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Company data 
Reuters/Bloomberg/Xetra PCI.L/PCI LN/EG5
Sector Resource
Shares (m) 4388.1
Daily No. Shares Traded (m) 12.148
Free Float (%) 99.3
52 Week High/Low 9.9/4.91
Capital Structure 
Mkt. Cap (£m) 293
Net Debt/(Cash) (£m) 131
Deferred consideration/debt-
related 

N/A

Pref Shares/Non Eq Min N/A
Minority interests N/A
E.V. (£m) 424
 
 
 

 

Recent research and research resources 
Recent research and financial data on Petroceltic 
Sector research and data on Resource 
 
 

0

10

20

30

40

50

60

70

80

90

100

0

3

6

9

12

15

18

21

Oct 09 Apr 10 Oct 10 Apr 11 Oct 11 Apr 12 Oct 12

Petroceltic International price (p) Price rel E300 oil & gas producers (rhs)

Merger has benefits for both sets of shareholders 
• Following sanction by both sets of shareholders, Petroceltic and 

Melrose Resources have merged and now trade as the combined 
entity. We view the deal as positive for both sides. 

• Petroceltic shareholders now have the stability of a production 
stream, additional financial flexibility and increased newsflow.  

• For their part, former Melrose shareholders are now involved with a 
more exploration-focussed group, a longer-term production project 
to complement existing production and a management team that 
intends to pursue a growth agenda. 
Growth vectors/catalysts 

• By year-end, the sanction of the Algerian gas development plan will 
convert contingent resources to reserves. Assuming current market 
values, post-conversion, the group will be trading at an EV/bl of just 
US$1.80. 

• The group will continue to focus on the Middle East and North 
Africa (MENA) region. This is an area where oil and gas remain core 
to national development and consequently deal flow is established 
and frequent. 

• Up to nine wells are scheduled in the enlarged group, including a 
maiden well on the Kurdistan acreage. 
Still plenty of upside post deal 

• For Petroceltic shareholders, the deal is marginally dilutive on our 
calculated pre-deal NPV per share valuation.  

• We estimate that the combined entity is now worth 21.4p per share 
(versus 25p prior to the deal). However, de-risked assets – either 
producing or scheduled to be brought on production – account for 
17p of this. 

• Our view that there is considerable upside in the stock is unchanged. 
It is arguable too that the upside is a more realisable target due to the 
added strength the merger brings. We think the stock will perform 
well in the coming months. 

Please refer to important disclosures at the end of this report. 
J&E Davy, trading as Davy is regulated by the Central Bank of Ireland. Davy is a 
member of the Irish Stock Exchange, the London Stock Exchange and 
Euronext. For branches in the UK, Davy is authorised by the Central Bank of 
Ireland and subject to limited regulation by the Financial Services Authority. 
Details about the extent of our regulation by the Financial Services Authority 
are available from us on request. All prices are as of close of previous trading 
day unless otherwise indicated. All authors are Research Analysts unless 
otherwise stated. For the attention of US clients of Davy Securities, this third-
party research report has been produced by our affiliate, J&E Davy. 
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Combined company 
We think the combined Petroceltic/Melrose entity is a stronger unit 
than the sum of its parts. Arguably, each company brings something to 
the enlarged group that either improves an aspect of the operation or 
provides cover in other areas that were less than optimal. This is 
illustrated in the table below.  

 

Table 1: How the merger works 

Petroceltic challenges Melrose strengths Combined entity 

Focus on one large asset at start of development 
cycle 

Wide spread base of assets More diversified full cycle asset company 

Short on newsflow Long on newsflow Greater levels of activity to maintain market interest 

No production at present Current production Production capability now available throughout 
group 

No cash flow Large EBITDA/cash flow Self-funding capability 

Resources status only at present Reserves status now Improved status on hydrocarbon inventory 

Petroceltic strengths Melrose challenges Combined entity 

Growth potential through exploration Limited exploration scale and potential Material exploration focus 

Market known management Poorly known management Access to market assured 

No debt on balance sheet Very heavily leveraged In enlarged group the debt profile provides 
development optionality for Algerian development 

Strong profile of mainstream investors Shortage of mainstream investors Opportunity to grow profile of enlarged group 

Big future production profile Declining future production profile No decline in production profile 

Source: Davy 

Funding flexibility 

There is one main reason why the merger works: the combined entity 
provides additional flexibility to maximise the value of the 52% stake 
currently held in the giant Ain Tsila gas field in Southern Algeria. This is 
because the Egyptian and Bulgarian fields provide a reserve base lending 
option that was not previously available to Petroceltic shareholders.  
 
As the Egyptian and Bulgarian fields will have paid down the current 
$300m facility by 2015, the production tail associated with these 
facilities can be used to put in place a new line of reserve based lending. 
The timing is exactly in line with the estimated requirement for the Ain 
Tsila project development. 
 
Based on published data, our estimates of Melrose's post 2015 cash flows 
discounted at 10% per annum amount to over $300m. Depending on 
the cover ratio assumed and the years used in the production profile, a 
debt capacity of between $150m and $200m should be possible.  

Ain Tsila capital requirement 
The full cycle life of field capital investment programme at Ain Tsila is 
estimated to be $2.5bn. Of this, some $1.4/1.5bn is required to first gas 
in 2017. Petroceltic has always guided that it would finance this on the 
basis of the proceeds of a farm-down from its present position and debt.  
 
On the basis that Petroceltic cannot reduce its interest in the field below 
37.5%, as this would imply a change of control that is not possible 
under the PSC before first gas, the theoretical capital commitment is 
$0.55bn.  
 

 Following the merger the debt 
facility in place with Melrose was 
terminated and a new $300m line 
of credit was created 
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Post-merger, Petroceltic has more options to finance this commitment. 
We assume that the group will initially utilise the proceeds of a second 
farm-down – estimated to be up to $200m – with the balance being a 
combination of the Melrose reserve base lending (say $200m) and a debt 
instrument based on the Ain Tsila field itself. The latter will be possible 
as Ain Tsila will have reserve status gas at that stage (post declaration of 
commerciality as well as post substantial field development drilling).  
 
We also think that, given the clear line of sight to financing now possible 
because of the merger, Petroceltic will be in a stronger negotiating 
position with respect to bringing in a second farm-in partner.  
 

Additional newsflow 

The merger also means there will be much more newsflow in the short 
term. This is shown in the activity table below which includes the 
additional wells in Egypt, Romania and Bulgaria expected as a result of 
the Melrose merger. 

Table 2: Drilling activity list (all wells) over next 18 months 

Well Start Location Interest Target size P50 
(gross) 

Risked 
(pence) 

Unrisked 
(pence)  

Mesaha Q4 2012 Egypt 40% NA NA NA 

Mustafa Q4 2012 Egypt 100% 4.6 BCF NM 0.1 

Kamchia Q1 2013 Bulgaria 100% 27 BCF 0.2 0.5 

Carpignano 
Sesia 

Q1 2013 Italy onshore 48% 162 mmbls 1.1 6.6 

Sinbelaywan Q2 2013 Egypt 100% 10.2 BCF NM 0.5 

Muridava Q2 2013 Romania 40% 100 0.3 3.4 

Est Cobalcesu Q3 2013 Romania 70% 200 0.5 6 

Shakrok Q3 2013 Kurdistan 20% 650 mmbls 0.8 tbc 

To be selected Q4 2013 Italy offshore   NA NA 

Source: Davy; company reports 

Significant wells 

 Mesaha: The first well will be targeted at one of the few undrilled 
basins onshore Africa. Petroceltic has a 40% interest in the well which 
is scheduled to start in December and is likely to take some six to eight 
weeks to drill. No guidance has been provided on scale as it is a wildcat 
well in the purest sense of the word.  

 Kamchia: The next well will be on the Kamchia target in the 
Bulgarian sector of the Black Sea. This is a 27 BCF target with a 
guided 40% chance of success (0.2p per share risked, 0.5p unrisked in 
our group valuation).  

 Romanian wells: The same rig will be used to drill two wells in the 
Romanian offshore later in the year (combined 0.8p risked, 9.4p 
unrisked).  

 Italy onshore: A well is also scheduled to be drilled in the Po Valley 
onshore Italy (1.1p risked, 6.6p unrisked). This has the potential to be 
a hugely significant well, but timing remains subject to obtaining 
appropriate permission, a process that is underway but not finalised.  

 The Competent Person's Report 
(CPR) related to the merger reports 
that the Ain Tsila field will involve 
a plateau rate of 335m cubic feet of 
gas per day for a period of 14 years 
(median case). A breakdown of the 
costs assumes a spend of $1.39m 
on facilities and hook up (a number 
that includes a 20% contingency). 
Other costs around this number 
amount to c.$100m. 

 Petroceltic has a 20% stake in the 
Shakrok and Dinarta licences in the 
Arabian foreland Basin of 
Kurdistan. The licences are 
operated by Hess. This drilling 
programme offers material upside. 
An independent CPR indicated  
'net' aggregate prospective 
resources of 140m barrels across 
the Kurdistan licence to Petroceltic. 
Moreover, this was after a 25% 
chance of success had been taken 
into account. 
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 Kurdistan: Further down the track in Q3, a first well is scheduled to 
commence on the Shakrok target in Kurdistan. We carry this asset at 
cost of entry for now ($53m) but will refine further as we approach the 
drill date. 

 Italy offshore: An Italian offshore well is slated for the fourth quarter 
of the year. 

 

Post-merger metrics  

Post-merger, the former Petroceltic shareholders will have a 54% stake 
in the combined group. Melrose shareholders will have a 46% interest. 

Post deal valuation per share 
Based on discounted cash flow analysis for both companies, our post-
merger NAV per share looks as follows (our valuation of Petroceltic's 
assets is unchanged post-merger). 
 

Table 4: Pre- and post-merger valuation per share 

 Pre-deal NAV/share (p) With Melrose debt now 
NAV/share (p) 

With Melrose YE 2012 
f'cast debt NAV/share 

(p) 

Petroceltic 25   

Melrose NAV (Davy 
estimate) 

302   

Combined NAV/share  21.4 21.8 

Source: Davy 

Within the overall group valuation above, we value the current 2P 
producing and undeveloped reserves at 8.7p per share. Algeria, which 
does not yet fit into this category but is essentially de-risked, is valued at 
a further 8.4p per share. This means that over 17p per share out of the 
21.4p per share (80% of the value) is essentially de-risked. 

Debt and enterprise per barrel valuation 
Assuming a year-end net debt gearing ratio of 60%, the combined 
enterprise value will be just over $673m (based on current market 
prices). The resulting post deal per barrel metrics are shown in the 
following table. In the combined case, assuming conversion of 
Petroceltic's resources to reserves clearly makes for a much more 
attractive valuation per barrel. This process is well in train and is 
expected by year-end – full conversion of the Algerian contingent 
resource would lead to a 2P reserve of 384mmboe at year-end. 

 

Table 5: Pre- and post-merger and debt enterprise value metrics 

 Mkt cap 
£m 

Net debt   
$m 

EV       
$m 

Net debt        
F1 YE $m 

EV F1      
YE $m 

2P reserves                             
Mmbls 

2P reserves                             
& resources 

Mmbls              

       EV/bl                                    
reserves          

EV/bl Y/E 
reserves & 
resources 

EV/bl           
F1 Y/E 

reserves  

EV/bl        
F1 Y/E 

reserves & 
resources 

 

Petroceltic 
@17/08/2012 

190 -55 249 -30 273  356  0.7  0.8  

Melrose 
@17/12/2012 

156 263 513 235 485 79 79 6.5 6.5 6.5 6.1  

Combined (now) 293 209 678 205 673 79 435 8.6 1.6 8.6 1.6  

Source: Davy; company reports 

 

Table 3: Break-out of post-merger 
asset valuation (p)/share 

 Pence/share 
(post-merger) 

Section 
totals 

Producing & 
commercial 

  

Egypt & Bulgaria 8.5  

  8.5 

Undeveloped/  
contingent 

  

Egypt & Bulgaria 0.3  

Algeria 8.4  

  8.7 

Prospective   

Egypt & Bulgaria 0.6  

Romania 0.8  

Italy 3.4  

Kurdistan 0.8  

  5.6 

   

Balance sheet (1.4)  

  (1.4) 

   

Group  21.4 

Source: Davy; company reports 
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Production and balance sheet 

Post-merger, Petroceltic will have a production profile generating 
revenue and cash flow.  
 
Figure 1: Production profile (boe/d) from Melrose assets 

 

Source: Davy; company reports 

At mid-year the production profile was 28,600 boepd, with the majority 
from the Egyptian assets and the balance from Bulgaria. This is 
scheduled to decline as the fields mature. The profile, as modelled by 
Synergy – independent consultants commissioned at the time of the 
merger – is based on existing fields and planned developments. It does 
not take into account possible gas reserves and prospective resources – 
which would include the targets being drilled in the Bulgarian and 
Romanian offshore next year. 
 
Based on the above production schedule and current pricing, it is 
possible to identify net cash flow of up to $330m (pre-tax) from these 
fields after 2015. 
 
At mid-year the net debt in Melrose was $263m with Petroceltic 
reporting cash of $54m. In the first six months, Melrose reported a net 
cash inflow of $93m before capital expenditures of $25m. The balance 
was applied to debt reduction. 
 
 
 
 
 
 
 
 

 Post-merger, we estimate that the 
combined debt is in the region of 
$220m 
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Analyst certification 
I, Job Langbroek hereby certify that: (1) the views expressed in this research report accurately reflect my personal views about any or all of the subject securities 
or issuers referred to in this report and (2) no part of my compensation was, is or will be, directly or indirectly, related to the specific recommendation or views 
expressed in this report. 

Investment ratings definitions 
Davy ratings are indicators of the expected performance of the stock relative to its sector index (FTSE E300) over the next 12 months. At times, the performance 
might fall outside the general ranges stated below due to near-term events, market conditions, stock volatility or – in some cases – company-specific issues. 
Research reports and ratings should not be relied upon as individual investment advice. As always, an investor's decision to buy or sell a security must depend on 
individual circumstances, including existing holdings, time horizons and risk tolerance. 
Our ratings are based on the following parameters: 
Outperform: Outperforms the relevant E300 sector by 10% or more over the next 12 months. 
Neutral: Performs in-line with the relevant E300 sector (+/-10%) over the next 12 months. 
Underperform: Underperforms the relevant E300 sector by 10% or more over the next 12 months. 
Under Review: Rating is actively under review. 
Suspended: Rating is suspended until further notice. 
Restricted: The rating has been removed in accordance with Davy policy and/or applicable law and regulations where Davy is engaged in an investment banking 
transaction and in certain other circumstances. 

Distribution of ratings/investment banking relationships 
 Investment banking services/Past 12 months 

Rating Count Percent Count Percent

Outperform 52 53 25 78

Neutral 27 27 4 12

Underperform 14 14 0 0

Under Review 3 3 2 6

Suspended 0 0 0 0

Restricted 2 2 1 3

 
This is a summary of Davy ratings for all companies under research coverage, including those companies under coverage to which Davy has provided material 
investment banking services in the previous 12 months. This summary is updated on a quarterly basis. The term 'material investment banking services' includes 
Davy acting as broker as well as the provision of corporate finance services, such as underwriting and managing or advising on a public offer. 

Regulatory and other important information 
J&E Davy, trading as Davy is regulated by the Central Bank of Ireland. Davy is a member of the Irish Stock Exchange, the London Stock Exchange and Euronext. 
For branches in the UK, Davy is authorised by the Central Bank of Ireland and subject to limited regulation by the Financial Services Authority. Details about the 
extent of our regulation by the Financial Services Authority are available from us on request. No part of this document is to be reproduced without our written 
permission. This publication is solely for information purposes and does not constitute an offer or solicitation to buy or sell securities. This document does not 
constitute investment advice and has been prepared without regard to the individual financial circumstances and objectives of persons who receive it. The 
securities/strategy discussed in this report may not be suitable or appropriate for all investors. The value of investments can fall as well as rise and there is no 
guarantee that investors will receive back their capital invested. Past performance and simulated performance is not a reliable guide to future performance. 
Projected returns are estimates only and are not a reliable guide to the future performance of this investment. Forecasted returns depend on assumptions that 
involve subjective judgment and on analysis that may or may not be correct. Any information related to the tax status of the securities discussed herein is not 
intended to provide tax advice or to be used as tax advice. You should consult your tax adviser about the rules that apply in your individual circumstances. 
This document has been prepared and issued by Davy on the basis of publicly available information, internally developed data and other sources believed to be 
reliable. Whilst all reasonable care has been taken in the preparation of this document, we do not guarantee the accuracy or completeness of the information 
contained herein. Any opinion expressed (including estimates and forecasts) may be subject to change without notice. We or any of our connected or affiliated 
companies or their employees may have a position in any of the securities or may have provided, within the last twelve months, significant advice or investment 
services in relation to any of the securities or related investments referred to in this document. 
While reasonable care has been taken in the preparation of the information contained in this document, no warranty or representation, express or implied, is or 
will be provided by Davy or any of its shareholders, subsidiaries or affiliated entities or any person, firm or body corporate under its control or under common 
control or by any of their respective directors, officers, employees, agents, advisers and representatives, all of whom expressly disclaim any and all liability for the 
contents of, or omissions from, this document, the information or opinions on which it is based and/or whether it is a reasonable summary of the securities in 
this document and for any other written or oral communication transmitted or made available to the recipient or any of its officers, employees, agents or 
representatives. 
Neither Davy nor any of its shareholders, subsidiaries, affiliated entities or any person, form or body corporate under its control or under common control or their 
respective directors, officers, agents, employees, advisors, representatives or any associated entities (each an "Indemnified Party") will be responsible or liable for 
any costs, losses or expenses incurred by investors in connection with the information contained in this document. The investor indemnifies and holds harmless 
Davy and each Indemnified Party for any losses, liabilities or claims, joint or several, howsoever arising, except upon such Indemnified Party’s bad faith or gross 
negligence. 
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Share ownership policy 
Davy allows analysts to own shares in companies they issue recommendations on, subject to strict compliance with our internal rules governing own-account 
trading by staff members. 
We would like to advise you that: Job Langbroek holds shares in Petroceltic. 
We are satisfied that our internal policy on share ownership does not compromise the objectivity of analysts in issuing recommendations. 

Conflicts of interest 
Our conflicts of interest management policy is available at www.davy.ie/ConflictsOfInterest. 
Davy acts as stockbroker to Petroceltic. 
The remuneration of the analyst(s) who prepared this report is based on various factors including company profitability, which may be affected to some extent by 
revenues derived from investment banking. 
Davy may have acted, in the past 12 months, as lead manager/co-lead manager of a publicly disclosed offer of the securities in Petroceltic. 
Investors should be aware that Davy may have provided investment banking services to, and received compensation from, Petroceltic in the past 12 months or 
may provide such services in the future. The term investment banking services includes acting as broker as well as the provision of corporate finance services, 
such as underwriting and managing or advising on a public offer. From time to time, Davy may hold a position or deal in the securities referred to in this report. 
Should an instance arise where Davy has a holding that exceeds 5% of the issued share capital of a company, this will be disclosed in this report. 

Other important disclosures 
A description of this company is available at www.davy.ie/RegulatoryDisclosures. 
A summary of our standard valuation methods is available at www.davy.ie/ValuationMethodologies. All prices used in this report are as of close on the previous 
trading day unless otherwise indicated. A summary of existing and previous ratings for each company under coverage, together with an indication of which of 
these companies Davy has provided investment banking services to, is available at www.davy.ie/ratings. 
The data contained in this research note have been compiled by our independent analysts, based on a combination of publicly-available information and the 
analysts assumptions and modelling. Further information is available upon request. 
This document does not constitute or form part of any offer, solicitation or invitation to subscribe or purchase any securities, nor shall it or any part of it form the 
basis of, or be relied upon in connection with, any contract or commitment whatsoever. Any decision to purchase or subscribe for securities in any offering must 
be made solely on the basis of the information contained in the prospectus or other offering circular issued by the company concerned in connection with such 
an offering. 
This document has been prepared by its authors independently of the company or companies covered. Davy has no authority whatsoever to give any 
information, or make any representation or warranty on behalf of the company or companies. In particular, the opinions, estimates and projections expressed in 
it are entirely those of the analysts and are not given as an agent or financial adviser of the company or companies. 
In the UK this document is restricted to (i) persons who have professional experience in matters relating to investments falling within Article 19(5) of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 2005 (the "Order") or (ii) high net worth entities falling within Article 49(2)(a) to (d) of the Order. 

Regulatory disclosures 

Petroceltic 
Following the announcement by the boards of Petroceltic International Plc and Melrose Resources Plc that they have reached agreement on the terms of a 
recommended merger, the companies are deemed to be in an offer period. Davy Corporate Finance is advising Petroceltic International Plc; accordingly, we are 
deemed to be a concert party to the transaction in this instance. We have therefore discontinued the publication of our forecast information for the duration of 
the offer period.  

US Securities Exchange Act, 1934 
This report is only distributed in the US to major institutional investors as defined by S15a-6 of the Securities Exchange Act, 1934 as amended. By accepting this 
report, a US recipient warrants that it is a major institutional investor as defined and shall not distribute or provide this report or any part thereof, to any other 
person. 

Distribution of research to clients of Davy Securities in the US 
Davy Securities distributes third-party research produced by its affiliate, J & E Davy. 
Davy Securities is a member of FINRA and SIPC and is regulated by the Central Bank of Ireland. 
Davy Securities does not act as a market-maker. 
Davy Securities or an affiliate holds a proprietary position and/or controls on a discretionary basis more than 1% of the total issued share capital of Petroceltic. 
This information was current as of the last business day of the month preceding the date of the report. 
An affiliate of Davy Securities may have acted, in the past 12 months, as lead manager/co-lead manager of a publicly disclosed offer of the securities in 
Petroceltic. 
Investors should be aware that an affiliate of Davy Securities may have provided investment banking or non-investment-banking services to, and received 
compensation from, Petroceltic in the past 12 months or may provide such services in the next three months. The term investment banking services includes 
acting as broker as well as the provision of corporate finance services, such as underwriting and managing or advising on a public offer. 
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