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Swimming in New Frontiers 
 

We are initiating coverage on Red Emperor Resources NL (“Red 
Emperor” or “Company”) with a Trading Buy recommendation and 
target price of 19p. 
 
Red Emperor is a dual listed (ASX and AIM) company focused on 
frontier exploration projects. The Company has non-operating 
interests in exploration licences in the Republic of Georgia and the 
Puntland region of Somalia. 
 
Red Emperor offers investors near-term leveraged exposure to high 
impact exploration drilling campaigns. The Company is currently 
participating in a drilling campaign in Georgia and its drilling 
operations in Puntland are expected to commence by the end of this 
year.  Although the Company has minority interests in these plays, the 
prospective resource base is sufficiently large that the returns, in case 
of exploration success, would in our opinion justify the investment risk. 
 
Our risked exploration NAV (“RENAV”) is for a risked resource base of 
39 million barrels of oil equivalent (“MMboe”) and is estimated at 
US$266 million. Assuming a fully diluted base of 169.2 million shares 
and adjusting for corporate items, our RENAV equates to 96p per 
share (assuming GBP – US$ exchange rate of 1.6).  
 
Our target price of 19p is set at 20% of RENAV; a factor that we believe 
is justified considering the near-term drilling operations and the fact 
that the first well in Puntland is fully funded. 
 
We believe that the gap between the current share price and our 
target price could narrow on the news of the start of drilling in 
Puntland and further progress on the drilling campaign in Georgia. We 
expect updates from both of these fronts by the end of this year. 
 
Our valuation indicates that exploration success in Georgia could be 
worth approximately 147p (10 times current price) per share un-risked 
and success in Puntland could initially add around 110p (9 times 
current price) per share un-risked.  Red Emperor should be considered 
as a high-risk, high-return exploration drilling investment.   
 
 
 
 
 
This is a marketing communication. It has not been prepared in accordance with 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. Non-US research analysts who have prepared this report are not registered/qualified as research 
analysts with FINRA, may not be associated persons of the member organisation and may not be subject to NASD/NYSE 
restrictions on communications with a subject company, public appearances and trading securities held by a research 
analyst account. Disclosures can be found at the end of the report. 
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Investment Case 
 
Red Emperor provides investors with near-term, high-impact exploration exposure in two frontier regions: 
 

• The Company recently participated in its first exploration well (Mukhiani-1) in Georgia.  The well is currently 
suspended and it is planned, based on re-interpretation of seismic data supported by a Vertical Seismic Profile 
(“VSP”) survey, to be side-tracked in the second half of 2012. 
 

• We anticipate that by the end of this year Red Emperor will participate in the first exploration well in Somalia in 
almost 20 years. Although this is a high-risk campaign both in terms of operational security and inherent 
exploration risk, there is sufficient evidence to support the potential for substantial in-place resources, which in case 
of exploration success would provide investors with an upside that would justify the investment risk at the current 
share price. 

 
Oil and gas exploration are high risk endeavours with only a few of the properties explored ultimately becoming commercial 
producers.  However, the potential upside in case of a discovery may present compelling investment opportunities, 
particularly if investors buy into an upcoming campaign at a price that compares favourably with risked value of the 
exploration assets. 
 
Over the last two months, the Company’s share price has traded downwards from a high of 25p, a trend that we attribute to 
difficult market conditions and the drilling issues on Mukhiani-1 well.  The Company and its partners have now received the 
results of re-interpretation of the seismic supported by Mukhiani-1 VSP survey, indicating that because of previously 
unrecognised faults, the well had possibly encountered basement rocks earlier than anticipated.  However, new fault and 
stratigraphic trapping potential has also been identified in the vicinity of the well, which provide the option for a side-track 
of the well.  Mukhiani-1 is the first well to be drilled on the Georgian licences with a number of drill-ready prospects. Such 
problems are common in the industry and are to be expected in frontier regions with limited understanding of the geology; 
it is still early days in terms of exploration on the Georgian assets.  We believe that the correction in the share price presents 
an attractive investment opportunity as outlined below, albeit it should be considered as a high-risk, high-return exploration 
investment. 
 
We have estimated our RENAV to be 96p; however, it should be recognised that exploration focused companies rarely trade 
at a share price that reflects the full RENAV.  We have set our target price at 20% of our RENAV based on our analysis of a 
peer group of exploration focused companies.  The current share price is almost at a 30% discount to our target price of 19p 
and we expect the gap to narrow as the start of drilling in Puntland is announced, and if there are operational updates in 
Georgia that provide a clear follow-on work programme. 
 
A discovery in either Puntland or Georgia will be a transformational company-making event for Red Emperor.  We estimate 
that the upside could be in the multiple range of 8 to 10 times the current share price.  We would expect that the 
monetisation of a discovery in Georgia could be undertaken by the joint venture given good access to infrastructure and off-
take markets in what is a relatively stable country.  In case of a discovery in Puntland, we don’t expect the Company and its 
partners to see the project through to full field development and we anticipate that in the success scenario the Company 
would divest its interest. 
 
In summary, we initiate our coverage of Red Emperor with a TRADING BUY recommendation with a target price of 19p.   
 
 
  



 

Red Emperor Resources (RMP LN) 30 November 2011 

 
 

   p4 

 

 

Background 
 
Red Emperor listed on ASX during August 2007 and on AIM during June 2011. 
 
In January 2011, the Company announced that it had entered into agreement with Range Resources Limited and Strait Oil & 
Gas UK Limited, with Red Emperor standing to gain a 20% interest in two oil and gas onshore blocks in Georgia. The 
agreement was finalised in May 2011 and the Company will be issued shares equal to 20% of the issued capital of Strait in 
consideration for providing funding of up to US$5.6m for a 2 well drilling program. The two blocks, block Vla and block VIb, 
have already been independently assessed and it was concluded that an estimated 2.0 billion barrels of oil in-place were 
contained. Drilling operations on the Georgian project began with rig mobilisation in May 2011 and have continued 
throughout the current quarter. 
 
The announcement of Red Emperor’s 20% interest in two highly prospective licences in the Puntland was formalised in 
January 2011. As part of the agreement by the Puntland government to extend the First Exploration Agreement with Africa 
Oil and its joint venture partners Range Resources Limited and Lion Energy Corp. to January 2012, Red Emperor’s farm in 
agreement with Africa Oil was also approved, whereby the Company will pay 30% of drill costs for the first two exploratory 
wells to earn 20% interest in each of the two blocks, Dharoor and Nugaal. Africa Oil’s interest has now transferred to Horn 
Petroleum. Operations in Puntland pose serious security issues and there is little or no infrastructure; however, the 
geological analogue with Yemen, evidence of oil seeps and the exploratory work to date indicate the potential of multi 
billion barrels of oil in place. The Dharoor and Nugaal valley concessions have themselves been independently assessed to 
potentially contain over 19.9 billion barrels of oil in-place.  
 
With these developments to the Company’s portfolio, Red Emperor raised $11m in January 2011 to fund its commitment to 
three exploration wells as part of the programmes in both Georgia and Puntland. This comprised a $10m placement and a 
$1m offer to Range Resources Limited. 
 
Red Emperor’s share price and traded volume history for the past 3 years is shown in Exhibit 1 on the following page. 
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Exhibit 1: 3-Year Share Price and Traded Volume History 

 

 

 

 

Source: Bloomberg 
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Licence Portfolio 
 
Exhibit 2 shows the locations of the Company’s assets and corporate office. Table 1 lists the licences. 
 
Exhibit 2: Location Map 

 

 

Source: FoxDavies 

 
 
Table 1: Licences 

Source: Company data 

 
 
 

Licence NameLicence NameLicence NameLicence Name    / Project / Project / Project / Project     CountryCountryCountryCountry    OperatorOperatorOperatorOperator    InterestInterestInterestInterest        PartnersPartnersPartnersPartners    SizeSizeSizeSize    (gross)(gross)(gross)(gross)    

Dharoor Puntland Horn Petroleum 20% 
Horn Petroleum (60%) 

Range Resources (20%) 
~ 40 000 km

2
 

Nugaal Puntland Horn Petroleum 20% 
Horn Petroleum (60%) 

Range Resources (20%) 

Blocks VIa & VIb Georgia Strait 20% 
Range Resources (40%) 
Strait Oil & Gas (40%) 

6 500 km
2
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Timeline 
 
Georgia:Georgia:Georgia:Georgia:    
    
Red Emperor’s JV partners, Range Resources and Strait, completed 410 km of 2D seismic over both Vla and Vlb in March 
2010. Seismic interpretation and field mapping followed by consultants RPS Energy, which identified 68 potential structures 
across the blocks. Rig mobilisation commenced in May 2011 and the first exploration well, the Mukhiani Well targeting the 
Vani 3 prospect, spudded on 14 July 2011. Drilling at the Mukhiani Well reached its intermediate depth of 1544 metres in 
October 2011. At this point it was decided that Vertical Seismic Profiling (“VSP”) analysis would be appropriate to determine 
if the well had reached the granite basement or a sub‐volcanic intrusive, masking the targeted primary reservoir objective at 
a depth of about 2300m.  Red Emperor announced on 28th November 2011 that based on the re-interpretation of seismic 
supported by the VSP results, the Company and its partners had decided to continue onto the next proposed Kursebi well 
site.  The Mukhiani-1 well will be suspended with the option of a side-track in the second half of 2012 with an additional 
seismic line over the prospect to support the operation. 
 
Puntland:Puntland:Puntland:Puntland:    
    
Emperor’s joint venture partner and operator at the Puntland licences, Horn Petroleum, signed a letter of intent with the 
drilling contractor, Sakson Drilling and Oil Services in May 2011. Spudding at the first well, Shabeel-1 is expected by the end 
of this year. 
 
Exhibit 3: Activity Timeline 

 

 

 
Source: FoxDavies 
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Valuation 
 
Our target price of 19p is set at 20% of our estimated RENAV.  In our valuation we have accounted for a fully diluted base of 
169.2 million shares. 
 
Our valuation only accounts for the Company’s oil and gas interests and does not include any contribution for Red 
Emperor’s mining interest in Western Australia: 
 

1. Puntland, SomaliaPuntland, SomaliaPuntland, SomaliaPuntland, Somalia - Our valuation is based on prospective net recoverable resources of 620MMbbl and 290MMbbl 
for the Nugaal and Dharoor blocks respectively.  These figures are based on the independent work carried out by 
the independent consultants (Gaffney Cline & Associates) in May 2011.  We have applied PoS of 3% and 5% for 
Nugaal and Dharoor respectively.  These factors incorporate 10% geological chance of success and our very 
conservative discount for political and security risks.  Our risk discount factor for Nugaal is higher because we 
believe that the territorial dispute between Puntland and Somaliland could impact the operations in this specific 
region more.  We have applied a NAV of US$6.2 per barrel based on our earlier work on these assets to yield a 
risked exploration NAV of 35.5p per share and 33.2p per share for Nugaal and Dharoor respectively. 
 

2. Georgia (Blocks VIA and VIB)Georgia (Blocks VIA and VIB)Georgia (Blocks VIA and VIB)Georgia (Blocks VIA and VIB) - The Company and its partners have prioritised six drill-ready prospects with an 
aggregate 728MMbbl of OOIP.  In our valuation we have assumed a recovery factor of 30%, which yields about 
44MMbbl of recoverable oil resource net to the Company.  We have modelled the development of a generic field 
with capital cost assumption of US$4 per barrel and operating cost assumption of US$3 per barrel.  Our production 
profile assumes production within 1 year of discovery spanning a period of 20 years with peak production during 
third and fourth years at 10% of recoverable reserves.   

 
Based on these assumptions and the Production Sharing Contract (“PSC”) terms, we estimate a NAV of US$9.1 per 
barrel.  Our risked exploration NAV for this asset is 29.4p per share.   

 
In estimating our total RENAV we have accounted for corporate costs of US$3m per year for a 3-year period and US$3m in 
option proceeds to be received over the next three years.  Our total RENAV is 96.0p per share which is comprised of 98.2p 
of risked assets and (2.2)p of corporate adjustment per share. 
 
We don’t expect exploration only companies to trade at the full value of their risked exploration assets.  In determining our 
target price we have looked at a peer group of exploration companies; these are presented in Table 2.   
 
Table 2: Peer Group Analysis 

 Country NAV / 

bbl * 

($) 

Net Unrisked 

(MMbbl) 

Prospective 

Resources 

CoS Net Risked  

Resources 

(MMbbl) 

Risked 

Exploration 

NAV (RENAV) 

($ m) 

EV ($ m) EV as % of  

RENAV 

Chariot Oil Namibia 9.4 10,440 10% 1,044 9,814 280 2.9% 

Bahamas Petroleum Bahamas 5.0 9,000 10% 900 4,500 132 2.9% 

Borders & Southern Falklands 5.7 2,000 10% 200 1,140 165 14.4% 

Dominion Tanzania 2.8 1,230 10% 123 344 82 23.8% 

Argos Resources Falklands 5.7 900 10% 90 513 54 10.5% 

Tower Resources Namibia 9.4 563 10% 56 529 90 17.0% 

Falkland Oil & Gas Falklands 5.7 10,000 10% 1,000 5,700 27 0.5% 

Horn Petroleum Puntland 6.2 2,732 4% 109 678 71 10.5% 

       Mean 10.3% 

       Median 10.5% 

         

Red Emperor Puntland 6.2 910.6 4% 31.9 186.0 19.2 10.3% 

Red Emperor Georgia 9.1 43.4 20% 8.7 80.0 8.2 10.3% 

      Total 27.4  

         

Red Emperor Puntland 6.2 910.6 4% 31.9 186.0 37.3 20.0% 

Red Emperor Georgia 9.1 43.4 20% 8.7 80.0 15.8 20.0% 

      Total 53.1  

Source: FoxDavies 

 
* Note: These NAV estimates are either based on FoxDavies internal estimates or taken from Wood Mackenzie fiscal 
database. 



 

Red Emperor Resources (RMP LN) 30 November 2011 

 
 

   p9 

 

 

In our peer group assessment we have considered the enterprise value (“EV”) of the companies as a percentage of total 
RENAV and have applied the mean to Red Emperor’s risked valuation to estimate a comparable valuation.  Applying a mean 
average of 10.3% yields an indicative EV of US$27.4m which equates to 9.9p per share, significantly below the current share 
price.  However, we are confident that the Company would trade at a premium to the peer group average considering the 
diversification of the exploration plays across two regions and that the drilling programme in Georgia is currently under way 
with the Puntland campaign only a matter of weeks from starting.  Therefore, we are inclined to apply a factor of 20% to our 
RENAV, which results in a comparable EV of US$53.1m or about 19p per share. 
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Risks 
 

Geological risk 

Confidence in Puntland’s geological prospectivity is based on the proposition that the Cretaceous and Jurassic age Nugaal 
and Dharoor basins in Puntland are extensions of the prolific producing Marib-Shawba and Sayun-Masila Basins in Yemen. It 
is believed these basins were contiguous before the Gulf of Aden opened and therefore the prospects and plays are likely 
to be similar to those in Yemen. However, the last significant exploration activity ceased in 1991 and so available well and 
seismic data that could be used to constrain the petroleum system and prospectivity is limited.  
 
In its Competent Person’s Report in May 2011, Gaffney Cline and Associates identified two major geological risk factors at 
the Dharoor and Nugaal licences. The Kalis and Nugaal well clusters at the Nugaal Block are associated with risk in terms of 
trap integrity, with cross-fault seal capacity the controlling factor over trap size and geometry, and risk relating to reservoir 
effectiveness. 
 
Similarly, exploration success is not guaranteed at the projects in Georgia. Upstream oil and gas projects are high risk 
endeavours with only a few of the properties explored ultimately becoming commercial producers. The Rioni Basin in 
Georgia, in which the licences lie, is an area of sedimentary basins and mountain chances formed by tectonic activity from 
the Late Precambrian to the present day. 23 fields of modest size have been found to dates, lying primarily in Tertiary and 
Cretaceous sedimentary strata. However, the targets at Vla and Vlb are older Jurassic strata with minimal information 
available pertaining to analogous fields. Although the recent 400 km of seismic data has augmented previously geological 
surveying and led to the identification of the areas of immediate exploration attention, RPS Energy have highlighted that the 
integrity and size of potential structural closures remains uncertain. With this in mind, exploratory work on the Georgian 
licences have included conventional and more non-conventional methods, such as helium surveys, in order to de-risk 
potential leads, and is also focused on a number of different plays so as to dilute the geological risk across the portfolio. 
 
 

Political and security risk 

Georgia is considered to be of low political and security risk but Red Emperor and its joint venture partners face 
considerable risk in Puntland. In fact, the last exploration activities, mentioned above, were terminated in the face of political 
instability.  
 
There are outstanding political and territorial issues between the regional Puntland government, Somaliland and the 
Transitional Federal Government (“TFG”) in Mogadishu. The territorial dispute between Puntland and Somaliland affects 
exploration and development operations on the Nugaal block.  Furthermore, there are still questions of validity with regards 
to the award of the PSCs by the Puntland government.  Although in recent years representatives of the TFG have expressed 
support for the PSCs and the Company’s activities, we believe there will be heightened risk of dispute if an oil discovery is 
made between the regional groups with vested economic interests.  
 
The projects may also be affected by terrorism and piracy. Regional terrorist groups are known to be affiliated with Al Qaeda 
with oil and gas projects representing strategic targets. Piracy activity in the area is prolific, with 44% of all piracy incidents 
between January and September believed to be perpetrated by Somali groups.  
 
Red Emperor’s joint venture partners, Range Resources and Horn Petroleum, do however have experience of working in the 
region and we expect that through their established relationship with successive Puntland administrations will engender 
governmental efforts to secure the projects and facilitate the transport and defence of the equipment and drilling crew.  We 
also understand that the Company and its partners have implemented extensive security measures to minimise the security 
risks as much as practically possible. 
 

Operational risk 

The projects in both Puntland and Georgia are onshore and thus pose less of an operational risk and incur reduced 
operational expenditures compared to the development of offshore projects. In Georgia, the mobilisation of the rig and 
spud of the first well remained on schedule, demonstrating good operational management. We consider the operational 
risk in Georgia to be low to medium. 
 
The security risks in Puntland translate into operational risk too. Infrastructure is not well-developed as it is and the added 
access issues introduced by security risks necessitates that a strong security plan is implemented to ensure operational 
efficiency.   
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Financing risk 

Red Emperor has funded its commitments for Mukhiani-1 well and has sufficient funds to cover its remaining cost 
obligations for the first Puntland well.  We also understand that the Company has sufficient funds available for the second 
well in Georgia.  However, we expect that the Company would require additional funds for further drilling activity in 
Puntland.  In our valuation we have considered a scenario, whereby the Company raises an additional US$5m of funds 
through the issue of approximately 300m shares at 10p.  This results in a fully diluted base of 200m shares, and our RENAV is 
reduced to 82.7p per share and target price to 17p. 
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Appendix 1: Valuation Summary 
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Appendix 2: Description of the assets 
 
Red Emperor’s portfolio comprises exploration assets in Georgia and Puntland. The Company also has a 25% interest in the 
Jillewarra, which is a copper and gold project in Western Australia.  The Company is free-carried on this project until the 
bankable feasibility study stage; we have not accounted for this asset in our valuation and it is not covered in the following 
sections. 
 

Somalia – Puntland 

The Company’s Puntland assets are located in the north-east of Somalia, often referred to as “The Horn of Africa”.  Puntland 
covers 220,000 km2 and is estimated to have a population of 3.6 million. It is governed by the elected President Abdirahman 
Mohamud Farole. Puntland declared itself as an autonomous state in 1998, however at this stage it is not seeking 
independence from Somalia like its neighbouring state Somaliland and it has good relations with the Transitional Federal 
Government (“TFG”) which rules the rest of the country.  
 
The two blocks, Nugaal Valley block (“Nugaal block”) and Dharoor block, cover a very large area in which Red Emperor 
holds a 20% interest. The exploration areas cover nearly 40,000km2 and have independently been assessed to potentially 
contain over 19.9 billion barrels of oil in-place. Red Emperor’s joint venture partner and PSC operator, Horn Petroleum 
(TSXV: HRN), signed a letter of intent with drilling contractor, Sakson Drilling and Oil Services, and expect the first well to 
start drilling on Dharoor by the end of this year. 
 
Exhibit 4: Location of the Blocks, Oil Seeps and Oil Shows 

 
Source: Horn Petroleum 

 
 
The two basins are believed to be part of a failed rift system and are analogous to the prolific Yemen rift system found 
across the Gulf of Aden. The two areas were joined some 18 million years ago and are considered to be a further extension 
of the Arabian basin. It is therefore believed that oil reserves found in the Cretaceous and Jurassic formations in Yemen 
could also be present in similar formations in Puntland. The Basins are part of the larger Mesozoic rift and platforms that 
developed over East Africa and the adjacent Arabian Plates during the Mesozoic. These basins developed in response to 
the break-up of Gondwana and the separation of the continental blocks.  
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Exhibit 5: Cretaceous basins rifted apart beginning 16-18 million years ago 

 

 

Source: Horn Petroleum 

 
Early oil exploration work started in 1912 following the discovery of an oil seep. This was followed by the drilling of three dry 
holes near the seep in 1959 by Standard Vacuum (now ExxonMobil). Amerada Hess later went on to drill seven dry holes in 
Puntland during the 1970s. These wells did not utilise modern seismic techniques and were based on gravity structures.  The 
use of modern exploration techniques yielded improved results during the 1980s and resulted in the majors (Conoco, Shell, 
Agip and Phillips) acquiring acreage covering Puntland from 1986. The average signature bonus for a block at the time was 
approximately US$7 million.  
 
In total it is estimated that US$150 million was spent on exploration activities from 1986 to 1991. The oil companies ceased 
their activities in 1991 following the onset of the civil unrest and pulled out of Somalia. Companies operating in the country 
at the time include Agip, Conoco, Hunt, IPC (Lundin), Amoco and Chevron.  
 
In total five wells were drilled in the Nugaal block by various operators. Conoco mapped several closed structures and 
drilled two targets with two wells, Nogal-1 and Kalis-1. The Nogal-1 well was drilled to 10,736ft in 1990 and encountered oil 
shows during drilling, but did not reach the Jurassic sandstone targets. The Kalis-1 well was drilled to 5,100ft in 1990 and 
similarly failed to reach the proposed depth of 14,850ft. 
 
Adjacent to the prospect in which the Nogal-1 well was drilled, is prospect 28/B-1, covering 1,500 acres to 9,000 acres (6km2 
and 36km2). The 28/B-1 prospect was to be drilled in 1991 but due to the civil unrest, prospect targets 28/B, G, S and 29/P 
similar in size were not drilled.  
 
The Company’s partners have been able to obtain previously collected exploration data relating to the hydrocarbon 
exploration in the Nugaal Valley area in Puntland up until 1991. The data includes: the original seismic tapes, well logs and 
processed seismic sections identifying major targets found. Red Emperor’s joint venture partner, Horn Petroleum re-
interpreted the seismic data using modern techniques, a process that has confirmed the presence of the targets originally 
identified. 
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Exhibit 6: Previous Concession Holders 

 

 

Source: Range Resources 
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Georgia 

In the Republic of Georgia, Red Emperor has a 20% working interest in onshore blocks VIa and VIb, covering approx. 
6,500km2. Red Emperor acquired its 20% shareholding in these assets in January 2011. Joint venture partner Range 
Resources has completed a 410km 2D seismic program with independent consultants RPS Energy, identifying 68 potential 
structures containing an estimated 2.045 billion barrels of oil‐in‐place (on a mean 100% basis). Mobilisation has commenced. 
 
 
Exhibit 7: The Location of blocks VIA and VIB 

 

Source: Range Resources 

 

Georgian oil and gas fields belong to the Black Sea and Caspian Sea hydrocarbon provinces.  The petroleum geology of 
Georgia is marked by two basins, Rioni in the west and Kartly / Upper Kura in the east.  The main reservoir units of the Rioni 
basin are the Upper Miocene molasses. The source rock is represented by the Malm bituminous shales and carbonates. The 
most important seals are pelites of Upper Miocene age. These traps are either anticlines, faulted anticlines or stratigraphic 
traps. Considerable hydrocarbon migration is supposed to have occurred in Neocomian time and during the Oligocene-
Miocene. 
 
The Kura basin in Central Georgia is an elongate north/north west – east / south east trending, intermontane basin between 
the Greater Caucasus to the north and the Lesser Caucasus to the south.  The basin occupies 85,000km2 in Georgia and 
Azerbaijan and 10,000km2 offshore in the Azeri sector of the Caspian.  The major reservoirs are typically in the Upper 
Cretaceous, Middle Eocene and Upper Eocene horizons.  The main trap types are anticline, faulted anticline, thrust cut 
anticline and anticline with pinch-outs.1 
 
A total of 18 oil and gas accumulations have been discovered in Georgia, including 15 in Kura basin. The largest discovery to 
date is Samgori-Patardzeuli field with 2P reserves of 230MMbbl. 
 
Blocks Vla and Vlb are operated by Strait Oil & Gas Limited. Red Emperor acquired a 20% participating interest in these two 
licences in return for providing up to US$5.6 MM funding for the drilling of two wells, which were planned for the second 

                                                           

 

1 Sourced from: “Cretaceous Play – New Exploration Potential in the Eastern Georgia”, by D. Morariu and V. Noual 
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and third quarters of 2011. The Mukhianai Well has already spudded. The licences were granted to Strait Oil & Gas Ltd as a 
three-phase PSA on 29th March 2007 with a 25 year period: 
 
 

• Phase I – Geological assessment work – completed November 2007 
• Phase II – Environmental survey / Seismic Planning, Acquisition and Mapping – completed December 2010 
• Phase III – Drilling of two wells and subsequent development in the event of successful discovery and appraisal – In 

progress 
 
During the 1980s and 1990s a significant number of wells were drilled in areas adjacent to blocks VIa and VIb based on 
Soviet seismic data and exploration work. Range Resources funded the acquisition of 410km of 2D seismic (Phase II and 
Phase III) in March 2010 to earn its 50% interest.  The processing and interpretation of the seismic data in Q4 2010 resulted in 
the identification of 68 fold structures that could be viable prospects for drilling with an aggregate 2,045MMbbl of OOIP.  
Six of these prospects have been prioritised as drill-ready prospects with an aggregate 728MMbbl of OOIP. Red Emperor 
Resources and its partners have also benefited from extensive historical information on the Soviet era exploration 
campaigns. Strait completed a 2-year review of these works in collaboration with RPS Energy. Key findings of the technical 
work include: 
 

• Approximately 200 drills were drilled in the region but most were terminated at relatively shallow depths with the 
objective of defining structural features identified from surface geological surveys. 

• Deeper wells were drilled and many encountered oil and gas shows; however, these were not tested with the 
primary objective being the stratigraphy definition of the area. 

• An initial analysis of 24 areas identified 11 structures suitable for OOIP estimates and key drilling targets.  
• Of these structures, two are deeper than 2,500 metres and the rest in the relatively shallow range between 600 and 

2,500 metres. 
 
The Company and its partners have also applied Helium surveys over the areas of interest as a complementary method to 
firm up the chosen locations for drilling. The first prospect to be drilled was Vani-3 with an estimated 115 MMbbl of OOIP 
(gross) or 23MMbbl of OOIP net to the Company. 
 
Exhibit 8: Edeco Petroleum drilling rig on Mukhiani-1 well location 

 

 

Source: Range 
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Appendix 3: Key Personnel 
 

Mr Greg Bandy Mr Greg Bandy Mr Greg Bandy Mr Greg Bandy ––––    Managing DirectorManaging DirectorManaging DirectorManaging Director    

Mr Bandy is a senior advisor at Patersons Securities. He has over ten years' experience with capital markets and currently 

holds an executive board position with Empire Beer Group. He brings with him an intimate knowledge of equities and 

corporate transactions as well as an array of opportunities to Red Emperor. 

 

Mr Jason Bontempo Mr Jason Bontempo Mr Jason Bontempo Mr Jason Bontempo ––––    NonNonNonNon----Executive DirectorExecutive DirectorExecutive DirectorExecutive Director 

Mr Bontempo has worked in Investment Banking and Corporate Advisory since qualifying as a chartered accountant with Ernst & 

Young in 1997. Mr Bontempo has worked for investment banks in Australia and the UK and has been closely involved with the advising 

and financing of companies in the resources industry specialising in asset sales and ASX listings. 

Mr Mr Mr Mr Stephen Brockhurst Stephen Brockhurst Stephen Brockhurst Stephen Brockhurst ––––    NonNonNonNon----Executive DirectorExecutive DirectorExecutive DirectorExecutive Director    

Mr Brockhurst has 12 years' experience in the finance and corporate advisory industry and has been responsible for the preparation of 

the Due Diligence process and Prospectuses on a number of initial public offers, with capital raising in excess of $150 million. Mr 

Brockhurst’s experience includes corporate and capital structuring, corporate advisory and Company secretarial services, capital 

raising, ASX and ASIC compliance requirements. Mr Brockhurst is currently a Director of a number of other listed companies. 

Mr Mr Mr Mr Tony King Tony King Tony King Tony King ––––    Executive ConsultantExecutive ConsultantExecutive ConsultantExecutive Consultant    

Mr Tony King is the Managing Director of Max Capital Pty Ltd. Corporate advisor to Puntland and Georgian farm-in deals. 

Has advised Range Resources Limited (ASX:RRS; AIM:RRL) on all capital raisings since 2009. 

 

Ms Ms Ms Ms Rebecca Sandford Rebecca Sandford Rebecca Sandford Rebecca Sandford ––––    CCCCompany Secretaryompany Secretaryompany Secretaryompany Secretary    

Ms Sandford is an employee of Grange Consulting Pty Ltd. Grange Consulting specialises in corporate advisory and 

financial management services. Rebecca’s experience at Grange includes acquisitions, takeovers, capital raisings, listing of 

companies on ASX, due diligence reviews and compliance associated with the activities undertaken by Grange's clients.  

Rebecca has acted as the company secretary of a number of ASX listed companies.  Rebecca is a member of the Chartered 

Secretaries Australia. 
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Appendix 4: News Flow 
 
28 November 2011 28 November 2011 28 November 2011 28 November 2011 ––––    The Company announced that Re-interpretation of the Mukhiani-1 seismic data supported by the 
Vertical Seismic Profile ("VSP") results has indicated that the well encountered previously unrecognized faults that led to 
possible basement being encountered far earlier than predicted. New fault and stratigraphic trapping potential has been 
identified in the vicinity of the well and based on these findings, Red Emperor and its partners have the option to side-track 
and test these targets. However it has been decided that, based on the exploration schedule and availability of the drilling 
rig, the Company and its partners will continue onto the next proposed Kursebi well. 
    

31 October 2011 31 October 2011 31 October 2011 31 October 2011 ––––    Red Emperor Resources advises that following the completion of the Vertical Seismic Profiling on the 

Mukhiani Well, the Company commenced flow tests on two zones of interest whilst waiting for VSP interpretation results.    

    

12121212    September 2011September 2011September 2011September 2011 – Red Emperor announces that following the successful setting of casing to 700m and the installation of 

the blowout preventer (“BOP”) drilling has recommenced and is currently at 1,339m. 

 

1 September 20111 September 20111 September 20111 September 2011 – Red Emperor Resources advises that Ms Rebecca Sandford has been appointed to the role of 

Company Secretary effective from 1 September 2011. 

 

18 August 201118 August 201118 August 201118 August 2011 – Red Emperor Resources announces that its joint venture partner and Puntland PSA operator, Horn 

Petroleum Corp (TSXV: AOI) has signed a landmark contract with Sakson Drilling and Oil Services who will provide a 1,500 

horse‐power, top drive drilling rig to drill two highly anticipated exploration wells in the frontier state of Puntland, Somalia. 

 

5 August 20115 August 20115 August 20115 August 2011 – Red Emperor Resources announces that it is currently in final preparations to commence a two well drilling 

campaign in the Dharoor Valley Block, with the first well planned to spud in the fourth quarter of 2011. Drilling locations 

have been selected over two robust prospects each targeting gross best estimate oil in place of circa 900 million barrels. 

 

29 June 201129 June 201129 June 201129 June 2011 – Red Emperor Resources announces that the exploration drilling rig and associated equipment that will be 

used for the Company’s two well exploration programme arrived at the port of Poti in Georgia recently and is now on site 

being erected with a scheduled spudding date of early July. A total of 40‐50 personnel will be conducting the drilling 

program on a 24 hour basis. 

 

23 June 201123 June 201123 June 201123 June 2011 – Red Emperor Resources announces that it has been admitted to trading on AIM, as of 08:00 on 23 June 

2011. 

 

24 May 201124 May 201124 May 201124 May 2011 – Red Emperor Resources announces that formal agreements have been executed in respect of the Company 

acquiring a 20% interest in two onshore oil and gas blocks in the Republic of Georgia. Pursuant to the Subscription 

Agreement and the Shareholder Agreement between the Company, Strait Oil & Gas and Range Resources Limited, the 

Company will be issued shares equal to 20% of the issued capital of Strait in consideration for providing funding of up to 

US$5.6m for a 2 well drill program. 

 

13 May 201113 May 201113 May 201113 May 2011 – Red Emperor Resources announces that Horn Petroleum Corp, its Puntland joint venture partner and PSA 

operator, today announced it has signed a letter of intent with a drilling subcontractor to drill the first exploration well in 

Puntland in over 20 years. 

 

10 March 201110 March 201110 March 201110 March 2011 – Red Emperor Resources announces that it has signed mandates with key participants in the UK to help 

facilitate a fast‐track listing on the AIM market of the London Stock Exchange. Given the exposure RMP’s joint venture 

partners have in the northern hemisphere and the high level of interest and demand the Company has received from 

potential UK investors, the Board has formally agreed in principle, subject to regulatory approvals, to undertake a fast‐track 

listing on AIM in the UK. 

 

17 February 201117 February 201117 February 201117 February 2011 – Red Emperor Resources announces that it is continuing with its legal and technical due diligence on the 

Georgia Project, and is anticipating signing formal agreements to complete the transaction in the coming weeks. 

 

16 February 201116 February 201116 February 201116 February 2011    –––– The Company announces, along with its Georgian partners, Strait Oil and Gas Ltd (“Strait”) and Range 

Resources that a drilling rig has been secured for the upcoming Georgian drilling program. 
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15 F15 F15 F15 February 2011ebruary 2011ebruary 2011ebruary 2011 – Red Emperor Resources confirms the issue of 9,000,000 fully paid ordinary shares at an issue price of 

$0.20 pursuant to a prospectus raising $1,800,000. The placement was oversubscribed and the Board has accepted 

oversubscriptions for 4,000,000 shares. In addition, the Company has agreed to place a further 2,000,000 shares at an issue 

price of $0.20 to parties associated with the Georgian oil and gas project. This placement will be completed following the 

Company refreshing its 15% capacity under the ASX Listing Rules. 

 

3 February 20113 February 20113 February 20113 February 2011 – Red Emperor Resources announces that it is offering eligible Range Shareholders the opportunity to 

participate in a share placement by RMP. This follows RMP’s recent acquisition of farm‐in interests in Range’s Puntland and 

Georgian oil and gas projects. 

 

10 January 201110 January 201110 January 201110 January 2011    –––– The Company enters into a Heads of Agreement (“HOA”) with Range Resources to acquire interests in 

Block VIa and Block VIb in Georgia. 

 

26 November 201026 November 201026 November 201026 November 2010    - Red Emperor Resources advises that it has farmed down its interest in the Jillewarra Project, Western Australia, 

following completion of negotiations with Cazaly Resources Ltd (ASX: CAZ) and Metal Bank Limited (Metal Bank). Red Emperor has 

farmed down on its right to earn an initial 51% interest in the project by funding $1,200,000 of exploration expenditure by February 

2011, to a 25% interest which is free carried to bankable feasibility, subject to Metal Bank listing on ASX.  

 

11112 August 20102 August 20102 August 20102 August 2010 – Red Emperor announces the formal farmout agreement with Africa Oil Corp in relation to the Dharoor Valley and 

Nugaal Valley projects in Puntland.  
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Appendix 5: Capital structure 
 
Table 1: Major shareholders 

HolderHolderHolderHolder    % owned% owned% owned% owned    

Bandy, J 4.59 

Max Capital PTY Ltd 4.46 

Yeldep Pty Ltd 2.91 

Okap Ventures Pty Ltd 1.52 

Subiaco Capital 1.18 

Macliver, I 0.98 

Arpege Pty Ltd 0.98 

Stirling Minerals 0.92 

A22 Pty Ltd 0.82 

Source: Bloomberg, 23 Nov. 11 

 

Fundraising History 

DateDateDateDate    Shares Offered (mil.)Shares Offered (mil.)Shares Offered (mil.)Shares Offered (mil.)    PricePricePricePrice    Total Raised (mil.)Total Raised (mil.)Total Raised (mil.)Total Raised (mil.)    

02/11 50.0 A$0.20 A$10.0 

08/07 21.2 A$0.25 A$5.3 

Source: Bloomberg 
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Appendix 6: Resources classification framework 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Source: Society of Petroleum Engineers 
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Glossary 
 

1C Denotes low estimate scenario of Contingent Resources 

1P Proved reserves 

2C Denotes best estimate scenario of Contingent Resources 

2P Sum of Proved plus Probable reserves 

3C Denotes high estimate scenario of Contingent Resources 

3P Sum of Proved plus Probable plus Possible reserves 

AMI Area of Mutual Interest 

bbl Barrels 

bcf Billion cubic feet 

bcfd Billion cubic feet per day 

boe Barrels of oil equivalent 

boed Barrels of oil equivalent per day 

bopd Barrels oil per day 

DCF Discounted Cash Flow 

E&P Exploration & Production 

EUR Estimate Ultimate Recovery 

G&G Geology & Geophysics 

GOR Gas / oil ratio 

LNG Liquefied Natural Gas 

Mbbl Thousand barrels  

Mcf Thousand cubic feet 

mD Millidarcy 

MMbbl Million barrels 

MMboe Million barrels of oil equivalent 

MMscfd Million standard cubic feet of gas per day 

NAV Net Asset Value 

NPV Net Present Value 

OOIP Original Oil In Place 

P&A Plugged & Abandoned 

P10 The quantity that has at least 10% probability of being exceeded 

P50 The quantity that has at least 50% probability of being exceeded 

P90 The quantity that has at least 90% probability of being exceeded  

PSC Production Sharing Contract 

tcf Trillion cubic feet 
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Research Disclosures 
 
Shahin AminiShahin AminiShahin AminiShahin Amini    
Shahin has 13 years of work experience in the oil & gas industry and banking.  Prior to joining FoxDavies, he worked for Rand 
Merchant Bank and Sumitomo Mitsui Banking Corporation and was involved in the origination and execution of financing 
mandates for resources companies and projects.  Shahin has an MSc degree in Offshore and Subsea Engineering from 
University College London and MBA from Imperial College London. 
+44 (0)203 463 5039 
shahin.amini@fox-davies.com 
 

Investment analyst certification 
 
All research is issued under the regulatory oversight of Fox-Davies Capital Limited. Each Investment Analyst of Fox-Davies 
Capital Limited whose name appears as the Author of this Investment Research hereby certifies that the recommendations 
and opinions expressed in the Investment Research accurately reflect the Investment Analyst’s personal, independent and 
objective views about any and all of the Designated Investments or Relevant Issuers discussed herein that are within such 
Investment Analyst’s coverage universe. 
 
Fox-Davies Capital Limited provides professional independent research services and all Analysts are free to determine which 
assignments they accept, and they are free to decline to publish any research notes if their views change. 
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Research Disclaimers  
 
Research disclosure as of 30 November 2011 
 

Company Name    Disclosure    

Red Emperor Resources (RMP) 7 

 
Investment Research Disclosure Legend: 
 

1. In the past 12 months, Fox-Davies Capital Limited or its affiliates have had corporate finance mandates or managed 
or co-managed a public offering of the Relevant Issuer’s securities or received compensation for Corporate Finance 
services from the Relevant Issuer. 

2. Fox-Davies Capital Limited expects to receive or intends to seek compensation for Corporate Finance services 
from this company in the next six months. 

3. The Investment Analyst or a member of the Investment Analyst’s household has a long position in the shares or 
derivatives of the Relevant Issuer. 

4. The Investment Analyst or a member of the Investment Analyst’s household has a short position in the shares or 
derivatives of the Relevant Issuer. 

5. As of the month end immediately proceeding the date of publication of this report, or the prior month end if 
publication is within 10 days following a month end, Fox-Davies Capital Limited and / or its affiliates beneficially 
owned 1% or more of any class of common equity securities of the Relevant Issuer. 

6. A senior executive or director of Fox-Davies Capital Limited or a member of his or her household is an officer, 
director or advisor, board member of the Relevant Issuer and / or one of his subsidiaries. 

7. Fox-Davies Capital Limited makes a market in the securities of the Relevant Issuer. 
8. Fox-Davies Capital Limited acts as corporate broker for the Relevant Issuer. 

 
The Investment Analyst who is responsible for the preparation of this Investment Research is employed by Fox-Davies 
Capital Limited, a securities broker-dealer.  
 
The Investment Analyst who is responsible for the preparation of this Investment Research has received (or will receive) 
compensation linked to the general profits of Fox-Davies Capital Limited. 
 
Research recommendations 
 
Fox-Davies Capital uses a five-tier recommendation system for stocks under coverage: 
 
BuyBuyBuyBuy  
Recommendation implies that expected total return of at least 15% is expected over 12 months between current and 
analysts’ target price. 
    
Trading Buy Trading Buy Trading Buy Trading Buy     
Recommendation implies that the analysts’ expected total return over the short term compared against the target price is 
positive.    
    
HoldHoldHoldHold  
Recommendation implies that expected total return of between 15% and zero is expected over 12 months between current 
and analysts’ target price. 
    
Trading Sell Trading Sell Trading Sell Trading Sell     
Recommendation implies that the analysts’ expected total return over the short term compared against the target price is 
negative.    
    
SellSellSellSell    
Recommendation implies that expected total return expected over 12 months between current and analysts’ target price is 
negative. 
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Fox-Davies Capital Coverage 
 

Fox-Davies corporate client & coverage universe as of 30 November 2011: 
 
 

CompanyCompanyCompanyCompany    TickerTickerTickerTicker    RecommendationRecommendationRecommendationRecommendation    DateDateDateDate    Target PriceTarget PriceTarget PriceTarget Price    Last PriceLast PriceLast PriceLast Price    

Oil & Gas                 

Aminex AEX LN Equity UNDER REVIEW 16.11.11 £0.13 £0.03 

Borders & Southern Petroleum BOR LN Equity BUY 26.11.10 £1.50 £0.61 

Bowleven BLVN LN Equity UNDER REVIEW 1.11.11 £5.50 £0.73 

Circle Oil COP LN Equity BUY 25.10.11 £0.90 £0.22 

Desire Petroleum DES LN Equity UNDER REVIEW 29.03.11 £0.40 £0.23 

Enegi Oil ENEG LN Equity UNDER REVIEW 18.11.10 £0.25 £0.09 

Falklands Oil & Gas FOGL LN Equity BUY 01.04.11 £2.50 £0.50 

Gulf Keystone GKP LN Equity BUY 21.11.11 £3.00 £1.63 

Gulfsands Petroleum GPX LN Equity UNDER REVIEW 07.01.11 £3.50 £2.01 

Hardy Oil & Gas HDY LN Equity BUY 25.08.11 £2.50 £1.45 

Heritage Oil HOIL LN Equity HOLD 30.03.11 £4.20 £1.78 

Matra Petroleum MTA LN Equity UNDER REVIEW 26.05.10 £0.07 £0.01 

Max Petroleum MXP LN Equity BUY 02.03.11 £0.50 £0.13 

Petrokamchatka PKP CN Equity UNDER REVIEW 14.01.10 C$0.15 C$0.01 

Po Valley PVE AU Equity BUY 29.04.10 A$1.50 A$0.165 

Range Resources RRL LN Equity BUY 18.11.11 £0.27 £0.09 

Rockhopper Exploration RKH LN Equity BUY 10.11.11 £6.00 £2.38 

San Leon Energy SLE LN Equity BUY 17.11.11 £0.50 £0.09 

Sterling Energy SEY LN Equity HOLD 06.07.11 £0.30 £0.40 

Tower Resources TRP LN Equity HOLD 09.07.10 £0.04 £0.03 

Victoria Oil & Gas VOG LN Equity BUY 29.11.11 £0.13 £0.04 
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Disclaimer - Important Information  
 

 

This document is not independentThis document is not independentThis document is not independentThis document is not independent and should not be relied on as an impartial or objective assessment of its subject matter.  Given the foregoing, this 

document is deemed to be a marketing communication and as such has not been prepared in accordance with legal requirements designed to 

promote the independence of investment research and Fox-Davies Capital Limited is not subject to any prohibition on dealing ahead of dissemination 

of this document as it would be if it were independent investment research. 

ThiThiThiThis document has been issued by Foxs document has been issued by Foxs document has been issued by Foxs document has been issued by Fox----Davies Capital Limited for information purposes onlyDavies Capital Limited for information purposes onlyDavies Capital Limited for information purposes onlyDavies Capital Limited for information purposes only and should not be construed in any circumstances as 

an offer to sell or solicitation of any offer to buy any security or other financial instrument, nor shall it, or the fact of its distribution, form the basis of, or 

be relied upon in connection with, any contract relating to such action. This document has no regard for the specific investment objectives, financial 

situation or needs of any specific entity. Fox-Davies Capital Limited and/or connected persons may, from time to time, have positions in, make a market 

in and/or effect transactions in any investment or related investment mentioned herein and may provide financial services to the issuers of such 

investments. The information contained herein is based on materials and sources that we believe to be reliable, however, Fox-Davies Capital Limited 

makes no representation or warranty, either express or implied, in relation to the accuracy, completeness or reliability of the information contained 

herein. Opinions expressed are our current opinions as of the date appearing on this material only. Any opinions expressed are subject to change 

without notice and Fox-Davies Capital Limited is under no obligation to update the information contained herein. None of Fox-Davies Capital Limited, 

its affiliates or employees shall have any liability whatsoever for any indirect or consequential loss or damage arising from any use of this document. 

This report has been approved in the UK by Fox-Davies Capital Limited solely for the purposes of section 21 of the Financial Services and Markets Act 

2000.  In the UK, this report is directed at and is for distribution only to persons who (i) fall within Article 19(1) (persons who have professional experience 

in matters relating to investments) or Article 49(2) (a) to (d) (high net worth companies, unincorporated associations, etc.) of the Financial Services and 

Markets Act 2000 (Financial Promotions) Order 2005 (as amended) or (ii) are professional clients or eligible counterparties of Fox-Davies Capital Limited 

(all such persons together being referred to as “relevant persons”).  This report must not be acted on or relied up on by persons in the UK who are not 

relevant persons. 

Neither this report nor any copy of part thereof may be distributed in any other jurisdictions where its distribution may be restricted by law and persons 

into whose possession this report comes should inform themselves about, and observe any such restrictions.  Distribution of this report in any such 

other jurisdictions may constitute a violation of UK or US securities law, or the law of any such other jurisdictions. 

Investments in general involve some degree of risk, including the risk of capital loss. The services, securities and investments discussed in this document 

may not be available to nor suitable for all investors. Investors should make their own investment decisions based upon their own financial objectives 

and financial resources and, if in any doubt, should seek advice from an investment advisor. Past performance is not necessarily a guide to future 

performance and an investor may not get back the amount originally invested. Where investment is made in currencies other than the investor’s base 

currency, movements in exchange rates will have an effect on the value, either favourable or unfavourable. Levels and bases for taxation may change. 

When we comment on AIM or OFEX shares you should be aware that because the rules for those markets are less demanding than the Official List of 

London Stock Exchange plc, the risks are higher. Furthermore, the marketability of these shares is often restricted. 

Fox-Davies Capital Limited and/or its associated companies may from time-to-time provide investment advice or other services to, or solicit such 

business from, any of the companies referred to in this document. Accordingly, information may be available to Fox-Davies Limited that is not reflected 

in this material and Fox-Davies Capital Limited may have acted upon or used the information prior to or immediately following its publication. In 

addition, Fox-Davies Capital Limited, the directors and employees thereof and/or any connected persons may have an interest in the securities, 

warrants, futures, options, derivatives or other financial instrument of any of the companies referred to in this document and may from time-to-time add 

or dispose of such interests. Neither the whole nor any part of this material may be duplicated in any form or by any means. Neither should any of this 

material be redistributed or disclosed to anyone without the prior consent of Fox-Davies Capital Limited. Fox-Davies Capital Limited is authorised and 

regulated by the Financial Services Authority and is a member of the London Stock Exchange. 

Fox-Davies Capital Limited may distribute research in reliance on rule 15a-6(a)(2) of the Securities and Exchange Act 1934 to persons that are major US 

Institutional investors, however, transactions in any securities must be effected through a US registered broker-dealer.  Any failure to comply with this 

restriction may constitute a violation of the relevant country’s laws for which Fox-Davies Capital Limited does not accept any responsibility.  By 

accepting this document you agree that you have read the above disclaimer and to be bound by the foregoing limitations/restrictions. 

Please note that unless otherwise stated, the share price used in this publication is taken at the close of business for the previous day. 
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