
Target Price Change

VOS#1 flows oil and gas

Following this morning’s announcement that the VOS#1 well has successfully flowed oil and gas, and that the

company is therefore ‘two-for-two’ on its exploration programme, we now think it reasonably likely that the

productive geological trend extends further across its East Texas acreage. We adjust our risking accordingly,

slightly increasing our target price to 150p, and continue to see the assessed resource base having a fully

unrisked value of c. 225p/shr.

Details of the VOS#1 test: great potential, but no stabilised rate

VOS#1 encountered 107 ft net pay in the primary target, 70% above that at the

first well, VOBM#1, which reached 1,500+ boe/d on test. After the initial test

phases saw high rates of gas and 39 API oil (8,400 psi flowing pressure),

management sees c.3 mmboe ultimate recovery potential (EUR) for this well.

For reference, we have been using a 1.4 mmboe EUR per well in our numbers

to date. Subsequent testing was, however, curtailed by a mechanical

blockage, according to management, and it was not possible to attain a

stabilised flow; remedial action is being planned but we wouldn’t expect the

well to flow at unimpeded absent a re-drill.

Key catalysts: first production in relatively short order

We look for the company to outline 2016 drilling plans in the weeks ahead,

anticipating a two-rig programme to take advantage of relatively low onshore

rig rates and enabling the joint venture to capture and progressively de-risk its

acreage position. Nevertheless, execution is subject to finance. First

commercial production from VOBM#1 should occur ahead of mid-year.

Financial position: strong, with no debt and limited capital requirements

Pantheon’s two wells have each cost around $2.5m net, meaning that a

ten-well, two-rig programme has a likely capital requirement of $20-30m. We

see a variety of external funding options being available to the company and

note that were an equity route to be pursued, the quantum is small relative to

the market capitalisation of some $420m.

In this note we publish financials to 2018, covering the earliest stages of

revenue generation. Based on 1.5 kboe/d average net, post-royalty production

– three wells – we see c.£4m OpCF in FY17 (year to 30/6/17), rising to £15m

in FY18 with strong growth possible thereafter. Equivalent to the cost of nine

net wells, we believe cash flow should be sufficient to fund drilling thereafter.

At $55 oil / $2.50 gas, net OpCF stabilises at $13 per boe on revenue of

$23/boe.

We remain Buy rated with a marginally increased target price

We think flowing oil and gas from VOS#1 is an important de-risking event. Not

attaining a stabilised rate is unfortunate but seems to us a drilling problem

rather than one of reservoir quality. As such, and cognisant that the valuation

now assumes more successes than failures, we retain our Buy rating with a

target price near Total NAV (Figure 1). A sensitivity is provided in Figure 2.
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Key data

Stock code PANR LN

Market cap (£m) 267

FTSE AIM A.S. (GB) 726

1mth perf (%) 14.8

3mths perf (%) 355.2

12mths perf (%) 777.4

12mth high-low (p) 157 - 14

Free float (%) 90

Key financials

Year to Jun 2015A 2016E 2017E

Production (kboed) 0 0 1.5

Sales (£m) 0.0 0 7.3

PBT adj (£m) (1.1) (1.6) 3.0

DPS (c) 0 0 0

Div yield (%) 0 0 0

Prices are as of close 11 January 2016

All sources unless otherwise stated: Company
data, FactSet, Stifel estimates
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Key data
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Key operational data (£)

2015A 2016E 2017E 2018E

Brent oil price (US$/bbl) 74.9 44.0 43.8 51.3

US gas price (US$/mscf) 3.3 1.8 2.2 2.5

Production (kboed) 0 0 1.5 4.9

Production - % liquids 20 20

US$/£ FX rate 1.58 1.53 1.50 1.50

Key income statement (£)

2015A 2016E 2017E 2018E

Revenue 0.0 0 7.3 26.1

COGS (0) 0 (3) (9)

Gross profit 0 0 5 17

Total G&A (0.8) (1.6) (1.6) (1.7)

Other expenses 0.4 0 0 0

Net finance costs 0 0 0 0

Profit before tax (1.1) (1.6) 3.0 15.6

Total tax expense 0 0.3 (1.1) (5.5)

Net income (1.1) (1.3) 2.0 10.2

Weighted average # shares (diluted) 171 196 196 196

DPS (c) 0 0 0 0

Key cash flow data (£)

2015A 2016E 2017E 2018E

Profit before tax (1.1) (1.6) 3.0 15.6

DD&A 0 0 2 6

Other non-cash (1) 0 0 0

Op. CF before working capital changes (0.5) (1.3) 3.8 16.2

Op. CF after working capital changes (0) (1) 4 16

Cash taxes paid 0 (0) 1 5

Capital expenditures and acquisitions (12.7) (6.9) (3.5) (11.8)

Proceeds from debt 0 5 2 0

Proceeds from equity 18 0 0 0

Interest paid 0 0 0 0

Dividends 0 0 0 0

Other (0) 0 0 0

Change in cash 5 (4) 2 4

Key balance sheet (£)

2015A 2016E 2017E 2018E

Cash & equivalents 5.3 1.6 3.4 7.8

Net non-cash working capital 0 0 0 0

Net non-current assets 16.4 18.8 18.9 24.7

Debt 0 5 6 6

Shareholders' equity 22 20 22 33

Key performance metrics (£)

2015A 2016E 2017E 2018E

Netback (US$/boe) 10.2 13.1

Opex (US$/boe) 2.2 2.3

EV/boe of production 285,699.3 85,709.8

Op. CF (adj) (0.5) (1.3) 3.8 16.2

P/CF (x) 76.5 17.9

DACF (0.50) (1.28) 3.77 16.16

EV/DACF (x) 77.0 18.0

Free cash flow (13.2) (8.2) 0.2 4.3

Dividend yield (%) 0 0 0 0

EBITDAX (1) (2) 5 22

Adjusted net debt/(cash) (5.4) 2.8 2.6 (1.7)

Key information

Target price methodology/risks

Our target price is set based on a DCF model of the company's assets,
plus cash and corporate items. Key risks include commodity price
outlook and remaining exploration / appraisal risk in relation to the
Eagleford play.

Business description

Pantheon Resources plc is a UK-quoted exploration company whose
principal assets are in East Texas, United States.

Senior management

John Walmsley - Chairman

John (Jay) Cheatham - CEO

Justin Hondris - Director, Finance and Corporate Development

Key dates

Continue acreage drill-out - throughout 2016

Commercial production at VOBM#1 - Q1/Q2 2016

Major shareholders

Cheatham (John Bishop) - 1.8%

M&G Investment Management - 1.3%

Investec Wealth & Investment Limited - 1.3%

Website

www.pantheonresources.com
1

Year end June
Data in millions, except per share and percentages

Source: Company data, FactSet, Stifel estimates
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Figure 1: NAV summary 

 

Source: Stifel estimates 

 

Country Asset Unrisked gross Interest Unrisked net Risk Risked net NPV

mmboe % mmboe % mmboe $/boe $m p/sh $m p/sh

Adjusted net (debt)/cash (YE15e) + corporate items 7              3              7              3              

Core NAV -                           -                   7              3              7              3              

East Texas Austin Chalk (42 well locations) 43                       44% 19                       75% 14                2.4        34            11            46            15            

East Texas Prospect A - Polk County (VOBM#1) 58                       44% 26                       75% 19                7.0        134          43            179          58            

East Texas Kara Farms - Tyler County (VOS#1) 53                       44% 23                       75% 18                5.2        92            30            122          39            

Contingent assets 154                     68                       51                260          84            346          112          

East Texas Prospects B & C 93                       44% 41                       60% 25                5.2        129          42            214          69            

East Texas Prospect D 54                       44% 24                       50% 12                5.2        62            20            124          40            

Exploration 147                     65                       37                191          62            339          109          

Total NAV 301                     133                     88                457          149          692          225          

Present value of G&A (11)           (5)             (11)           (5)             

Core + Contingent NAV + Near-term exp + G&A 154                     68                       51                256          82            342          110          

Risked NPV Unrisked NPV
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Figure 2: NAV sensitivity 

 

Source: Stifel estimates 

 

Revenue

Liquids $/bbl $25.0/bbl $35.0/bbl $55.0/bbl $65.0/bbl $85.0/bbl

Gas $/mcf $1.2/mcf $1.6/mcf $2.5/mcf $3.0/mcf $3.9/mcf

Hydrocarbon $/boe (25% liquids 75% gas) $11.4/boe $16.0/boe $25.2/boe $29.8/boe $38.9/boe

NPV/boe, $: sensitivity to well productivity

EUR Year 1 average production Oil price assumption

mmboe/well kboe/d $/bbl

4.8 25 35 55 65 85

0.7 0.5 -$1.6/boe -$0.3/boe $2.4/boe $3.7/boe $6.3/boe

1.4 1.0 $0.8/boe $2.2/boe $4.8/boe $6.1/boe $8.7/boe

2.8 2.0 $2.1/boe $3.4/boe $6.0/boe $7.3/boe $9.9/boe

4.2 3.0 $2.5/boe $3.8/boe $6.4/boe $7.7/boe $10.3/boe

Year 1 cash flow per well, $m

EUR Year 1 average production Oil price assumption

mmboe/well kboe/d $/bbl

4.1 25 35 55 65 85

0.7 0.5 $1.2m $1.5m $2.2m $2.6m $3.3m

1.4 1.0 $2.0m $2.7m $4.1m $4.8m $6.2m

2.8 2.0 $3.8m $5.2m $7.9m $9.3m $12.1m

4.2 3.0 $5.5m $7.6m $11.8m $13.8m $18.0m

NPV per well, $m

EUR Year 1 average production Oil price assumption

mmboe/well kboe/d $/bbl

6.6 25 35 55 65 85

0.7 0.5 -$1.1m -$0.2m $1.6m $2.5m $4.4m

1.4 1.0 $1.2m $3.0m $6.6m $8.4m $12.1m

2.8 2.0 $5.7m $9.3m $16.6m $20.2m $27.5m

4.2 3.0 $10.3m $15.7m $26.6m $32.0m $42.9m

NPV per boe, $m: sensitivity to gas oil ratio

EUR Gas-oil ratio Oil price assumption

mmboe/well boe/bbl $/bbl

4.8 25 35 55 65 85

1.4 2.0 $1.6/boe $3.2/boe $6.4/boe $8.0/boe $11.3/boe

1.4 3.0 $1.1/boe $2.6/boe $5.4/boe $6.8/boe $9.7/boe

1.4 4.0 $0.8/boe $2.2/boe $4.8/boe $6.1/boe $8.7/boe

1.4 5.0 $0.7/boe $1.9/boe $4.4/boe $5.6/boe $8.1/boe
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Important Disclosures and Certifications

We, Robin Haworth and Dragan Trajkov, certify that our respective views expressed in this research report
accurately reflect our respective personal views about the subject securities or issuers; and we, Robin
Haworth and Dragan Trajkov, certify that no part of our compensation was, is, or will be directly or indirectly
related to the specific recommendations or views contained in this research report. Our European Policy for
Managing Research Conflicts of Interest is available at www.stifel.com.
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Rating and Price Target History for: Pantheon Resources plc (PANR/LN) as of 01-11-2016

Created by BlueMatrix

Rating Key

        B - Buy                 UR - Under Review

        H - Hold               NR - No Rating

        S - Sell                 NA - Not Applicable

        I - Initiation          SU - Rating Suspended

        D - Discontinued

 

For a price chart with our ratings and any applicable target price changes for PANR.LN go to
http://sf.bluematrix.com/bluematrix/Disclosure?ticker=PANR.LN

Stifel or an affiliate is a market maker or liquidity provider in the securities of Pantheon Resources plc.

Stifel or an affiliate has received compensation for investment banking services from Pantheon Resources plc in the
past 12 months.

Stifel or an affiliate expects to receive or intends to seek compensation for investment banking services from Pantheon
Resources plc in the next 3 months.

Pantheon Resources plc is provided with investment banking services by Stifel or was provided with investment
banking services by Stifel or an affiliate within the past 12 months.

Pantheon Resources plc is a client of Stifel or an affiliate or was a client of Stifel or an affiliate within the past 12
months.

The rating and, where applicable, target price history for Pantheon Resources plc and its securities prior to March 1,
2015 on the above price chart reflects research analyst views at Oriel Securities Limited (Oriel), which has now been
integrated into the Stifel research platform. Oriel utilized an investment rating system that was different from the rating
system currently utilized at Stifel. For a description of the investment rating system previously utilized by former Oriel
research analysts during the past three years, go to
http://www.stifel.com/docs/pdf/disclosures/Europe/Former%20Oriel%20Investment%20Rating%20System.pdf

Stifel or an affiliate is a corporate broker and/or advisor to Pantheon Resources plc.

The equity research analyst(s) responsible for the preparation of this report receive(s) compensation based on various
factors, including Stifel’s overall revenue, which includes investment banking revenue.

Our investment rating system is three tiered, defined as follows:

BUY -We expect a total return of greater than 10% over the next 12 months with total return equal to the percentage
price change plus dividend yield.

HOLD -We expect a total return between -5% and 10% over the next 12 months with total return equal to the
percentage price change plus dividend yield.

SELL -We expect a total return below -5% over the next 12 months with total return equal to the percentage price
change plus dividend yield.
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Occasionally, we use the ancillary rating of SUSPENDED (SU) to indicate a long-term suspension in rating and/or
target price, and/or coverage due to applicable regulations or Stifel policies. SUSPENDED indicates the analyst is
unable to determine a “reasonable basis” for rating/target price or estimates due to lack of publicly available information
or the inability to quantify the publicly available information provided by the company and it is unknown when the
outlook will be clarified. SUSPENDED may also be used when an analyst has left the firm.

Of the securities we rate, 54% are rated Buy, 39% are rated Hold, 2% are rated Sell and 5% are rated Suspended.

Within the last 12 months, Stifel or an affiliate has provided investment banking services for 17%, 7%, 3% and 9% of
the companies whose shares are rated Buy, Hold, Sell and Suspended, respectively.

Additional Disclosures

Please visit the Research Page at www.stifel.com for the current research disclosures and respective target price
methodology applicable to the companies mentioned in this publication that are within Stifel's coverage universe. For a
discussion of risks to target price please see our stand-alone company reports and notes for all Buy-rated and
Sell-rated stocks.

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us
and is not a complete summary or statement of all available data, nor is it considered an offer to buy or sell any
securities referred to herein. Opinions expressed are subject to change without notice and do not take into account the
particular investment objectives, financial situation or needs of individual investors. Employees of Stifel, or its affiliates
may, at times, release written or oral commentary, technical analysis or trading strategies that differ from the opinions
expressed within. Past performance should not and cannot be viewed as an indicator of future performance.

As a multi-disciplined financial services firm, Stifel regularly seeks investment banking assignments and compensation
from issuers for services including, but not limited to, acting as an underwriter in an offering or financial advisor in a
merger or acquisition, or serving as a placement agent in private transactions.

Affiliate Disclosures

“Stifel”, includes Stifel Nicolaus & Company (“SNC”), a US broker-dealer registered with the United States Securities
and Exchange Commission and the Financial Industry National Regulatory Authority and Stifel Nicolaus Europe
Limited (“SNEL”), which is authorized and regulated by the Financial Conduct Authority (“FCA”), (FRN 190412) and is a
member of the London Stock Exchange.

Registration of non-US Analysts: Any non-US research analyst employed by SNEL contributing to this report is not
registered/qualified as a research analyst with FINRA and is not an associated person of the US broker-dealer and
therefore may not be subject to NASD Rule 2711 or NYSE Rule 472 restrictions on communications with a subject
company, public appearances, and trading securities held by a research analyst account.

Country Specific and Jurisdictional Disclosures

United States: Research produced and distributed by SNEL is distributed by SNEL to “Major US Institutional
Investors” as defined in Rule 15a-6 under the US Securities Exchange Act of 1934, as amended. SNEL is a non-US
broker-dealer and accordingly, any transaction by Major US Institutional Investors in the securities discussed in the
document would need to be effected by SNC. SNC may also distribute research prepared by SNEL directly to US
clients that are professional clients as defined by FCA rules. In these instances, SNC accepts responsibility for the
content. Research produced by SNEL is not intended for use by and should not be made available to retail clients, as
defined by the FCA rules.

Canadian Distribution: Research produced by SNEL is distributed in Canada by SNC in reliance on the international
dealer exemption. This material is intended for use only by professional or institutional investors. None of the
investments or investment services mentioned or described herein is available to other persons or to anyone in
Canada who is not a “permitted client” as defined under applicable Canadian securities law.

UK and European Economic Area (EEA): This report is distributed in the EEA by SNEL, which is authorized and
regulated in the United Kingdom by the FCA. In these instances, SNEL accepts responsibility for the content. Research
produced by SNEL is not intended for use by and should not be made available to non-professional clients.

Brunei: This document has not been delivered to, registered with or approved by the Brunei Darussalam Registrar of
Companies, Registrar of International Business Companies, the Brunei Darussalam Ministry of Finance or the Autoriti
Monetari Brunei Darussalam. This document and the information contained within will not be registered with any
relevant Brunei Authorities under the relevant securities laws of Brunei Darussalam. The interests in the document
have not been and will not be offered, transferred, delivered or sold in or from any part of Brunei Darussalam. This
document and the information contained within is strictly private and confidential and is being distributed to a limited
number of accredited investors, expert investors and institutional investors under the Securities Markets Order, 2013
("Relevant Persons") upon their request and confirmation that they fully understand that neither the document nor the
information contained within have been approved or licensed by or registered with the Brunei Darussalam Registrar of
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Companies, Registrar of International Business Companies, the Brunei Darussalam Ministry of Finance, the Autoriti
Monetari Brunei Darussalam or any other relevant governmental agencies within Brunei Darussalam. This document
and the information contained within must not be acted on or relied on by persons who are not Relevant Persons. Any
investment or investment activity to which the document or information contained within is only available to, and will be
engaged in only with Relevant Persons.

In jurisdictions where Stifel is not already licensed or registered to trade securities, transactions will only be affected in
accordance with local securities legislation which will vary from jurisdiction to jurisdiction and may require that a
transaction carried out in accordance with applicable exemptions from registration and licensing requirements. Non-US
customers wishing to effect transactions should contact a representative of the Stifel entity in their regional jurisdiction
except where governing law permits otherwise. US customers wishing to effect transactions should contact their US
salesperson.

The securities discussed in this report may not be available for sale in all jurisdictions and may have adverse tax
implications for investors. Clients are advised to speak with their legal or tax advisor prior to making an investment
decision.

Additional Information is Available Upon Request

© 2016 Stifel. This report is produced for the use of Stifel customers and may not be reproduced, re-distributed or
passed to any other person or published in whole or in part for any purpose without the prior consent of Stifel. Stifel
Nicolaus Europe Ltd. One Broadgate, London, EC2M 2QS. Registered in England Number 03719559
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