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Gulf Keystone Petroleum is a research client of Edison Investment Research Limited 

Gulf Keystone Petroleum (GKP) has released an updated CPR on its 
assets, with the resources of its Shaikan, Sheikh Adi and Ber Bahr assets 
all seeing revisions. Headlines of a more than doubling of the 2P reserves 
base demonstrate increased confidence in the quality of the Shaikan asset 
following strong operational performance. Importantly, the reservoir 
mechanism is now believed to be gas cap driven (rather than through 
global aquifer support), which will mean revisions to the development 
plan. It could also mean that ultimate plateau production may not be as 
high as we had modelled, although it does continue for longer. As a result, 
we have remodelled the company, moving our discount year to 2016, 
resulting in an adjusted core development NAV of 56p/share. 

Year 
end 

Revenue 
($m) 

PBT* 
($m) 

Operating 
cash flow ($m) 

Capex 
($m) 

Net (debt)/ 
cash ($m) 

12/13 6.7 (31.8) (25.1) (190.9) (214.8) 
12/14 38.6 (246.1) (0.8) (197.4) (439.5) 
12/15e 72.6 (104.6) 30.3 (44.0) (473.3) 
12/16e 171.6 (57.1) 75.4 (175.3) (625.9) 

Note: *PBT is as reported, including intangible amortisation, exceptional items and share-
based payments. 

1P/2P/3P reserves increase 
The updated CPR sees the gross reserves increase. 1P reserves increase by 58% 
to 306mmbbls, while 2P reserves have more than doubled (from 299mmboe to 
639mmbbls) as a result of reclassification of some of the 2C resources. 2P+2C 
resources fall from 1,001mmbbls to 878mmbbls, although 142mmbbls are 
classified outside the PSC time (now held in a new category). Contingent resource 
estimates at Sheikh Adi have fallen to 112mmbbls, although the CPR also includes 
a new prospect (estimated gross prospective resources of 169mmbbls).  

Reservoir drive better understood 
After 15mmboe of production, GKP’s understanding of the Shaikan reservoir has 
increased markedly. In particular, the reservoir is now believed to be gas-driven, 
rather than through aquifer support. This means a change in the development plan 
for the reservoir. The previous plan of numerous relatively shallow, vertical wells 
has given way to fewer, deeper wells that will be deviated/horizontal. 

Valuation: Core NAV moves slightly to 56p 
We have adjusted our modelling to take account of the new production profile, 
lower well count and capex. As before, we continue to use the 2P+2C reserves as 
the basis of our modelling. While the 2P reserves have doubled, 2P+2C reserves 
have fallen and we had previously modelled a higher plateau. However, the lower-
for-longer production profile is offset by the reduced capex burden. Our new core 
development NAV is 56p, largely unchanged from our previous note. Focus for the 
valuation of the company in the short term remains on the payments situation, 
which we hope will continue to improve, but the CPR underlines the significance of 
the Shaikan reservoir and the relatively early stage of its full exploitation. 
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Summary of reserve increases 

Exhibit 1: Movement of 1P/2P/3P reserves Exhibit 2: Movement of contingent to 2P reserves 

  
Source: ERCE 
 
 
 
 

Source: ERCE. Note: 2P+2C 2015 numbers do not include 
142mmbbls of technically recoverable volumes that would be 
produced outside the PSC timelines, according to the CPR 
assessment. We have included this in the chart above to illustrate 
that the reservoir size has not fallen. 

Reservoir drive is better understood 
The production of Shaikan has given a wealth of data on which the company (and ERCE) has been 
able to base an updated view of the reservoir drive; the previous CPR was based on cumulative 
production of 1.6mmbbls, whereas this report is based on the production of 15mmbbls, providing a 
vastly bigger dataset. The associated observational data have been fed back into updated seismic 
interpretation, fracture modelling and matrix modelling. As a result, the CPR asserts that it “now 
appears more likely that the primary drive mechanism will be gas cap expansion and gravity 
drainage”. 

Production profiles 
The new understanding of the reservoir drive means that GKP will shift its development planning. 
Where former plans called for relatively shallow, vertical wells to extract the oil, the gas cap means 
that deeper, highly deviated wells can be drilled much higher in the structure. This means that water 
ingress into the wells is less likely, although the water-strawing effect will still need to be monitored 
lower in the structure to ensure that oil drawdown is not too swift, especially once ESPs are 
installed (as gas pressure falls). Shaikan’s aquifer has a similar density to the Jurassic oil, but is 
around 20 times more mobile, meaning that water could move up the reservoir preferentially over 
time. However, if the drawdown is low enough, and with careful management, this risk can be 
minimised. The height of the oil column (c 1km) also means that the deviated production wells at 
the top will be far from the OWC for some time. Overall, the production profiles modelled in the 
CPR are lower plateaus than we had previously modelled, although these levels are maintained for 
longer to extract the resources. There is scope for upward revision of the plateau levels with further 
phases across the whole asset. 

We note that the production profiles below do not stop at 2043, although this is the end of the PSC 
life, after which the contractors will need to have the field back to the KRG under the current 
contract (although this could be extended in time). The company’s contingent resources (mostly in 
Jurassic) given in the CPR are therefore curtailed by its ability to produce within this time frame. 
Should the current estimates of plateau levels of c 110mbbls/d prove too conservative, we would 
expect the 2P+2C resources (on which we value the company) to increase.  
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Exhibit 3: CPR-based production profiles for Shaikan 

 
Source: ERCE, GKP. Note: The company’s 2P+2C production profile implies that the 3P production profile in 
the CPR could be accelerated. 

Lower capex profile 
The new development concept calls for significantly fewer wells to be drilled. The PSC structure 
means the effect of this is muted (as capex is paid back through the PSC), but is positive. 
Importantly, for a company like GKP where cash is currently constrained, it means lower near-term 
capex commitment. On a gross basis, the capex required peaks at just over $400m in 2018.  

Exhibit 4: Capex profile from CPR for various profiles 

 
Source: ERCE for 1P/2P, Edison Investment Research estimates for 2P+2C resources 

The amount that GKP will need to contribute is dependent on its WI at the point of investment. At 
the moment, we assume it will be diluted to 54.4% after KRG and third party back-in before this 
capex is required, although this is not certain. Looking at the 2P case, this would call for $234m (on 
a 54.4% basis), which is less than the combined back costs/revenues currently owed to GKP by the 
KRG and third parties and would be affordable under that scenario should these back costs be 
paid.  

New prospect at Sheikh Adi 
The CPR also gives new estimates for Sheikh Adi and Ber Bahr, resulting in reduced contingent 
resources. Notably, however, a further prospect of 169mmbbls has been identified at Sheikh Adi. 
With an 80% working interest in this licence, any exploration success here would be highly valuable 
for the company. 
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Effect on valuation 

We have adjusted our model to account for the changes to production profiles and capex/opex 
requirements from the CPR. We retain our focus on 2P+2C resources, given the early stage of 
reservoir development. We have also made adjustments to financials, given recent disclosures, 
while we also move our discount year to 2016. This results in a largely unchanged core 
development NAV of 56p/share. 

Exhibit 5: NAV summary 
Asset     Recoverable reserves NPV Net risked 

Diluted WI CoS Gross Net  value 
% % mmboe $/boe $m p/share 

Shaikan - 1P reserves 54.4% 90% 306 167 3.7 554 36 
Shaikan - 2P reserves 54.4% 90% 332 181 1.9 305 20 
(2P+2C) = 180mbbls/d plateau 54.4% 75% 239 130 2.0 195 13 
Sheikh Adi - 2C resources 80.0% 75% 112 90 2.5 169 11 
Ber Bahr - 2C resources 40.0% 75% 12 5 5.7 21 1 
.        
Net (debt)/cash at Dec 2015e      (494) (32) 
SG&A - 4yr NPV10      (139) (9) 
Shaikan - government back-in past costs (assumed received in 2017) @ 84% of undiscounted value   64 4 
Shaikan – third-party back-in past costs (assumed received in 2017) @ 84% of undiscounted value  76 5 
Recovery of historic revenues (assumed received in 2017) @ 84% of undiscounted value   99 6 
Core development NAV           849 56 
Source: Edison Investment Research  

At this stage, we do not include upside from 3P reserves beyond the core development NAV. We 
will update the valuation as we read through and interpret the CPR over time. Inclusion of other 
prospects, such as the Sheikh Adi structure identified, will be included in a RENAV once the 
company has a plan and funding to drill. We note that the Sheikh Adi FDP will be submitted later in 
2015. Once approved, this will lead to 2C resources moving to 2P, according to the company. 

We also note that our current 2016 Brent oil assumption of $72.5 is well above the consensus and 
forward curves. For an idea of sensitivities, the NAV would fall to 53p/share if the oil price averages 
to $60/bbl in 2016 (leaving all other years unchanged). 

Financials 
The company held $64m in cash as of 25 August 2015 (and $73m in mid-September after the 
recent $15m payment). 

The main consideration for investors remains the payments situation. The company received $15m 
($12m net to GKP) from the KRG in September and we hope that this is the start of a regular 
payments cycle that will eventually see GKP refunded for its back costs and enable further 
investment.  
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Exhibit 6: Financial summary 
 $'000s   2012 2013 2014 2015e 2016e 
Dec   IFRS IFRS IFRS IFRS IFRS 
PROFIT & LOSS                
Revenue     32,190 6,696 38,560 72,625 171,622 
Cost of Sales     (559) (2,981) (43,455) (15,000) (52,216) 
Gross Profit     31,631 3,715 (4,895) 57,625 119,406 
EBITDA     (82,137) (21,097) (43,929) 14,095 75,406 
Operating Profit (before amort. and except.) (82,137) (21,097) (82,319) (51,313) (4,310) 
Intangible Amortisation     0 0 0 0 0 
Exceptionals     0 0 (144,119) (3,610) 0 
Other     5,210 (1,186) 73 2,473 0 
Operating Profit     (76,927) (22,283) (226,365) (52,450) (4,310) 
Net Interest     (3,257) (9,564) (19,709) (52,193) (52,789) 
Profit Before Tax (norm)     (85,394) (30,661) (102,028) (103,506) (57,100) 
Profit Before Tax (FRS 3)     (80,184) (31,847) (246,074) (104,643) (57,100) 
Tax     (1,638) (118) (2,129) (669) 0 
Profit After Tax (norm)     (81,822) (31,965) (104,084) (101,702) (57,100) 
Profit After Tax (FRS 3)     (81,822) (31,965) (248,203) (105,312) (57,100) 
                
Average Number of Shares Outstanding (m)   851.5 865.5 875.2 933.5 978.1 
EPS - normalised (c)     (9.6) (3.7) (11.9) (10.9) (5.8) 
EPS - normalised and fully diluted (c)   (9.6) (3.7) (11.9) (10.9) (5.8) 
EPS - (IFRS) (c)     (9.6) (3.7) (28.4) (11.3) (5.8) 
Dividend per share (p)     0.0 0.0 0.0 0.0 0.0 
                
Gross Margin (%)     98.3 55.5 -12.7 79.3 69.6 
EBITDA Margin (%)     -255.2 -315.1 -113.9 19.4 43.9 
Operating Margin (before GW and except.) (%)   -255.2 -315.1 -213.5 -70.7 -2.5 
                
BALANCE SHEET               
Fixed Assets     555,310 741,080 870,626 880,915 976,477 
Intangible Assets     546,229 220,963 276,290 275,113 215,802 
Tangible Assets     2,285 516,437 593,604 605,092 759,965 
Investments     6,796 3,680 732 710 710 
Current Assets     370,589 239,735 135,656 93,970 31,666 
Stocks     19,783 20,654 22,854 21,108 21,108 
Debtors     23,674 34,023 16,380 10,558 10,558 
Cash     253,713 81,972 87,835 62,304 0 
Other     73,419 103,086 8,587 0 0 
Current Liabilities     (95,669) (106,358) (119,769) (131,600) (131,600) 
Creditors     (95,669) (106,358) (119,769) (131,600) (131,600) 
Short term borrowings     0 0 0 0 0 
Long Term Liabilities     (252,539) (312,090) (546,908) (563,994) (654,352) 
Long term borrowings     (243,495) (296,725) (527,349) (535,587) (625,945) 
Other long term liabilities     (9,044) (15,365) (19,559) (28,407) (28,407) 
Net Assets     577,691 562,367 339,605 279,291 222,192 
                
CASH FLOW               
Operating Cash Flow     (58,974) (25,072) (760) 30,263 75,406 
Net Interest      1,199 (16,360) (36,460) (53,069) (52,789) 
Tax     (1,667) (675) (210) 443 0 
Capex     (193,232) (190,852) (197,432) (44,037) (175,278) 
Acquisitions/disposals     20,928 8,600 0 0 0 
Financing     26,741 4,748 0 39,379 0 
Dividends     0 0 0 0 0 
Net Cash Flow     (205,005) (219,611) (234,862) (27,021) (152,662) 
Opening net debt/(cash)     (208,103) (10,218) 214,753 439,514 473,283 
HP finance leases initiated     7,120 (1,319) 624 1,490 0 
Other     0 (4,041) 9,477 (8,238) 0 
Closing net debt/(cash)     (10,218) 214,753 439,514 473,283 625,945 
Brent Oil Price     111.7 108.7 99.1 52.5 72.5 
Source: Company accounts, Edison Investment Research. Note: Net debt here uses the company’s NPV of debt. For our NAV 
calculations, we are using gross debt from the convertible and high-yield bonds. 
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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 (www.fsa.gov.uk/register/firmBasicDetails.do?sid=181584). 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 2015 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Gulf Keystone Petroleum and 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”) © FTSE 2015. “FTSE®” 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. 

Frankfurt +49 (0)69 78 8076 960 
Schumannstrasse 34b 
60325 Frankfurt 
Germany 

London +44 (0)20 3077 5700 
280 High Holborn 
London, WC1V 7EE 
United Kingdom 

New York +1 646 653 7026 
245 Park Avenue, 39th Floor 
10167, New York 
US 

Sydney +61 (0)2 9258 1161 
Level 25, Aurora Place 
88 Phillip St, Sydney 
NSW 2000, Australia 

Wellington +64 (0)48 948 555 
Level 15, 171 Featherston St 
Wellington 6011 
New Zealand 

 
 

 

http://www.fsa.gov.uk/register/firmBasicDetails.do?sid=181584
http://www.edisongroup.com/

	1P/2P/3P reserves increase
	Reservoir drive better understood
	Valuation: Core NAV moves slightly to 56p
	Summary of reserve increases
	Reservoir drive is better understood
	Production profiles
	Lower capex profile
	New prospect at Sheikh Adi
	Effect on valuation
	Financials


