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Funding troubles, M&A bubbles 

 

Nimble, focused and operationally strong 

The junior developer space is packed with nimble, focused and operationally strong 

companies. These companies have a much narrower focus than the large players, 

becoming specialists in their region and their product; for example, it is arguable 

that there are few companies more knowledgeable about the Sea Lion field than 

Rockhopper. With this focus and expertise, juniors offer considerable upside and 

have the ability to make the leap from pure exploration to full-cycle E&P player. 

Funding remains elusive 

However, with depressed capital markets, the sad reality is that, even with a strong 

portfolio, funding developments has become incredibly difficult. Gone are the 

halcyon days of 80-90% debt. Many companies with good development options 

now see 40-50% debt as a best-case scenario. More and more companies are 

being forced to dilute their share price to fund early-stage developments. With weak 

prices and large funding requirements, smaller developers are struggling to 

commercialise their discoveries. Investors will not invest until funding is secured, but 

with funding made difficult through low share prices, this is the vicious cycle holding 

back share prices for many junior developers. 

Will 2012 be a year of consolidation? 

This creates one interesting outcome, cheap oil in the ground to buy. For example, 

Xcite is trading at $1.1/bbl of net resources and Rockhopper at $2.6/bbl, well 

below what we would expect trade deals to be done at. These developers have 

commercial assets but do not have the reserves or cash flow required to raise 

significant levels of debt. Other than following the Faroe route, many of them could 

find themselves targets of mid-sized players looking to buy cheap, near-stage 

commercial resources in the ground. 2012 could well be a year of consolidation in 

the small/mid space.  

Many junior developers have the assets to make the leap to full-cycle E&P 

with commercial resources and experienced management ready to fast track 

discoveries into production. However, with debt funding elusive and equity 

prohibitively expensive many companies are struggling to fund their 

developments. To overcome this some are turning to alternative options such 

as SEDA facilities while a more diverse portfolio allows others, such as Faroe 

Petroleum, to swap discoveries for production that can be leveraged for 

debt. But if juniors do not secure funding, share prices are likely to continue 

to underperform and we may see them becoming takeover targets for mid-

sized cash-rich players looking to buy cheap oil in the ground. 
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Exhibit 1: Best and worst performers 

 
Source: Bloomberg, company releases, Edison Investment Research 

 
 
 

  

No. B es t performers % change No. Wors t performers % change
1 DEO PETROLEUM 47.4% 1 ENCORE OIL (13.6%)
2 GULF KEYSTONE PETROLEUM 40.1% 2 MEDITERRANEAN OIL AND GAS (13.3%)
3 RANGE RESOURCES 25.8 % 3 FALKLAND OIL AND GAS (10.0%)
4 AMERISUR RESOURCES 20.9% 4 SERICA ENERGY (9.9%)

5 ROXI PETROLEUM 19.4% 5 EUROPA OIL AND GAS (9.9%)

No. B es t performers % change No. Wors t performers % change
1 GULF KEYSTONE PETROLEUM 65.7% 1 MEDITERRANEAN OIL AND GAS (27.8 %)
2 ENEGI OIL 62.5% 2 CADOGAN PETROLEUM (24.6%)
3 ENDEAVOUR INTERNATIONAL 54.3% 3 LOCHARD ENERGY GROUP PLC (18 .2%)
4 EUROPA OIL AND GAS 46.0% 4 JKX OIL AND GAS (17.9%)
5 RANGE RESOURCES 34.9% 5 MAX PETROLEUM (17.5%)

No. B es t performers % change No. Wors t performers % change
1 GULF KEYSTONE PETROLEUM 116.7% 1 LENI GAS AND OIL (53.3%)
2 AMERISUR RESOURCES 68 .8 % 2 CADOGAN PETROLEUM (46.7%)
3 ENEGI OIL 64.8 % 3 MEDITERRANEAN OIL AND GAS (37.1%)
4 COASTAL ENERGY COMPANY 62.7% 4 LOCHARD ENERGY GROUP PLC (33.9%)
5 PETROCELTIC INTERNATIONAL 60.7% 5 RESACA EXPLOITATION INC (30.6%)

No. B es t performers % change No. Wors t performers % change
1 GULF KEYSTONE PETROLEUM 101.4% 1 LENI GAS AND OIL (8 1.3%)
2 COASTAL ENERGY COMPANY 8 8 .1% 2 BOWLEVEN PLC (74.7%)
3 DOMINION PETROLEUM 29.2% 3 AURELIAN OIL AND GAS (71.8 %)
4 BORDERS & SOUTHERN PETROL 35.1% 4 PETRO MATAD (67.3%)
5 COVE ENERGY PLC 31.8 % 5 MEDITERRANEAN OIL AND GAS (58 .5%)

No. B es t performers % change No. Wors t performers % change
1 COASTAL ENERGY COMPANY 130.3% 1 LENI GAS AND OIL (8 1.4%)
2 GULF KEYSTONE PETROLEUM 65.7% 2 BOWLEVEN PLC (79.6%)
3 COVE ENERGY PLC 33.5% 3 MEDITERRANEAN OIL AND GAS (78 .8 %)
4 RANGE RESOURCES 22.6% 4 AURELIAN OIL AND GAS (78 .8 %)
5 HARDY OIL AND GAS 21.3% 5 PETREL RESOURCES (75.8 %)
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Exhibit 2: EV/2P + 2C rankings 

 
Source: Bloomberg, company releases, Edison Investment Research 

 
 
 
 
 
 
 
 
 
 

0 10 20 30 40 50 60

FORUM ENERGY
MAX PETROLEUM

PRESIDENT PETROLEUM
SOUND OIL

ROXI PETROLEUM
GREEN DRAGON GAS

TULLOW OIL
CAIRN ENERGY

SOCO INTERNATIONAL
FAROE PETROLEUM

COASTAL ENERGY COMPANY
ITHACA ENERGY

LOCHARD ENERGY GROUP PLC
ENDEAVOUR INTERNATIONAL

PREMIER OIL
INDUS GAS

FORTUNE OIL
ENQUEST PLC

HARDY OIL AND GAS
PROVIDENCE RESOURCES

MELROSE RESOURCES
ENCORE OIL

ANTRIM ENERGY INC
VALIANT PETROLEUM

EUROPA OIL AND GAS
ZHAIKMUNAI LP

GULFSANDS PETROLEUM
VICTORIA OIL AND GAS

DRAGON OIL
ROCKHOPPER EXPLORATION

EGDON RESOURCES
EXILLON ENERGY

AFREN PLC
RESACA EXPLOITATION INC

CIRCLE OIL
SERICA ENERGY

JKX OIL AND GAS
NAUTICAL PETROLEUM

BOWLEVEN PLC
XCITE ENERGY

PETRONEFT RESOURCES
NORTHERN PETROLEUM

INDEPENDENT RESOURCES
URALS ENERGY PUBLIC COMPANY

BANKERS PETROLEUM LTD
ASCENT RESOURCES

VOLGA GAS
PETROCELTIC INTERNATIONAL

AMINEX PLC
GLOBAL ENERGY DEVELOPMENT

HERITAGE OIL
DEO PETROLEUM

IGAS ENERGY PLC
LENI GAS AND OIL

MEDITERRANEAN OIL AND GAS
CADOGAN PETROLEUM

PETRO MATAD

EV/(2P+2C) ($/boe)



 
  
4 | Edison Investment Research | Seismic reflections | 13 January 2012 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Edison Investment Research is a leading international investment research company. It has won industry recognition, with awards both in Europe and internationally. The team of 
80 includes over 50 analysts supported by a department of supervisory analysts, editors and assistants. Edison writes on more than 350 companies across every sector and 
works directly with corporates, fund managers, investment banks, brokers and other advisers. Edison’s research is read by institutional investors, alternative funds and wealth 
managers in more than 100 countries. Edison, founded in 2003, has offices in London and Sydney and is authorised and regulated by the Financial Services Authority 
(www.fsa.gov.uk/register/firmBasicDetails.do?sid=181584). 
 
DISCLAIMER  
Copyright 2012 Edison Investment Research Limited. All rights reserved. This report has been prepared and issued by Edison Investment Research Limited for publication in the 
United Kingdom. All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not 
guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of the research department of Edison Investment Research Limited at 
the time of publication. The research in this document is intended for professional advisers in the United Kingdom for use in their roles as advisers. It is not intended for retail 
investors. This is not a solicitation or inducement to buy, sell, subscribe, or underwrite securities or units. This document is provided for information purposes only and should not 
be construed as an offer or solicitation for investment. A marketing communication under FSA Rules, this document has not been prepared in accordance with the legal 
requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. 
Edison Investment Research Limited has a restrictive policy relating to personal dealing. Edison Investment Research Limited is authorised and regulated by the Financial 
Services Authority for the conduct of investment business. The company does not hold any positions in the securities mentioned in this report. However, its directors, officers, 
employees and contractors may have a position in any or related securities mentioned in this report. Edison Investment Research Limited or its affiliates may perform services or 
solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden 
swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not 
necessarily a guide to future performance. This communication is intended for professional clients as defined in the FSA’s Conduct of Business rules (COBs 3.5).  

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

 
 


	Funding troubles, M&A bubbles

