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“Jam tomorrow” doesn’t cut the mustard - initiate on three small-cap E&P companies 

Initiating coverage on three stocks 

We initiate coverage on three oil exploration and 

production companies.  Oil E&P equities have 

endured a period of weak performance as oil has 

retraced from recent highs of $145 to currently 

around $100/barrel.  At the same time oil equities 

in our E&P coverage have underperformed the oil 

price and we now believe they are discounting 

approximately $75/barrel for oil.  We believe 

Dragon Oil is the best positioned of our three 

initiations as it has strong cash flow from a robust 

production profile, a net cash balance of $540 mn, 

as well as a large oil reserve base.   

Additionally, we re-iterate our Buy ratings on 

Regal Petroleum and JKX Oil and Gas.  

 

Best buy idea 

We initiate on Dragon Oil as Buy with a 6-month 

price target of 366p.  We re-iterate Buy ratings on 

JKX Oil and Gas (6-month price target 549p) and 

Regal Petroleum (12-month price target 243p) 

Neutral: Cadogan Petroleum, Heritage Oil 

We initiate coverage of Cadogan Petroleum and 

Heritage Oil with Neutral ratings.  Our 6-month 

price target for Cadogan is 132p and 317p for 

Heritage. 

 

 

  

RATING AND PRICE TARGET SUMMARY 

Name Rating Price target
Cadogan Petroleum PLC Neutral 132p
Dragon Oil PLC Buy 366p
Heritage Oil Neutral 317p

JKX Oil and Gas Buy 549p
Regal Petroleum* Buy 243p

*6-month price target for all names above
except for Regal Petroleum which has a 12-month price target  
Source: Goldman Sachs Research. 

 

 

Coverage view: Neutral 
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Overview: How to buy oil at $75/barrel 

We initiate coverage on three small-cap E&P companies: Dragon Oil (Buy), Cadogan Petroleum (Neutral) and Heritage Oil 

(Neutral).  We explore the recent performance of the three stocks against our existing coverage group of JKX Oil and Gas 

(Buy) and Regal Petroleum (Buy).  

We initiate coverage on Dragon Oil (Buy), Heritage Oil (Neutral) and Cadogan Petroleum (Neutral) 

We initiate coverage on Dragon Oil with a Buy rating and 6-month price target of 366p.  We like the strong cash generation from the 

main producing asset in Turkmenistan and believe that the stock is currently pricing oil at $77/barrel from 2009 into the long-term.  

Alternatively, on current oil price assumptions, the stock is pricing a “free option” on the cash and development upside.  

We also initiate on Heritage Oil (Neutral, 6-month price target of 317p) and Cadogan Petroleum (Neutral, 6-month price target 132p).  

Although we see 40% and 43% upside potential to the respective price targets, not enough upside relative to our peer group to 

justify a Buy recommendation in our opinion. 

We reduce our price targets for both JKX (Buy, 6-month price target reduced from 578p to 549p) and Regal Petroleum (Buy, 12-

month price target reduced from 344p to 243p) as a result of the new GS oil price forecasts published on September 17, 2008, 

Macro headwinds have increased, but energy equities appear oversold; buy the correction, and an increase in the Ukrainian WACC 

to 11%.  With Regal Petroleum, we also value the company on the assumption that debt finance will be increasingly difficult to raise 

and therefore assume a “go-slow” development funded entirely from the group’s current cash balances.  This results in a slower 

ramp up in production in the MEX-GOL and SV fields and consequently reduces our SOTP-based valuation.  
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Equities now discounting sustained fall in oil price: We estimate $75 per barrel on average 

We calculated how the valuation of our coverage group changes in different oil price scenarios and conclude that both our “pure-

play” oil stocks, Dragon Oil and Heritage Oil, are discounting oil prices below $80 from 2009 continuing into the long term.  We 

estimate that Dragon Oil is discounting an oil price of $77/barrel and Heritage Oil a price of c.$72/barrel. 

 

Exhibit 1:  Heritage Oil discounting c.$72/barrel from 2009 

Valuations assuming flat oil price from 2009 

 Exhibit 2: Dragon Oil discounting c.$77/barrel from 2009 

Valuations assuming flat oil price from 2009 

0

50

100

150

200

250

300

350

400

GS Base
Case

$60 $70 $80 $90 $100

N
A

V 
(p

/s
ha

re
)

 

0

50

100

150

200

250

300

350

400

GS Base
Case

$60 $70 $80 $90 $100

NA
V 

(p
/s

ha
re

)

Source: Goldman Sachs Research estimates. 
 

Source: Goldman Sachs Research estimates. 

 

 

 

 

 

 



September 22, 2008   Europe, Middle East & Africa: Energy: Oil & Gas - E&P 

Goldman Sachs Global Investment Research 4 

Exhibit 3:  Upside potential to price targets across E&P coverage 

Survey of E&P stocks covered in Mid-cap team 

 Exhibit 4: Composition of NAV across Mid-cap peer group 

Dragon and JKX have most value in producing assets 
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Source: Goldman Sachs Research estimates. 

 

Exhibit 5:  Valuation accretion across different oil price scenarios 

Rebased 

 Exhibit 6: Mid-cap coverage since CADP IPO 

3-mth performance highlights steep decline in equity performance since mid-2008 
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Significant hedge fund presence in coverage space 

We note there is a high level of hedge fund holding across the companies we are initiating coverage over.  What is also note-

worthy is the low level of institutional holdings across these companies.  Dragon appears to have the most stable shareholder base 

with 53% of the shares held by insiders and only a 24% free-float.  

Exhibit 6:  Low institutional holdings in companies  

at September 15, 2008 

 Exhibit 7: Hedge fund holding represents 12% of shareholder base  

Composition of hedge fund holdings of Dragon Oil at September 15, 2008 
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Source: Goldman Sachs Research, Thompson Reuters, Bloomberg. 

Exhibit 8:  Hedge fund holding represents 39% of shareholder base 

Composition of hedge fund holdings of Heritage Oil at September 15, 2008 

 Exhibit 9: Hedge fund holding represents 41% of shareholder base 

Composition of hedge fund holdings of Cadogan Petroleum at September 15, 2008 
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Source: Goldman Sachs Research, Thompson Reuters, Bloomberg. 
 

Source: Goldman Sachs Research, Thompson Reuters, Bloomberg. 
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Dragon Oil (DGO.L):  Unfashionable, but transformation underway; initiate as Buy 

Growth

Returns *

Multiple

Volatility Volatility

Multiple

Returns *

Growth

Investment Profile: Dragon Oil PLC

Low High

Percentile 20th 40th 60th 80th 100th

* Returns = Return on Capital For a complete description of the 

investment profile measures please refer to 

the disclosure section of this document.

DGO.L

Europe Oil & Gas Peer Group Average

 

 

Price performance chart
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Source of opportunity 

Dragon Oil is trading at a 56% discount to NAV.  There is strong upside potential on an absolute and relative 

basis at current prices.  The company is production focused and we believe they will be able to double oil 

production to around 100k bopd within the next three years. At current levels the stock is trading at an 8% 

discount to its core NAV of producing and financial assets, and we estimate it is discounting an effective oil 

price of $77/barrel from 2009 onwards.  We initiate with a Buy recommendation. 

Catalyst 

As the company has only immaterial exploration and appraisal opportunities, we believe the stock will be 

catalysed by incremental development milestones being achieved over the course of the next 18 months.  

These include lifting group production to c.40kbopd by the end of 2008, submitting an FDP addendum to the 

Turkmenistan Government in 4Q08 and continuing announcements relating to contracts for the re-development 

of surface facilities at the Cheleken area.  The stabilization of the oil price in the current market could also act as 

a catalyst for the stock which is pricing a sustained decline below $80/barrel. 

Valuation 

We set our 366p, 6-month price target based on a SOTP methodology including the discounted cash flow of the 

company’s producing and near-term development assets and a risked assessment of its appraisal and 

exploration projects.  

Key risks 

Key risks to our view and price target include continued declines and volatility in the oil price.  Operational risks 

include worse than anticipated performance of producing wells at the Cheleken Area, a delay in construction of 

extra capacity at the field and difficulties and delays in bringing additional drilling rigs into the region.  The 

company has large exposure to any political volatility in Turkmenistan and fiscal renegotiation should also be 

considered a risk to the investment case. 

Source: Company data, Goldman Sachs Research estimates, FactSet. 
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Company overview 

Dragon Oil is a production and development orientated E&P company, with operational focus on their 100% working interest in the 

Cheleken PSC in Turkmenistan.  The company is a direct beneficiary of Turkmenistan’s growing profile within the oil industry.  It is 

currently undertaking a major refurbishment and expansion of its onshore processing facilities and drilling capabilities in the 

Caspian.  As a result by 2010, we believe that oil production capacity could more than double to 100kbopd and gas processing 

facilities could provide a commercial route for the associated gas at Cheleken (currently c.20mmscf/d is flared).  The company is 

55% owned by ENOC (Emirates National Oil Company), however despite holding an asset of clear strategic value (the acquisition of 

Dragon could provide “oil majors” with an excellent foundation asset in Turkmenistan), we do not believe M&A is likely in the stock.  

It is more likely that Dragon will seek to acquire an asset in order to diversify its portfolio away from the Caspian region, in our view.  

At the current share price, we estimate that Dragon implies an oil price of $77/barrel from 2009 onwards; significantly below our 

forecasts.  The stock is trading below our calculation of Core NAV of 255p (c.8% discount) suggesting that upside from 

developments at Cheleken are a “free option” at current price levels.   We believe that the current levels provide an excellent entry 

level on an absolute and sector-relative basis.  We initiate coverage with a Buy recommendation and 366p 6-month price target. 

Exhibit 10: Dragon Oil is a pure play on Turkmenistan and has a strong net cash position 

Dragon Oil - Net asset value  

Dragon Oil

Producing assets WACC Risk
Reserves
(mmboe)

NPV
$/bbl

NPV
$m

NPV
£m

NPV
p/s

Cheleken PSC- 1P Reserve development 12% 100% 319 5.8 1859.1 1041.6 204
1859.1 1041.6 204

Corporate and non-debt financial liabilities -70.2 -39.2 -8
Net Cash 543.2 301.8 59
Production + Financial Assets 319 2332.2 1304.2 255

Core NAV 319 2332.2 1304.2 255

Contingent Assets
Cheleken PSC- 2P Reserve development and 
Gas Project 12% 100% 429 2.3 1005.4 567.2 111

429 1005.4 567.2 111

Total NAV 748 3337.6 1871.4 366  

Source: Goldman Sachs Research estimates. 
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Exhibit 11:  Pure-play on Turkmenistan 

Cheleken PSC accounts for full value of oil assets alongside strong balance sheet 

 Exhibit 12: Current share price implies oil price of c.$77 

We see fair value at 366p per share 

Turkmenistan Balance Sheet
 

 

0

50

100

150

200

250

300

350

400

GS Base
Case

$60 $70 $80 $90 $100

NA
V 

(p
/s

ha
re

)

 

Source: Goldman Sachs Research estimates. 
 

Source: Goldman Sachs Research estimates. 

Exhibit 13:  Potential for significant uplift in production profile 

Successful development would more than double plateau production level. 

 Exhibit 14: Dragon Oil price performance vs. E&P sector 

12-month performance, rebased 
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Operational highlights 

Although the company has a few small assets in Yemen (to which we ascribe no value in our NAV or price target), Dragon is 

basically a pure-play on Turkmenistan and the development of the Cheleken Contract Area (offshore Caspian).  In the terms of this 

PSC, the company holds an asset of considerable development potential: a reserve report at year-end 2007 ascribed 640 million 

barrels of oil as 2P reserves on the field.  Although current production is approximately 40,000bpd oil, we believe that with a 

sustained drilling programme, refurbishment of surface facilities and expansion of export capacity, this could be increased to 

100,000bpd oil by 2013.  This peak in the production profile could be enhanced further if more rigs can be sourced onto the fields.  

We currently assume a three rig campaign drilling a conservative eight wells per year (the company believes that between 8- 12 

wells are achievable each year from three rigs). 

The company has entered a period of intensive capital expenditure at the Cheleken area.  We forecast that the company will spend 

$100 mn in 2008 on facilities capex and a further $265 mn in 2009 to refurbish existing infrastructure.  This is in addition to drilling 

capex of approximately $200 mn per year for development drilling.  In order to expand processing and export capacity to 

approximately 100kbopd for oil and 20boepd for gas, we estimate a further $350 mn will be needed between 2008 and 2010.  

Exhibit 15: Free cash flow generation varies significantly under different oil price scenarios  

Note net cash balance at FY2007 means development fully funded even at $60/barrel to 2011E. 

Free Cash Flow 2008E 2009E 2010E 2011E
GS Base Case 43 93 -132 56

GS +10% 43 97 -132 55
GS -10% 43 90 -132 58

$60 43 -202 -112 144
$70 43 -78 11 59
$80 43 46 -102 58
$90 43 86 -140 60
$100 43 90 -141 59  

Source: Goldman Sachs Research estimates. 

Exhibit 15 shows the free cash flow of Dragon Oil under differing oil price scenarios.  In the $60 through $100 scenarios, we assume 

that the oil price will be at these respective prices for 2009E, 2010E and 2011E.  We assume the base case GS forecast of $113 for 

2008E in all scenarios.  We forecast that under all our oil price scenarios, Dragon will be able to cover its capital expenditure 

programme from current cash deposits and free cash flow. 

Production can be further enhanced by commercialization of the significant associated gas resources on the Cheleken PSC area.  

Turkmenistan is reported to have the fourth largest gas reserves in the world and therefore has the potential to become a 

significant producer of gas in the future.  The country is also well placed geographically, with commercial options including further 

enhancing export capacity north to Russia, south-west to Iran, south-east to China or across the Caspian to feed the proposed 

Nabucco pipeline direct to Europe.  The price of gas in Turkmenistan has increased significantly since 2005.  Prices have risen from 

$50/mcm in 2005 to $180/mcm currently.   
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Dragon flares 20mmscf/d of associated gas from the Cheleken field and is currently in discussions with the Government of 

Turkmenistan over commercial options for this gas.  We anticipate an announcement by the end of the year concerning the gas 

export arrangements, but we understand from management that gas will be sold to the central government under the terms of the 

existing PSC.  We assume that Dragon Oil will be able to sell their gas at an export equivalent price to encourage their proposed 

$200 mn investment in the gas processing facilities and export pipeline. 

Exhibit 16: Catalysts related to development could be in place by the end of 2008  

 

Q4 2008 Drilling Report- October

Interim Management Statement- 22nd October

Drilling Report- November

Announcement on Rig Contract (provisional)

Announcement on awad of contract for Phase 2 of new processing facility (provisional)

Q1 2009 Trading Statement January 2009

FY 2008 Results March 2009

Q2 2009 Announcement on awad of contract for gas processing facility (provisional)

2009 8-12 well development drilling campaign across 2009
 

Source: Company Data, Goldman Sachs Research estimates. 
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Cadogan Petroleum (CADP.L): License issues overshadow company; initiate as Neutral  
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Investment Profile: Cadogan Petroleum PLC
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* Returns = Return on Capital For a complete description of the 

investment profile measures please refer to 

the disclosure section of this document.

CADP.L

Europe Oil & Gas Peer Group Average

 
Key data Current

Price (p) 92.25

6 month price target (p) 132

Upside/(downside) (%) 43

Market cap (£ mn) 213.2

Enterprise value (£ mn) 100.1

12/07 12/08E 12/09E 12/10E

EBIT (£ mn) (15.2) (15.1) 22.8 90.1

EPS (p) (0.14) (0.03) 0.08 0.27

P/E (X) -- NM NM 336.6

EV/DACF (X) -- NM 7.6 3.2

Dividend yield (%) -- NM NM NM

FCF yield (%) -- (77.8) (52.4) (32.4)

CROCI (%) -- (9.7) 9.7 20.1

CROCI/WACC (X) -- -- -- --

EV/GCI (X) -- 0.5 0.6 0.5

Price performance chart
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Share price performance (%) 3 month 6 month 12 month
Absolute (51.4) -- --

Rel. to FTSE World Europe (48.1) -- --

Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 9/22/2008 close.

 

Investment view 

We believe that concerns over license validity significantly cloud the investment case for Cadogan at the current 

time.  Although there are numerous operational catalysts and the company has significant potential for reserve 

upgrades from appraisal and exploration drilling in the next 6-9 months, we do not believe this will crystalise in 

the share price unless the court rulings that have effectively invalidated two of the company’s licenses are 

overturned.  We initiate with a Neutral rating and a 132p 6-month price target. 

Core drivers of growth 

Growth in the company is likely to be driven by an active drilling campaign across the next twelve months as it 

seeks to increase both its production base and reserve base in Ukraine.  The company is well funded and we 

believe they can cover their development costs from cash balances and operational cash flow from their main 

field into 2010.  

Risks to the investment case 

Risks to our view and price target include the upholding of the license challenges at appeal and further 

challenges to licenses within the group’s portfolio.  Fiscal renegotiation remains a risk on the downside, 

alongside lower-than-expected gas prices in Ukraine and a fall in oil prices.  Unanticipated cost escalation and 

operational delays also represent risks on the downside.  Successful appraisal/exploration drilling and increases 

in the Ukrainian gas price above our current forecasts are upside risks.  

Valuation 

We set our 132p 6-month price target based on a SOTP methodology including the discounted cash flow of the 

company’s producing and near-term development assets and a risked assessment of its appraisal and 

exploration projects. 
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Company overview 

Cadogan Petroleum has endured a difficult infancy as a listed company.  Since it’s IPO on June 17, 2008 the shares have fallen by 

60% on the back of license challenges in Ukraine that if ratified would forfeit the company’s rights to its core asset the Pirkovskoe 

field.  However, the retrenchment of the share price following the announcement in relation to the challenges now largely discounts 

the risk of these events.  Net cash of $271 mn on the balance sheet represents 60p/share worth of value in our price target.   

Operational Overview 

Cadogan has the largest portfolio of Ukrainian assets of our coverage group, with assets in both the Carpathian basin, west Ukraine, 

as well as the Dniepr-Donets basin, east Ukraine.  The company’s principle asset is the Pirkovskoe license, which contains c.80 mn 

boe of gas and condensate (predominantly gas).  Separate from this are the Zagoryanska and Bitlysanksa licenses which contain a 

combined 320 mn boe of contingent resources.  The company’s principle strategy across the next year is to convert as much of the 

contingent resources into 2P reserves as possible and increase the company’s production profile by development drilling at 

Pirkovskoe.  Both the Pirkovskoe and Zagoryanska licenses are subject to disputes and the resolution of these are key to the 

valuation of these assets. 

Pirkovskoe Production 

We assume that Cadogan will develop the field using a two rig programme and that drill times will be c.10 months per well and that 

two wells per year will be achievable.  This could improve if new western rigs were employed (Cadogan currently uses Ukrainian 

rigs) and, if so, the drilling time per well could halve.  We believe that new wells will produce 720 boepd initially, in line with 

company guidance and with existing wells on the field.  Under our assumptions production will average 2.1kboepd for 2009, rising 

by approximately 2kboepd per year to a plateau rate of c.13kboepd by 2016.  We model the full value of cash flows on the basis that 

Cadogan is awarded a production license for the field.  However, to mitigate this risk, we assume a government back-in of 30% and 

apply a WACC of 16% over the field.  We believe the field will be cash flow positive in 2010 under our current assumptions. 

Zagoryanska and Bitlyanska Development 

The company is targeting the conversion of contingent resources in both the Zagoryanska (18.5 mn boe) and Bitlyanska licenses 

(302 mn boe).  The Zagoryanska field is located adjacent to Pirkovskoe, which makes the economics of its development more 

attractive, as production can be tied back to existing processing facilities.  Currently one well (Zag-3) is being drilled on the field, 

with two further workovers (Zag-2 and Zag-8) planned subsequently.  After this activity and contingent on successful conversion of 

reserves, we believe that drilling can recommence (cash flow permitting) in 2011, and a two well per year programme can deliver 

production peaking in 2014 at 7kboepd.  The Bitlyanska license comprises two fields, Borynya (188 mn boe) and Bitlya (114 mn boe).  

Both fields will be subject the of appraisal drilling in 2009.  We anticipate Borynya-3 in 2Q09 and Bitlya in 4Q09.   
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Exhibit 17: Multitude of operational catalysts across coming 12 months 

Q4 2008 Pokrovskoe 2-  Production test result

Pirkovskoe 460- commencement of commercial production

Pirkovskoe 1- Production test result

Zagoryanska 3- drilling and testing by end of Q4

Q1 2009 Zagoryanska 2 and 8- Workover of two existing wells and possible production

Q2 2009

Q3 2009 Pokrovskoe 1-  Production tests and possible commencement of commercial production

Submission of FDP for Pirkrovskoe Field
 

Source: Goldman Sachs Research estimates. 

License validity remains the key concern, but we don’t see court rulings as the end 

The current investment proposition is plagued by the issue of the Cadogan licenses for two reasons.   

1. Court challenges remain over Pirkrovskoe and Zagoryanska licences. 

2. Majority of Cadogan licenses only have “Exploration and Development” status. 

Court Challenges on Pirkrovskoe and Zagoryanska 

At the current time there are rulings outstanding in a local Ukrainian court that effectively invalidate the Pirkrovskoe and 

Zagoryanska licenses.  While these rulings are being challenged by Cadogan, the two fields account for 42% of our SOTP-based 

price target.  If Cadogan’s appeal is not upheld, then both licences relating to these fields can be nullified.  In this instance, our NAV 

would fall to 88p per share and deprive Cadogan of c.80 mn barrels of 2P reserves and c.19 mn barrels of contingent resources.   

According to the company, on June 17, 2008, the Poltava Regional Commercial Court (PRGC, regional court within Ukraine) ruled in 

favour of Poltavanaftogazgeology (PNGC) in declaring a previous license transfer from PNGC to NJSC Nadra Ukraine invalid.  The 

ruling related to the transfer of both the Pirkrovskoe and Zagoryanska licenses and has the potential to invalidate both licenses.  On 

July 28, 2008 the Ministry of Environmental Protection issued orders invalidating the licenses.  The General Prosecutor of Ukraine 

subsequently issued a protest stating the Ministry’s actions were unlawful.  On August 1, 2008, Cadogan obtained an interim 

injunction against the nullification of both licenses and is now due to challenge the original rulings of the PRGC ruling at a hearing 

on September 26, 2008 (having previously been scheduled for September 12, 2008). 
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Exhibit 18: Timeline of events surrounding license challenges 

 

Source: Company data, Bloomberg 

Licenses only have “Exploration and Development” status and expire within three years 

The second issue is that the vast majority of the licenses that Cadogan holds are “Exploration and Development” licenses, which 

do not immediately entitle the holder to the rights to produce over the full life of the field.  Upon submission of a Field Development 

Plan, Cadogan will apply for the transfer of the license in to full “Production” status, which would grant them the rights to the 

production from the field for 20-25 years.   
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Exhibit 19: Summary of Cadogan licenses 

Majority of licenses expire by 2011 

License Area License Type Product Start Date End Date 
Pirkovskoe Exploration & Development Gas/Condensate 19-Oct-07 19-Oct-10 97.0%
PorkovsKoe Exploration & Development Gas/Condensate 10-Aug-01 10-Aug-11 100.0%
Zagoryanska Exploration & Development Gas/Condensate 19-Oct-07 19-Oct-09 90.0%
Bitlyanska* Exploration & Development 19-Oct-07 23-Dec-09
   Bitlya Gas/Condensate 97.1%
   Borynya Gas/Condensate 96.5%
   Vovchenska Oil 96.8%
Monastyretske Exploration & Development 19-Oct-07 23-Dec-09
   Monastyretske Oil 95.0%
   Blazhivskoe Oil 95.0%
Krasnoyilske* Exploration & Development Gas/Condensate 19-Oct-07 23-Dec-09 98.5%
Debeslavetska Exploration & Development Gas/Condensate 07-Sep-01 07-Sep-11 98.3%
Debeslavetska Production Gas/Condensate 04-Oct-06 04-Oct-26 98.3%
Slobodo-Rungerske Exploration & Development Oil 11-Apr-01 11-Apr-11 100.0%
Cheremkhivskoe Production Gas/Condensate 14-May-02 14-May-18 49.8%
Malynovetska Exploration & Development Oil 11-Jan-02 11-Jan-12 79.9%
Mizhrichenska Exploration & Development Oil 07-Jun-06 07-Jun-06 40.0%

Working Interest 
of the Group

 

Source: Company data. 

Encapsulating risks into valuation 

We incorporate the risks surrounding the license renegotiation via two mechanisms.  The first is to include a “company specific 

risk” weighting in our WACC of 500 bp.  This takes our WACC to 16% vs. that of 11% for JKX and 12% for Regal Petroleum, the 

other Ukrainian operator.  We also assume that the government will back into the company’s projects effectively taking a 30% 

equity interest once all upfront capital expenditure has been spent by Cadogan Petroleum.  Catalyst for the removal of these two 

discounting mechanisms would be a ruling in Cadogan’s favour at the upcoming court hearings and the conversion of their 

“Exploration and Development” licenses to full “Production” licenses. 
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Exhibit 20: Ukrainian pure play with significant company specific risk 

Cadogan Petroleum - Net asset value 

Cadogan Petroleum
Reserves NPV NPV NPV NPV

WACC Risk (mmboe) $/bbl $m £m p/s

Overheads and Corporate Liabilities -88 -45 -19
Net Cash 271 143 62
Production + Financial Assets 183 98 42

Development Assets
Pirkovskoe 16% 100% 79 2.4 189 110 48

79 189 110 48

Core NAV 372 208 90

Appraisal & Exploration Assets
Zagoryanska 16% 30% 30 2.6 23 13 6
Borynya 16% 30% 134 2.9 118 67 29
Bitlya 16% 30% 99 1.0 30 17 7
Pokrovskoe 20% 46 1.0 9 5 2

263 172 98 42

Total NAV 543 306 132  

Source: Company data, Goldman Sachs Research estimates. 
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Exhibit 21: Removing license specific risks more than doubles our current valuation 

With an 11% WACC and assuming no government back-in implies a valuation of 273p/share 

Cadogan Petroleum
Reserves NPV NPV NPV NPV

WACC Risk (mmboe) $/bbl $m £m p/s

Overheads and Corporate Liabilities -88 -45 -19
Net Cash 271 143 62
Production + Financial Assets 183 98 42

Development Assets
Pirkovskoe 11% 100% 79 6.3 497 284 123

79 497 284 123

Core NAV 680 382 166

Appraisal & Exploration Assets
Zagoryanska 11% 30% 30 6.2 56 32 14
Borynya 11% 30% 134 6.9 276 156 67
Bitlya 11% 30% 99 3.7 109 62 27
Pokrovskoe 20% 46 3.7 34 19 8

263 440 249 108

Total NAV 1120 632 273  

Source: Company data, Goldman Sachs Research estimates. 
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Exhibit 22:  Pure-play on Ukraine 

$271 mn of cash on balance sheet to fund developments over next three years 

 Exhibit 23: Current share price implies oil price below $60 

Note: Cadogan is more of a gas play and license issues distort this analysis 

67%

33%

Ukraine Balance Sheet

 

 

0

20

40

60

80

100

120

140

GS
Base
Case

$60 $70 $80 $90 $100

N
A

V 
(p

/s
ha

re
)
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Source: Goldman Sachs Research estimates. 

 

Exhibit 24:  Production growth driven by Pirkovskoe field 

Profile enhanced if Zagoryanska development is successful 

 Exhibit 25: Cadogan Petroleum price performance vs. E&P Sector 

Since IPO, rebased 
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Heritage Oil (HOIL.L):  Potential in those hard-to-reach places; initiate as Neutral 

Growth

Returns *

Multiple

Volatility Volatility

Multiple

Returns *

Growth

Investment Profile: Heritage Oil

Low High

Percentile 20th 40th 60th 80th 100th

* Returns = Return on Capital For a complete description of the 

investment profile measures please refer to 

the disclosure section of this document.

HOIL.L

Europe Oil Services Peer Group Average

 
Key data Current

Price (p) 226.75

6 month price target (p) 317

Upside/(downside) (%) 40

Market cap (£ mn) 578.1

Enterprise value ($ mn) 1,143.4

12/07 12/08E 12/09E 12/10E

Revenue ($ mn) 3.7 53.8 98.9 91.8

EBIT ($ mn) (47.8) (1.1) 40.7 31.7

EPS ($) (0.25) (0.03) 0.10 0.06

EV/EBITDA (X) -- NM 26.5 34.7

P/E (X) -- NM 41.9 68.2

Dividend yield (%) -- NM NM NM

FCF yield (%) -- (12.4) (10.4) (2.3)

CROCI (%) -- (0.5) 2.4 (0.9)

CROCI/WACC (X) -- -- -- --

EV/GCI (X) -- 4.1 2.9 2.7

Price performance chart
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Investment view 

Heritage has significant potential in its acreage in Uganda and Kurdistan, alongside a pipeline of potential 

exploration areas including Tanzania, Mali, DRC (Lake Albert) and Malta.  Although projects in Russia and Oman 

should deliver modest production and cash flow in the medium-term, the value of these assets is relatively 

small in terms of the group’s portfolio.  We believe that the company is fully funded to the end of 2009, but 

believe that funds will be focused on appraisal drilling in Uganda and exploration in Kurdistan, rather then on 

development and production.  After 2009, the company will be required to finance itself either by asset sale, 

debt finance or a return to the equity market.  We note the recent announcement regarding the potential for an 

asset disposal or sale of the entire company, but do not see enough upside potential to be buyers of the stock.  

We initiate with a Neutral rating and a 317p, 6-month price target. 

Core drivers of growth 

Growth will likely be driven by drilling success in Uganda and Kurdistan.  In 4Q08, we anticipate the drilling of 

four wells in Uganda, with a follow-up programme in early 2009.  In Kurdistan, exploration drilling should 

commence at the Miran Block, with the potential for a follow-up well later in the year.  We anticipate that 

production will increase next year to c.3kbopd, but as funds are allocated to Uganda and Kurdistan, we see 

natural decline in this profile beyond 2009E.  

Risks to the investment case 

The key risks to our view and price target on the downside are drilling and exploration failure in Uganda and 

Kurdistan, a fall in the oil price and an inability to refinance at the end of 2009.  Fiscal renegotiation and political 

risk cannot be ignored; one of the company’s producing assets is in Russia and their contract in Kurdistan 

(Northern Iraq) is not officially recognized by the Government of Iraq.  On the upside, crystalisation of M&A 

activity and success at Uganda in particular could be a significant upside risk. 

Valuation 

We set our 317p, 6-month, price target based on a SOTP methodology including the discounted cash flow of the 

company’s producing and near-term development assets and a risked assessment of its appraisal and 

exploration projects. 
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Heritage is highly levered to appraisal success in Uganda 

Heritage Oil is an exploration and appraisal focused E&P company with a broad geographical spread of assets.  The most 

significant asset in terms of value and size is their position in Uganda through 50% stakes in Blocks 1 and 3a in the Lake Albert 

basin.  The company is partnered with Tullow Oil (TLW.L, Neutral) who have enjoyed considerable success in the basin over the 

past 12 months.  Discussion on the potential of the Lake Albert basin has been considerable, though we don’t want to spend time 

adding to the description of the asset in this piece.  However, Heritage is highly geared to success in the basin as Uganda accounts 

for 92% of the company’s value in our price target.  As a result the fortunes of Heritage are highly geared to Uganda.  In a “pure-

success” case, our valuation would increase by 146% to 777p per share.  Likewise, if we were to remove Uganda as a complete 

failure, our valuation would fall by 92% to 25p per share. 

Significant volumetric potential in Kurdistan, but political and commercial hurdles exist 

We assume 600 mn barrels of potential recoverable oil on the Miran Block given the wide STOIIP guidance and potential for wide 

ranges in recoverability experienced by Addax Petroleum at the Taq-Taq Field km North West of Miran.  Although there have been 

no wells drilled on the block, we ascribe a 20% probability of success given the prospective nature of the region.  However, the risks 

associated with Miran are not purely related to exploration.  Located in the North of Iraq, the licenses that the Kurdistan Regional 

Government (KRG) granted have not been formally ratified by the Iraqi Government.  While ratification of the licences could occur 

through negotiations between the KRG and Iraqi Government this cannot be guaranteed.  However, a number of other independent 

operators including Addax Petroleum and DNO International are present in the region and KNOC (Korean National Oil Company) is 

reported  to have agreed to invest significantly in the region according to reports from the KRG.  Linked with political risk is the 

commercial risks around Kurdish oil.  Currently there is no export route of meaningful scale.  The most accessible option is to 

construct a pipeline to Kirkuk, and tie-in to the Kirkuk export pipeline.  However, this solution is likely contingent on a political 

resolution to the oil contracts signed by the KRG. 

As a consequence of the risks, we ascribe a WACC for the Miran Block in Kurdistan of 20%.  We believe this adequately captures 

risk in a quantifiable way.  If we were to ascribe a WACC of 12% our valuation of the Miran Block would increase by 95% from 

17p/share to 33p/share.  We estimate a “pure-success” case in Kurdistan for Heritage (assuming a 12% WACC) would be worth 

321p/share. 

Production growth constrained by capital allocation decisions 

The group has 60 mn barrels of 2P reserves at Zapadno Chumpasskoye in Western Siberia.  Although the reserve potential would 

suggest production could peak as high as 16k bopd in 2012, we do not believe the project will be a priority in the Heritage portfolio.  

We estimate that $140 mn of capital expenditure needs to be spent to 2010 and more development drilling required beyond 2010.  

Given the groups current level of funding, we believe cash will be diverted towards projects in Kurdistan and Uganda and 

development of Zapadno Chumpasskoye will only occur if debt finance can be obtained or the company can farm-out a portion of 

the field. 
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Exhibit 26: Active drilling campiagns in Uganda and Kurdistan 

Q4 2008 Uganda, Block 1- 3 well exploration campaign.

Uganda, Block 3a- Kingfisher-3 appraisal well.

Q1 2009 Kurdistan, Miran Block- Exploration well 

Q2 2009 Uganda, Block 1- Commencement of follow-up appraisal/ exploration campaign

Q3 2009 Kurdistan, Miran Block- Follow-up Exploration/Appraisal well 

Q4 2009 Uganda, Block 3a- 1 well offshore Lake Albert.  Crane or Pelican Prospect.
 

Source: Company data, Goldman Sachs Research estimates. 
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Exhibit 27:  Significant leverage to success of appraisal in Uganda 

Kurdistan could provide further upside when drilling commences in 2009 

 Exhibit 28: Current share price implies oil price of c.$72 

Leverage to oil price due to value of Ugandan project at different oil prices 
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Source: Goldman Sachs Research estimates. 
 

Source: Goldman Sachs Research estimates. 

Exhibit 29:  Production growth constrained; Ugandan appraisal the focus 

Successful development could more than double plateau production level. 

 Exhibit 30: Heritage Oil’s price performance since IPO 

Performance vs. E&P coverage since IPO 
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Exhibit 31: Valuation highly levered to Uganda, but cash flow provided from Oman and Russia operations 

Heritage Oil - Net asset value 

Heritage Oil Ltd
Reserves NPV NPV NPV NPV

Financial Assets WACC Risk (mmboe) $/bbl $m £m p/s

Financial Liabilities -244.3 -128.6 -51
Net Cash 127.3 67.0 27
Production + Financial Assets -117.0 -61.6 -24

Development Assets
Oman- Block 8 3 14.4 44 25 10
Russia- Zapadno Chumpasskoye 64 1.5 98 56 22

67 142 81 32

Core NAV 67 25 19 8

Exploration and Appraisal Assets
Uganda- Block 1 11% 35% 554 4.2 818 431 171
Uganda- Block 3a 11% 46% 300 4.2 580 305 121
Kurdistan-Miran Block- Structure 1 20% 10% 600 1.3 81 42 17

1454 1479 348 309

Total NAV 1521 1504 367 317  

Source: Goldman Sachs Research estimates. 

Exhibit 32: JKX and Regal Petroleum: Price target changes, methodology and risks 

TP (new) TP (old) Time horizon Methodology Risks

JKX Oil and Gas 549p 578p 6 months SOTP

Oil and gas price increase/decrease.
Development and exploration success/ failure.
Political risk in Ukraine and fiscal renegotiation.

Regal Petroleum 243p 344p 12 months SOTP

Oil and gas price increase/decrease.
Development and exploration success/ failure.
Political risk in Ukraine and fiscal renegotiation.  

Source: Goldman Sachs Research estimates. 



September 22, 2008   Europe, Middle East & Africa: Energy: Oil & Gas - E&P 

Goldman Sachs Global Investment Research 24 

Reg AC  

I, Franklin Walding, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company or companies and its or their securities. I also certify 

that no part of my compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in this report. 

Investment profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and market. The four key attributes depicted are: 

growth, returns, multiple and volatility.  Growth, returns and multiple are indexed based on composites of several methodologies to determine the stocks percentile ranking within the region's 

coverage universe. 

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows: 

Growth is a composite of next year's estimate over current year's estimate, e.g.  EPS, EBITDA, Revenue. Return is a year one prospective aggregate of various return on capital measures, e.g.  CROCI, 

ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g.  P/E, dividend yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month 

volatility adjusted for dividends.  

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for in-depth analysis of a single company, or to make 

comparisons between companies in different sectors and markets. 

Disclosures 

Coverage group(s) of stocks by primary analyst(s) 

Franklin Walding: Europe-Small & Mid Cap. 

Europe-Small & Mid Cap: 32Red Plc, 888 Holdings, A-TEC Industries AG, AGA Rangemaster Group, Aker Seafoods ASA, Alfa Laval, Amer Sports, Andritz AG, ASOS plc, Austevoll Seafood ASA, Axis-

Shield, Balda AG, Balfour Beatty, Bang & Olufsen, Barco NV, Bauer AG, Betsson AB, Bloomsbury Publishing, BSS Group, bwin Interactive Entertainment, BWT AG, Cardo AB, Care UK PLC, CareTech 

Holdings PLC, Carillion, Carpetright, Celesio AG, Cermaq ASA, Charles Voegele, Charter Plc, Christ Water Technology AG, Cineworld Group Plc, Club Méditerranée, Copeinca ASA, Curanum AG, 

Danieli, Danieli (Savings), De'Longhi, Diasorin Spa, Domino Printing Sciences, Domino's Pizza, Dufry, Euro Disney S.C.A., Findel, FLSmidth & Co. A/S, French Connection, Game Group, GEA Group, 

Geberit Holdings, GfK AG, Greggs, Grieg Seafood, Groupe Beneteau, Groupe SEB SA, Head, Headlam Group Plc, Holidaybreak, Husqvarna AB, IG Group Holdings, Indesit Co SpA, Intralot, IPSOS, ITE 

Group, JJB Sports, JKX Oil and Gas, Jungheinrich, Keller Group, Kier Group, Kingspan Group, KONE Corporation, Konecranes, Kontron AG, Korian SA, Krones AG, Ladbrokes, Lavendon Group PLC, 

Leroy Seafood Group ASA, Loewe Ag, London Capital Group, Lottomatica, Luminar, Majestic Wine PLC, Manitou, Marine Harvest, Marseille-Kliniken AG, Marshalls Plc, Mitie Group Plc, N Brown 

Group, Neopost, Northgate, Oce NV, OPAP, Oriola KD, ORPEA SA, Paddy Power Plc, Palfinger AG, PartyGaming plc, Photo-Me International, Playtech, Praktiker, Rank Group, Rational AG, Raymarine 

plc, Regal Petroleum, Restaurant Group PLC, Rieter Holding AG, Rightmove Plc, Rodriguez Group, Rotork PLC, RPS Group Plc, Salmar, Schindler Holding AG, Schoeller-Bleckmann, Schulthess Group, 

SeLoger.com, SIG, SkiStar AB, Société BIC, Soitec, Southern Cross Healthcare, Spectris, Speedy Hire, Sportingbet plc, Sports Direct International Plc, Stratec Biomedical, Sulzer AG, Séché 

Environnement, Taylor Nelson Sofres, Tecan Group AG, Ted Baker, Tomra Systems, Topps Tiles, Ubisoft Entertainment, Unibet Group Plc, United Drug Plc, Uponor OYJ, Valora Holding AG, Vitec 

Group PLC, Vossloh AG, Wacker Neuson, WAVIN, WH Smith, William Hill, Wincor Nixdorf, WS Atkins, YIT Corporation, Zardoya Otis, Zumtobel. 

Company-specific regulatory disclosures 

The following disclosures relate to relationships between The Goldman Sachs Group, Inc. (with its affiliates, "Goldman Sachs") and companies covered by the Global Investment Research Division of 

Goldman Sachs and referred to in this research. 



September 22, 2008   Europe, Middle East & Africa: Energy: Oil & Gas - E&P 

Goldman Sachs Global Investment Research 25 

Goldman Sachs expects to receive or intends to seek compensation for investment banking services in the next 3 months: Heritage Oil (226.75p), JKX Oil and Gas (314.25p) and Regal Petroleum 

(103.25p) 

Goldman Sachs has received compensation for non-investment banking services during the past 12 months: Dragon Oil PLC (236.50p) 

Goldman Sachs had a non-investment banking securities-related services client relationship during the past 12 months with: Dragon Oil PLC (236.50p) and Regal Petroleum (103.25p) 

Goldman Sachs had a non-securities services client relationship during the past 12 months with: Dragon Oil PLC (236.50p) 

There are no company-specific disclosures for: Cadogan Petroleum PLC (92.25p) 

Distribution of ratings/investment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 28% 57% 15% 50% 46% 40% 

As of July 1, 2008, Goldman Sachs Global Investment Research had investment ratings on 3,006 equity securities. Goldman Sachs assigns stocks as Buys and Sells on various regional Investment 

Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage 

groups and views and related definitions' below. 

Price target and rating history chart(s) 

  

Regulatory disclosures 

Disclosures required by United States laws and regulations 

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager or co-manager in a pending transaction; 1% or 

other ownership; compensation for certain services; types of client relationships; managed/co-managed public offerings in prior periods; directorships; market making and/or specialist role. 

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, professionals reporting to analysts and members of their 

households from owning securities of any company in the analyst's area of coverage. Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes 

investment banking revenues. Analyst as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as an officer, 

director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts may not be associated persons of Goldman, Sachs & Co. and 

therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on communications with subject company, public appearances and trading securities held by the analysts. Distribution 
of ratings: See the distribution of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format or if with respect 

to multiple companies which are the subject of this report, on the Goldman Sachs website at http://www.gs.com/research/hedge.html. Goldman, Sachs & Co. is a member of SIPC(http://www.sipc.org).  

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws and regulations. Australia: This research, and any 

access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. Canada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, 

JKX Oil and Gas  (JKX.L)

569
471

100

200

300

400

500

600

300

320

340

360

380

400

420

440

Goldman Sachs rating and stock price target history

Stock Price Currency : British Pounds/Pence

Source: Goldman Sachs Investment Research for ratings and price targets; FactSet closing prices as of 6/30/2008.

The price targets show n should be considered in the context of  all prior published Goldman Sachs research, w hich may or 
may not have included price targets, as w ell as developments relating to the company, its industry and f inancial markets.

Rating

Price target

Price target at removal

 Covered by Franklin Walding,
as of  May 15, 2008

Not covered by current analyst

New  rating system as of 6/26/06

 May 15, 2008 N
 Jun 23, 2008 to B from N

FTSE World Europe 
(GBP)

In
de

x 
Pr

ic
e

St
oc

k 
Pr

ic
e

A S O N D J F M A M J J A S O N D J F M A M J J A S O N D J F M A M J
2005 2006 2007 2008

Re gal Pe trole um  (RPT.L)

344
281

0
50

100
150
200
250
300
350
400

300

320

340

360

380

400

420

440

Goldman Sachs rating and stock price target history

Stock Price Currency : British Pounds/Pence

Source: Goldman Sachs Investment Research for ratings and price targets; FactSet closing prices as of 6/30/2008.

The price targets show n should be considered in the context of  all prior published Goldman Sachs research, w hich may or 
may not have included price targets, as w ell as developments relating to the company, its industry and f inancial markets.

Rating

Price target

Price target at removal

 Covered by Franklin Walding,
as of  May 15, 2008

Not covered by current analyst

New  rating system as of 6/26/06

 May 15, 2008 B

FTSE World Europe 
(GBP)

In
de

x 
Pr

ic
e

St
oc

k 
Pr

ic
e

A S O N D J F M A M J J A S O N D J F M A M J J A S O N D J F M A M J
2005 2006 2007 2008



September 22, 2008   Europe, Middle East & Africa: Energy: Oil & Gas - E&P 

Goldman Sachs Global Investment Research 26 

this research in Canada if and to the extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or reimbursement by the 

company of travel expenses for such visits. Hong Kong: Further information on the securities of covered companies referred to in this research may be obtained on request from Goldman Sachs 

(Asia) L.L.C. India: Further information on the subject company or companies referred to in this research may be obtained from Goldman Sachs (India) Securities Private Limited; Japan: See below. 

Korea: Further information on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: Research reports distributed in 

the Russian Federation are not advertising as defined in Russian law, but are information and analysis not having product promotion as their main purpose and do not provide appraisal within the 

meaning of the Russian Law on Appraisal. Singapore: Further information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company 

Number: 198602165W). Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their own investment risk. Investment results are 

the responsibility of the individual investor. United Kingdom: Persons who would be categorized as retail clients in the United Kingdom, as such term is defined in the rules of the Financial Services 

Authority, should read this research in conjunction with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them 

by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from Goldman Sachs International on request.  

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is available at 

http://www.gs.com/client_services/global_investment_research/europeanpolicy.html  

Japan: Goldman Sachs Japan Co., Ltd. Is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered with the Kanto Financial Bureau 
(Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and Financial Futures Association of Japan (FFJAJ). Sales and purchase of equities are 
subject to commission pre-determined with clients plus consumption tax. See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the 

Japanese Securities Dealers Association or the Japanese Securities Finance Company.  

Ratings, coverage groups and views and related definitions 

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy or Sell on an Investment List is determined by a 

stock's return potential relative to its coverage group as described below. Any stock not assigned as a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review 

Committee manages various regional Investment Lists to a global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular 

coverage group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment recommendations focused on either the size of 

the potential return or the likelihood of the realization of the return.   

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated with the price target.  Price targets are required for 

all covered stocks. The return potential, price target and associated time horizon are stated in each report adding or reiterating an Investment List membership.  

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at http://www.gs.com/research/hedge.html. The analyst assigns one 

of the following coverage views which represents the analyst's investment outlook on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The 

investment outlook over the following 12 months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the following 12 

months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over the following 12 months is unfavorable relative to the coverage 

group's historical fundamentals and/or valuation.  

Not Rated (NR). The investment rating and target price, if any, have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an advisory capacity in a merger or strategic 

transaction involving this company and in certain other circumstances. Rating Suspended (RS). Goldman Sachs Research has suspended the investment rating and price target, if any, for this stock, 

because there is not a sufficient fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for this stock and 

should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC). Goldman Sachs does not cover this company. Not Available or 
Not Applicable (NA). The information is not available for display or is not applicable. Not Meaningful (NM). The information is not meaningful and is therefore excluded.  

Ratings, coverage views and related definitions prior to June 26, 2006 

Our rating system requires that analysts rank order the stocks in their coverage groups and assign one of three investment ratings (see definitions below) within a ratings distribution guideline of no 

more than 25% of the stocks should be rated Outperform and no fewer than 10% rated Underperform. The analyst assigns one of three coverage views (see definitions below), which represents the 

analyst's investment outlook on the coverage group relative to the group's historical fundamentals and valuation. Each coverage group, listing all stocks covered in that group, is available by primary 

analyst, stock and coverage group at http://www.gs.com/research/hedge.html. 

Definitions 

Outperform (OP). We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months. In-Line (IL). We expect this stock to perform in line with the 

median total return for the analyst's coverage universe over the next 12 months. Underperform (U). We expect this stock to underperform the median total return for the analyst's coverage universe 

over the next 12 months.  

Coverage views: Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The 

investment outlook over the following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over the following 12 

months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.  

Current Investment List (CIL). We expect stocks on this list to provide an absolute total return of approximately 15%-20% over the next 12 months. We only assign this designation to stocks rated 

Outperform. We require a 12-month price target for stocks with this designation. Each stock on the CIL will automatically come off the list after 90 days unless renewed by the covering analyst and 

the relevant Regional Investment Review Committee.  



September 22, 2008   Europe, Middle East & Africa: Energy: Oil & Gas - E&P 

Goldman Sachs Global Investment Research 27 

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant to certain contractual arrangements, on a global 

basis. Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on macroeconomics, currencies, commodities and portfolio 

strategy. 

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by Goldman Sachs Canada Inc. regarding Canadian 

equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co. oHG; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities 

Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of 

Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by Goldman, Sachs & Co. Goldman Sachs International has 

approved this research in connection with its distribution in the United Kingdom and European Union. 

European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in connection with its distribution in the European Union and 

United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht, may also be distributing research in Germany. 

General disclosures in addition to specific disclosures required by certain jurisdictions 

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we consider reliable, but we do not represent it is 

accurate or complete, and it should not be relied on as such. We seek to update our research as appropriate, but various regulations may prevent us from doing so. Other than certain industry reports 

published on a periodic basis, the large majority of reports are published at irregular intervals as appropriate in the analyst's judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have investment banking and other business relationships with a 

substantial percentage of the companies covered by our Global Investment Research Division. 

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our proprietary trading desks that reflect opinions that are 

contrary to the opinions expressed in this research. Our asset management area, our proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the 

recommendations or views expressed in this research. 

We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time to time have long or short positions in, act as principal in, and buy or sell, the securities or 

derivatives (including options and warrants) thereof of covered companies referred to in this research. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It does not constitute a personal 

recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Clients should consider whether any advice or recommendation in this 

research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of the investments referred to in this research and the 

income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur. Fluctuations in exchange rates 

could have adverse effects on the value or price of, or income derived from, certain investments. 

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. Investors should review current options 

disclosure documents which are available from Goldman Sachs sales representatives or at http://www.theocc.com/publications/risks/riskchap1.jsp. Transactions cost may be significant in option 

strategies calling for multiple purchase and sales of options such as spreads. Supporting documentation will be supplied upon request. 

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available to all clients. 

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, One New York Plaza, New York, NY 10004. 

Copyright 2008 The Goldman Sachs Group, Inc. 

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written consent of The Goldman Sachs 
Group, Inc.   


