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JKX Oil & Gas

Increased Russian exposure to spoil 2013 financials

JKX Oil & Gas shares lost more than 20% following its 4Q12 update in
which the company reported missing its production target by 20%. The
full-year results disappointed in both output, which fell 15% yoy by our
estimates, and operating profit, due to an increased share of low-marginal
Russian natural gas in the output structure. The share of Russian-made gas
(zero in 2011) reached 33% in 4Q12 and is going to increase to 60% in 2013
to cut JKX’s average netback 44% yoy to USD 27 /boe. To make things
worse, the company noted a lack of cash for development and tapped the
market for USD 40 min via convertible five-year notes. JKX trades on par
with its Russian peers, and we see that room for both upside and
downside is limited for now.

Russian assets to drive total 2013 output up 1.5x, profit down 44%

JKX plans raising output at its Russian licensed area to about 6,600 boepd by
mid-2013 (up 2.5x vs. 4Q12). With no outlook on Ukraine’s operations, we
expect production here will further decline 25% yoy this year (average daily
output, which fell 22% qoq in 4Q12, will fall 15% in FY13 compared to
4Q12). While Russian operations will drive up JKX's total output by an
estimated 46% yoy in 2013, the intensified Russian activity would be not
enough to cover a decline in operating profit in Ukraine. We estimate the
company’s gas netback was USD 1.7/Mcf in Russia in 2012, which is almost
five times less than the Ukrainian operations’ netback (USD 8.0/Mcf). Total
netback in 2013 will fall 44% yoy, by our estimates.

USD 40 min debt might not be enough

The company’s plans suggest a total of USD 174 min will be needed to cover

its spending in 2013-14 (including USD 89 min in CapEx and debt repayment

in 2013 and another USD 85 min in CapEx next year). Our brief analysis
implies JKX (based on its outlined production targets) would generate USD

65 min cash flow from operations in 2013. With an attracted USD 40 mln in

financing, JKX will need to generate an additional USD 69 min in cash from

operations in 2014 (+6% yoy), which might be not an easy task:

e  Operating costs in Russia could grow faster as JKX plans to debottleneck
its gas processing capacities in Russia after reaching its gas output
target in mid-2013.

e There is still uncertainty on the company’s Ukrainian areas — if JKX fails
to deliver promised growth in Ukrainian output since 2H13, Russian
production growth might not be enough to stabilize cash flow in 2014.

Becoming increasingly Russian E&P company

With JKX's share of Russian production is going to rise to 60% in 2013, its
stock should be compared to Russian oil & gas plays. The premium to
Russian peers on output-based multiples no longer applies to JKX.

Looks fairly priced now

The recent share-price drop prices JKX at the lower edge of its Russian peer
group, suggesting a further sell-off would not be justified. Though, given the
company’s recent operating underperformance and the implied risk that it
may not meet 2013/14 targets, its current price does not look low either.
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Bloomberg JKX LN
Price, USD 0.95
No of shares, min 171.7
Market Cap, USD min 162.6
52-week performance -57%
52-week range, USD 0.95/2.98
ADT, 12M, USD min 0.4
Free float, % 47%
Free float, USD min 76.2
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JKX Oil & Gas key forecasts, USD/boe (unless other specified)
2011 1H12 2H12E 2012E change yoy 2013E change yoy
Production, boepd 9,045 7,481 7,929 7,706 -15% 11,315 +46%
Revenue 71.8 75.6 65.2 70.3 -2% 42.6 -39%
Production costs 5.2 5.2 5.1 5.1 -2% 5.1 -1%
Production based taxes 20.4 18.1 15.9 17.0 -17% 10.5 -38%
Netback 46.2 52.4 44.2 48.2 4% 27.0 -44%
Depreciation 9.8 18.7 17.4 18.0 83% 12.1 -33%
Source: Company data, Concorde Capital estimates
JKX Oil & Gas financials, USD min
2011 2012E change yoy 2013E change yoy
Net revenue 236.9 198.2 -16% 175.8 -11%
Production (Mboe) 3,301 2,820 -15% 4,130 46%
Operating costs 17.3 14.5 -16% 21.0 +45%
Production based taxes 67.1 47.8 -29% 43.3 -9%
Administrative & Other 38.1 29.2 -23% 321 +10%
EBITDA 114.4 106.7 -7% 79.4 -26%
EBITDA margin 48% 54% +6pp. 45% -9pp.
Net Income 59.1 39.3 -33% 24.8 -37%
Net margin 25% 20% -5pp. 14% -6pp.

Source: Company data, Concorde Capital estimates
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DISCLAIMER

THIS REPORT HAS BEEN PREPARED BY CONCORDE CAPITAL INVESTMENT BANK INDEPENDENTLY OF THE RESPECTIVE COMPANIES MENTIONED HEREIN FOR INFORMATIONAL PURPOSES ONLY. CONCORDE CAPITAL DOES AND SEEKS TO DO
BUSINESS WITH COMPANIES COVERED IN ITS RESEARCH REPORTS. AS A RESULT, INVESTORS SHOULD BE AWARE THAT CONCORDE CAPITAL MIGHT HAVE A CONFLICT OF INTEREST THAT COULD AFFECT THE OBJECTIVITY OF THIS REPORT.

THE INFORMATION GIVEN AND OPINIONS EXPRESSED IN THIS DOCUMENT ARE SOLELY THOSE OF CONCORDE CAPITAL AS PART OF ITS INTERNAL RESEARCH COVERAGE. THIS DOCUMENT DOES NOT CONSTITUTE OR CONTAIN AN OFFER OF
OR AN INVITATION TO SUBSCRIBE FOR OR ACQUIRE ANY SECURITIES. THIS DOCUMENT IS CONFIDENTIAL TO CLIENTS OF CONCORDE CAPITAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED OR GIVEN TO ANY OTHER PERSON.

CONCORDE CAPITAL, ITS DIRECTORS AND EMPLOYEES OR CLIENTS MIGHT HAVE OR HAVE HAD INTERESTS OR LONG/SHORT POSITIONS IN THE SECURITIES REFERRED TO HEREIN, AND MIGHT AT ANY TIME MAKE PURCHASES AND/OR
SALES IN THEM AS A PRINCIPAL OR AN AGENT. CONCORDE CAPITAL MIGHT ACT OR HAS ACTED AS A MARKET-MAKER IN THE SECURITIES DISCUSSED IN THIS REPORT. THE RESEARCH ANALYSTS AND/OR CORPORATE BANKING ASSOCIATES
PRINCIPALLY RESPONSIBLE FOR THE PREPARATION OF THIS REPORT RECEIVE COMPENSATION BASED UPON VARIOUS FACTORS, INCLUDING QUALITY OF RESEARCH, INVESTOR/CLIENT FEEDBACK, STOCK PICKING, COMPETITIVE FACTORS,
FIRM REVENUES AND INVESTMENT BANKING REVENUES.

PRICES OF LISTED SECURITIES REFERRED TO IN THIS REPORT ARE DENOTED IN THE CURRENCY OF THE RESPECTIVE EXCHANGES. INVESTORS IN FINANCIAL INSTRUMENTS SUCH AS DEPOSITORY RECEIPTS, THE VALUES OR PRICES OF WHICH
ARE INFLUENCED BY CURRENCY VOLATILITY, EFFECTIVELY ASSUME CURRENCY RISK.

DUE TO THE TIMELY NATURE OF THIS REPORT, THE INFORMATION CONTAINED MIGHT NOT HAVE BEEN VERIFIED AND IS BASED ON THE OPINION OF THE ANALYST. WE DO NOT PURPORT THIS DOCUMENT TO BE ENTIRELY ACCURATE AND
DO NOT GUARANTEE IT TO BE A COMPLETE STATEMENT OR SUMMARY OF AVAILABLE DATA. ANY OPINIONS EXPRESSED HEREIN ARE STATEMENTS OF OUR JUDGMENTS AS OF THE DATE OF PUBLICATION AND ARE SUBJECT TO CHANGE
WITHOUT NOTICE. REPRODUCTION OF THIS DOCUMENT IN WHOLE OR IN PART WITHOUT PRIOR PERMISSION IS PROHIBITED.

NEITHER THIS DOCUMENT NOR ANY COPY HEREOF MAY BE TAKEN OR TRANSMITTED INTO THE UNITED STATES OR DISTRIBUTED IN THE UNITED STATES OR TO ANY U.S. PERSON (WITHIN THE MEANING OF REGULATION S UNDER THE U.S.
SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”)), OTHER THAN TO A LIMITED NUMBER OF “QUALIFIED INSTITUTIONAL BUYERS” (AS DEFINED IN RULE 144A UNDER THE SECURITIES ACT) SELECTED BY CONCORDE CAPITAL.

THIS DOCUMENT MAY ONLY BE DELIVERED WITHIN THE UNITED KINGDOM TO PERSONS WHO ARE AUTHORIZED OR EXEMPT WITHIN THE MEANING OF THE FINANCIAL SERVICES AND MARKETS ACT 2000 (“FSMA”) OR TO PERSONS WHO
ARE OTHERWISE ENTITLED TO RECEIVE THIS DOCUMENT UNDER THE FINANCIAL SERVICES AND MARKETS ACT 2000 (FINANCIAL PROMOTION) ORDER 2005, OR ANY OTHER ORDER MADE UNDER THE FSMA.
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