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QuickView 

Expanding gas resource base  

In September 2016, Canacol added a second drilling rig in the Lower 
Magdalena Basin targeting the addition of c 100bcf of recoverable 
resource to its 2P 390bcf (end 2015) gas reserve base. More gas resource 
is expected to underpin new sales contracts and a planned increase in 
productive capacity from 100mmcfd to 190mmcfd. Recent successes at 
Oboe-1 (28bcf), Nispero-1 and Trombon-1 (Nispero/Trombon combined 
40bcf pre-drill) and a five-year rolling 64% exploration success rate gives 
us confidence in Canacol’s ability to meet its resource expansion target. 
Management estimates a 2P gas value under long-term contract of 
US$1.17bn, relative to Canacol’s EV of US$823m (30 June net debt). 

Exploration success and Q416 drilling activity 
Four successful gas discoveries year-to-date have added material resource and net 
production; this momentum is expected to continue in Q416 with four more wells 
planned before year end: Nelson-6 gas exploration (31bcf prospective), Nelson-8 
gas development (14bcf proved undeveloped), Clarinete-3 gas development (25bcf 
proved undeveloped) and Mono Capuchino-1 oil exploration (9mmbbls 
prospective). Gas prospects have been significantly de-risked through AVO 
analysis, driving up basin-wide exploration success rates, while well costs remain 
low at US$4.0-6.5m despite subsurface depths of up to 10,000ft. Well costs have 
benefitted from significant improvements in drilling efficiency over the last 12 
months. Low well costs and high success rates enable Canacol to generate peer-
leading risked returns on exploration spend.       

Strong cash generation and sales growth 
Contractual oil and gas sales averaged 18,908kboed in Q316 (80% gas), up 81% 
y-o-y helped by the successful Promigas pipeline expansion in April 2016. 
Increased gas production and reduced costs have helped netback margins of 86% 
or US$4.56/mcf. Management expects increased production and reduced unit costs 
to enable Canacol to deliver group 2016 EBITDAX of c US$135m at prevailing oil 
prices. Canacol’s fixed price gas contracts mitigate impact from oil volatility with 
c 86% of production insensitive to oil. As a result of increased production and 
strong cash generation, the consolidated leverage ratio is expected to fall from 3.8x 
net debt to 12m trailing EBITDAX at December 2015 to 1.9x* December 2016. 

Valuation: Trading below gas value  
Management estimates a 2P gas value under a long-term contract of US$1.17bn, 
relative to an EV of US$823m. Relative to consensus Canacol trades at c 0.4 times 
consensus RENAV and c 0.9 times Core NAV.  
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Business description  

Canacol Energy has secured 2.5m net acres of 
prospective acreage across Colombia and Ecuador. 
2P reserves stand at 79mmboe, 82% gas. Gas 
production is ramping up to meet domestic demand, 
with Canacol forecasting 16-17kboed of net 
production in 2016.  

 

Bull 
 High, sustainable netbacks. 
 Growing resource base supported by 64% 

 five-year exploration success rate. 
 

 Option on high impact oil/shale oil as  
crude prices recover. 

 

 

Bear 
 Currently reliant on third-party operated pipeline 

infrastructure for gas transport. 

 Shale oil exploration remains early stage. 

 Step-change in gas production contingent upon 
new pipeline infrastructure. 
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Consensus estimates 
Year 
end 

Revenue 
(US$m) 

EBITDA 
(US$m) 

Net income 
(US$m) 

Capex 
(US$m) 

FCF 
(US$m) 

12/14 206.1 103.0 9.9 (132.9) (54.9) 
12/15 149.0 56.4 (106.0) (190.5) (126.1) 
12/16e 153.7 104.9 (30.6) (84.5) (10.0) 
12/17e 233.1 186.4 71.0 (91.9) 18.2 

Source: Bloomberg. Note: *Management forecasts and estimates  
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Disclaimer 
Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks 
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is 
authorised and regulated by the Financial Conduct Authority. Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ is registered on the New Zealand Financial Service 
Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison US) is the US subsidiary of Edison and is regulated 
by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not regulated by the Australian Securities and Investment 
Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244]. www.edisongroup.com 
DISCLAIMER 
Copyright 2016 Edison Investment Research Limited. All rights reserved. This report has been prepared and issued by Edison for publication globally. All information used in the publication of this report has been compiled 
from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of the research department of 
Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This research is issued in Australia by Edison Aus 
and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States by Edison US to major US institutional 
investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition of investment adviser under Section 
202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in which we believe our 
readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in any manner whatsoever 
as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison's solicitation to effect, or attempt to effect, any transaction in a 
security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are "wholesale 
clients" for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities 
mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this 
document. A marketing communication under FCA rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to 
any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any investment business and, accordingly, does 
not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this 
report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and 
sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future 
performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known 
and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations. For the purpose of the FAA, 
the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or disposing (including refraining 
from acquiring or disposing) of securities. The distribution of this document is not a "personalised service" and, to the extent that it contains any financial advice, is intended only as a "class service" provided by Edison 
within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To the maximum extent 
permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any of the information 
contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited ("FTSE") (c) FTSE [2014]. "FTSE(r)" is a trade mark of the London Stock 
Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability 
for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE's express written consent. 
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