeria & DRC 
Nigeria - Country Review 
Nigeria remains Africa’s largest oil producer with 
current production at over 2 mmbbl/d with a resource 
base of approximately 37.2 bnbbl of proven reserves 
(2010) for which the Nigerian economy is heavily 
dependent on with 99% of export revenues and 85% of 
government revenues are generated from the sector, 
according to the World Bank. 

Nigeria also has an estimated 185.4 tcf of proven natu-
ral gas reserves as of 2009 but has remained mostly 
undeveloped despite a large resource base, ranked 7th 
largest globally. Despite this, the country suffers from 
chronic power shortages and historically depressed gas 
prices which have dis-incentivized commercialization. 

Politically, Nigeria is transitioning through legisla-
tive changes aimed at assisting the commercialization 
of the gas sector through the Gas Master Plan and 
the Petroleum Industry Bill (PIB). A further objective 
of the reforms is to reduce the degree to which the 
government subsidizes the petroleum products and the 
encouragement of investment within the downstream 

Source: Wood MacKenzie

sector, although wide scale protests led to scaling back 
these reforms.

As Africa’s most populous nation with almost 150 
million people and the largest economy after South 
Africa, this oil prolific country holds the position as one 
of Africa’s largest oil producers and the tenth largest 
producer in the world. 

Discoveries were made from the 1950’s onwards and 
among the first was Shell D’Arcy’s discovery in 1956. 
This led to an influx of international oil companies 
entering the region and by the 1960’s six foreign oil 
companies had a presence in Nigeria including Elf, 
Gulf, Agip and Texaco. Its geopolitical and social prog-
ress has not met the same level of achievement. Nigeria 
played host to Africa’s largest civil war in the late 1960’s, 
has had two leaders assassinated, and there has been 
almost an equal number of failed and successful coups 
underpinned by almost three decades of military rule.

Nigeria’s accession into OPEC in 1971 was followed 
by almost two decades where few licence awards were 
made. This was due to more onerous fiscal terms, 
which were gradually relaxed towards the late 1980s. 
The early 1990s witnessed a change with the advent 
of PSA agreements and the formation of Nigerian 
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indigenous oil companies. These have met with mixed 
success, primarily due to a lack of transparency and 
the sometimes lack of financial and technical capabil-
ity of the indigenous entity to operate so that by 2000 
approximately 30 exploration licences were cancelled. 
Successive licensing rounds in 2000 and 2005 were 
equally mixed, either through a lack of interest or 
unrealistic signature bonus payments that were later 
defaulted on. The 2006 and 2007 licensing rounds 
witnessed a more integrated approach to developments 
with companies offered rights of first refusal on licence 
awards which were tied into infrastructure develop-
ments.

Of the 37 bnbbl estimated reserves at 2010 in Nigeria, 
almost three quarters of the country reserves 
are contained within the Niger Delta and 
remains one of the most prospective areas 
within Nigeria and benefits from an exten-
sive pipeline and export terminal infrastruc-
ture. Marginal field operators benefit from 
attractive fiscal terms, having no onerous 
work programme commitments, albeit with 
the expectation that the field will be brought 
on-stream in the shortest time possible. It is 
noteworthy that Nigeria produces from over 
200 fields and the majority of its production 
comes from small fields with production of 
approximately 10,000 bbl/d. However, the 
region has historically been beset by civil 
unrest, impacting production with almost 1 
mmbbl/d in lost production with output fall-
ing to less than 2 mmbbl/d and somewhat short of the 
3.2 mmbbl/d capacity during this period.
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Despite its hydrocarbon resources and its position as 
one of Africa’s principal exporters, Nigeria still needs 
to import refined products due to the condition of its 
Warri, Kaduna and Port Harcourt I & II state owned 
refineries, which run at much less than half of their 
440,000 bbl/d capacity.

In stark contrast, activity has focused little on the 
development of Nigeria’s estimated 184 tcf gas reserves 
due to low domestic prices despite some gas sales in 
the mid 1970s. The exception to this is Chevron’s Escra-
vos gas gathering project as well as the Nigeria LNG 
facility. Further LNG projects such as Brass and OK 
LNG are in development but the uncertainty 
over the new Petroleum Industry Bill may 
have an impact on project timelines. Gas is 
usually supplied to Power Holding Company 
(PHCN) and sold at low gas prices (US$0.10/ 
mcf) in contrast to US$3.00/ mcf achieved 
from industrial users, who take much smaller 
volumes. 

Adopted in February 2008, Nigeria’s Gas 
Master Plan has focused on the increased 
supply of gas for domestic use that will 
benefit the local population within the Niger 
Delta. This could see operators allocating 20% 
of their output previously destined for export. 
The intention is to gather associated gas from produc-
ing fields in three regions of the Delta before being 
routed via an extensive gas pipeline network to major 
cities and power stations. However, the capital inten-
sive nature of the project estimated at almost US$30 bn 
is raising questions not just among operators but also 
within government circles. Yet central to that strategy is 
a secure and stable Niger Delta region and the govern-
ment’s efforts to secure a peace accord underscores the 
importance of this pre-requisite step. 

The security situation has not dissuaded NOC’s from 
entering this regional space with CNOOC leading the 
push into Africa acquiring a 45% stake in Total’s Akpo 
field in 2006. This complements its interests in An-
gola, and means that CNOOC now holds the position 
as China’s largest oil supplier accounting for 18% of 
imports to China in 2008. Further interest in the region 
saw Sinopec’s acquisition of Addax in mid-2009.

An Oil Province
As a proven oil province Nigeria remains the seventh 
highest crude oil exporter within OPEC. At current 
extraction levels, Nigeria has a production equivalence 
of about 30 years in comparison to the global aggre-
gate average of 45 years. Almost half of the country’s 
oil production is exported to the United States and 
the light, sweet quality crude is a preferred gasoline 
feedstock. Consequently, disruptions to Nigerian oil 
production impacts trading patterns and refinery 
operations in North America and often affect world oil 
market prices.
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Nigeria is the fourth largest exporter of crude oil to 
the USA, yet is the second largest importer of refined 
petroleum products globally after the USA. This imbal-
ance is largely driven by the extremely limited electric-
ity supply to the national grid resulting in diesel and 
fuel oil being the main sources of energy generation for 
consumers and industry. This underinvestment in gas 
supply for domestic electricity and industrial feedstock 
has created a compelling near-term opportunity for in-
dependent development of gas production as a vital and 
lower cost energy supply to large scale energy users.

Of Nigeria’s current 36 constituent states, only nine 
are classified as oil and gas producers. The nine states 
are located in the three southern geopolitical zones 
Southwest, South-South (Niger Delta), and the South-
East. The six producing states in the South-South 
geopolitical zone Delta, Bayelsa, Rivers, Akwa Ibom, 
Cross River, and Edo accounted for 91.5 % of the gross 
oil production in 2008. The majority of oil is located in 
hundreds of sub 50 mmbbl fields. There are almost as 
many similar fields with only partial reserves disclo-
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sure, which could suggest substantial medium to long-
term upside potential. However, the major oil industry 
participants have recently become more interested in 
deepwater and ultra deepwater oil prospects off Nige-
ria’s coast. Some two-thirds of the country’s oil produc-
tion is high quality light, sweet oil favoured by many 
US and European refiners.

Deepwater
The deepwater Niger Delta has become a major con-
tributor to Nigeria’s crude production.  Nigeria’s first 
deepwater field, Abo came on stream in 2003. Abo was 
followed by the giant Bonga and Erha developments 
in 2005 and 2006, respectively. In July 2008, Chevron 
brought the Agbami field on stream, and in March 2009 
TOTAL started production from the Akpo gas con-
densate field. The next deepwater project to come on 
stream is likely to be TOTAL’s Usan field in 2012.

The foreign companies exploring and developing the 
deepwater are keen to prioritise production from this 
region for several reasons. In most deepwater fields, 
NNPC has no direct funding interest and thus most 
fields will not suffer the funding constraints seen in 
the JV operations.  Furthermore, the government take 
(tax and royalty) is lower in the deepwater than in the 
onshore and shallow water JV fields. Most deepwater 
fields are very large, which, coupled with the lower 
government take, are very attractive to foreign com-
panies, despite the large initial investment require-
ment. Also the fields’ location offshore was previously 
thought to virtually eliminate the potential for produc-
tion disruptions from sabotage, armed clashes and 
seizures of oil infrastructure. However, the militant 
armed attack on Shell’s Bonga FPSO in June 2008 dem-
onstrated that deepwater installations are vulnerable.

Gas Resources 
The country contains the world’s seventh largest gas 
reserves at 185.4 tcf of high quality gas containing 
little if any sulphur and rich in NGLs. According to 
BP statistical review of World Energy 2010, Nigeria’s 
185.4 tcf of proved gas reserves represents almost 36% 
for the entire African continent. Nigeria relies heavily 
on import of petroleum products and has the highest 
number of Independent Power Producers (IPP) glob-
ally, the majority of which use diesel as fuel source due 
to lack of available natural gas.

Petroleum Industry Bill (PIB)
The Petroleum Industry Bill (PIB) is a wide-ranging 
draft legislative document that will, if passed, have 
a very significant impact on Nigeria’s oil and gas 
business. Main objectives being separation of policy, 
regulation and commercial activities, encouraging 
transparency and value to Nigeria. The first draft PIB 
was issued in July 2008. Hearings have taken place to 
discuss the provisions of the bill, which include re-
structuring the state-owned Nigerian National Petro-
leum Corporation (NNPC) and revising the upstream 
legislative system to generate higher revenues for the 
state. The bill also provides for NNPC to be restruc-
tured into several autonomous units, including a new 
profit driven state company along similar lines to 
Brazil’s Petrobras or Malaysia’s Petronas. The new na-
tional oil company (NOC) would be able to raise funds 
via capital markets rather than relying on government 
funding. The Bill has undergone several readings in the 
legislative chambers along with versions in circulation. 
The finalised version is anticipated for 2013 but previ-
ous timelines have come and gone. 

Existing joint ventures (JVs) with IOCs would also be 
restructured, with old contracts renegotiated to impose 
much higher costs on IOCs. This would involve higher 
royalties as well as a more exacting tax framework for 
deepwater exploration and production (E&P). Accord-
ing to accountants KPMG, the bill’s proposed fiscal 
terms would increase the government’s take of revenue 
from 82% to 91%. In addition, a ‘use it or lose it’ provi-
sion is included in the bill that would force IOCs to 
return licences that are not currently producing or in 
active development to the state for reallocation to new 
investors.
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Security/Militancy
After a dramatic escalation of violence in the first 
half of 2009, the government launched an amnesty 
programme for militants in August 2009. To date the 
scheme appears to have had more success than many 
had predicted, although much of this may be attributed 
to the government’s payment of stipends to militants 
that have accepted the amnesty. Major militancy 
groups include: MEND – Movement for the Emancipa-
tion of the Niger Delta, Joint Revolutionary Council 
(JRC). 

Militancy in Nigeria is geographic with the highest 
incidents targeting expatriates in Rivers and Bayelsa 
State and to a lower degree Delta State. Also pipeline 
vandalization and crude theft occurs mostly on surface 
crude pipelines. Militancy is mitigated in most cases by 
involving the local communities in projects by offering 
semi-skilled employment. A new office has been cre-
ated for dealing with amnesty programme under the 
Presidency. Long term, security will remain an impor-
tant issue whether the amnesty programme succeeds 
or not, the key remains containment and mitigation by 
engagement with the communities and careful selec-
tion of location for operations.

State of the Economy
Nigeria has suffered from political instability, cor-
ruption, inadequate infrastructure, and poor macro-
economic management and has undertaken several 
reforms over the past decade. Nigeria’s former military 
rulers failed to diversify the economy away from its 
overdependence on the capital-intensive oil sector, 
which provides 95% of foreign exchange earnings 
and about 80% of budgetary revenues. United States 
remains Nigeria’s largest foreign investor. 

Since 2008 the government has begun showing the 
political will to implement the market-oriented reforms 
urged by the IMF, such as modernizing the banking 
system, curbing inflation by blocking excessive wage 
demands, and resolving regional disputes over the 
distribution of earnings from the oil industry. 

In 2003, the government began deregulating fuel prices, 
announced the privatization of the country’s four oil re-
fineries, and instituted the National Economic Empow-
erment Development Strategy, a domestically designed 
and run program modelled on the IMF’s Poverty 
Reduction and Growth Facility for fiscal and monetary 
management. 

In November 2005, Abuja won Paris Club approval 
for a debt-relief deal that eliminated US$18 bn of debt 
in exchange for $12 bn in payments - a total package 
worth US$30 bn of Nigeria’s total US$37 bn external 
debt. The deal requires Nigeria to be subject to strin-
gent IMF reviews. Based largely on increased oil ex-
ports and high global crude prices, GDP rose strongly 
in 2007 and 2008, and less strongly in 2009 with the 
global economic downturn. Infrastructure is the main 
impediment to growth. The government is working 
toward developing stronger public-private partner-
ships for electricity and roads. Nigeria’s socioeconomic 
development is currently being fuelled by significant 
Chinese investment in key sectors such as energy, 
financial services, manufacturing, and technology. An 
MoU signed by the Chinese in May 2010 to spend up 
to US$23 bn (€19 bn, £16 bn) to build oil refineries and 
other petroleum infrastructure in Nigeria, potentially 
strengthening its hand to secure 6 bnbbl of crude re-
serves has yet to materialize. More recently the country 
overtook Egypt to become the continent’s second larg-
est economy and with its 7% growth rate could over-
take South Africa in three years.

Country Review - Democratic Republic of Congo 
(DRC) 
Since gaining its independence in 1960 from the status 
of a Belgian colony, the country has been slow to 
emerge from decades of power struggles and civil un-
rest that has led to its onshore production being shut-in 
while offshore production continued. Similar to Ghana, 
the DRC benefits from a vast resource wealth but has 
been slow to develop and monetise this as it recovers 
from almost two decades of economic decline. The 
country suffered from a lack of policy direction until a 
democratic government was established in 2006. The 
state oil company CoHydro is involved only indirectly 
through its equity stake in projects, which may be up to 
a maximum of 20%. 

The Oil Ministry has been slow to make licence awards 
and, to a large extent, this is curtailing exploration and 
development progress in a region which has seen little 
exploration since peak activity during 1970s when 
the first commercial offshore and onshore discoveries 
were made in 1971 and 1972, respectively. The ongo-
ing regional unrest has impacted the level of foreign 
direct investment and fiscal imbalances have impacted 
the level of investment from the IMF. Most recently, 
strong commodity prices have helped contribute to the 
country’s GDP growth. However, the level of transpar-
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ency and legacy security issues still affect foreign direct 
investment and external budget assistance. 

Notwithstanding this, the country has witnessed 
several of the larger and more junior players attempt 
to secure licences over the last three years that includes 
ENI (ENI IM), SOCO International (SIA LN), Energulf 
(ENG CN), PetroSA, Tullow Oil (TLW LN), Heritage 
Oil (HOIL LN) and Dominion Petroleum all signing 
licences between 2006 and 2009. The country’s first 
production commenced from the GCO offshore in 1975 
peaking at almost 34,000 bbl/d in 1985. The DRC now 
produces approximately 25,000 bbl/d, a fraction of its 
total potential resource base. Slow progress has para-
lysed its ability to grant exploration licences.  

To compound matters, the government assigned 
the blocks held by both Tullow and Heritage to BVI 
registered companies, which is likely to even further 
delay exploration efforts. Despite this, some companies 
have achieved progress. ENI has signed an agreement 
undertaking seismic studies in the Cuvette Basin in 
the north-eastern region of the country, and UK mid-

cap independent, SOCO, secured an 85% stake in the 
onshore Nganzi Block. 

The monetisation of resources is inextricably linked 
with developments in neighbouring Uganda and the 
expropriation of existing licences by the DRC govern-
ment has raised concerns in the industry over title of 
assets. 

The majority of the production comes from offshore 
and despite extensive workovers and water injection 
facilities, the dearth of exploration activity has resulted 
in significant decline for the DRC’s production output 
highlighting a decline from 25,000 bbl/d in 2006 to less 
than 20,000 bbl/d in 2008, with consumption fluctuated 
widely. However, we note that as a Sub-Saharan region 
likely to experience above 5% GDP growth over the 
next few years, spare capacity for domestic consump-
tion will inevitably put pressure on international firms 
to step up exploration efforts. We also note that the 
DRC does not score favourably on the African gover-
nance and transparency index, which could exacerbate 
investment efforts and delays to licence awards. 
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Appendix C - SacOil Corporate Structure
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Appendix D - DRC Albertine Graben PSC Government Approved 2006-11

Black Gold in the Congo: Threat to Stability or Development Opportunity? 
Crisis Group Africa Report N°188, 11 July 2012 Page 30 
 
 

APPENDIX E 
 

CHRONOLOGY OF THE PRODUCTION SHARING CONTRACTS APPROVED  
BY THE CONGOLESE GOVERNMENT FROM 2005 TO 2012 

 
 

Region Block 2006 2007 2008 2010 2011

Albertine 
Graben  

Block 1 

PSC between 
Heritage Oil 
(39.6%), Tullow 
Oil (48.4%) and 
Cohydro (12%), 
June 2006. 

A ministerial  
decree took 
away block 1 
from Tullow Oil, 
17 October 2007. 

PSC between 
Petro SA, Divine 
Inspiration, 
(51%), H Oil 
(37%), Sud Oil 
(2%), Congo  
Petroleum and 
Gas (3%),  
Cohydro (7%), 
21 January 2008. 

PSC Caprikat-
Foxwhelp,  
May 2010.  

 

Approved by 
presidential  
decree (10/041), 
18 June 2010.  

  

Block 2   

Block 3    

PSC between 
South Africa 
Congo Oil 
(SacOil) 12.5% 
and Cohydro 
15%,  
4 December 
2007. 

  

PSC approved 
by presidential 
decree (10/042 
et 10/043),  
18 June 2010. 

Agreement  
between 
SacOil and  
Total that buys 
60% of SacOil 
shares in Block 
3.271  

Block 4          

Block 5    

PSC between 
SOCO (38.25%), 
Dominion Congo 
Ltd (46.75%) and 
Cohydro (15%), 
November 2008. 

  

PSC approved 
by presidential  
decree 

(10/044 ),  
18 June 2010. 

 

  

 

271�“Total farms-in to DRC’s block III”, Petroleum Africa, 4 March 2011. 

Source: ICG
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