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Fitzroy River Corporation –
Ungani Value
Fitzroy River Corp is
recommended as a buy for
exposure to a long term steam of
royalty income from Canning
Basin interests....

Fitzroy River Corporation – Ungani Value
Code
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Recommendation:
Fitzroy
River
Corp
is
recommended as a buy for exposure to a long term
stream of royalty income from Canning Basin
interests.

During 2014, Canning Basin operator Buru Energy (ASX: BRU) plans to ramp up
production from its Ungani oilfield towards 3,000 barrels per day. Buru is planning to drill
the Unagani-3 vertical well during January/February of 2014, provided that it is able to
get the contracted drilling equipment on-site later this month. Oil production from the
existing two wells at Ungani is scheduled to recommence this month, with oil being
exported via the port of Wyndham.
Later in 2014 or early in 2015, at least one horizontal well is planned for Ungani. A
successfully completed horizontal well is likely to be able to produce about 2,000 BOPD,
taking total production capacity towards 5,000 BOPD.
Testing of Ungani-North is now planned for after April 2014. Success at this test
would lead to a tie-in to production from Ungani and then the likely drilling of at least
one additional Ungani North well. This work holds potential to lift production towards
6,000 BOPD.
In addition, Buru is planning at least one and possibly more exploration wells along the
Ungani province, guided by recent 3D seismic data that clearly shows high priority
prospects for oil. StockAnalysis sees clear potential to lift oil production from Ungani to
over 12,000 BOPD over time, provided that exploration is as successful as its first two
attempts in the region. Logistics indicate that oil will eventually be exported via pipelines
to the Port of Broome, with this outcome developed post 2014.
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StockAnalysis   looks   at   what   these   scenarios   might   mean   for   Fitzroy’s   cash   flow   and  
valuation, taking two levels of well-head oil value. At a wellhead value of $60/bbl,
Fitzroy’s  royalty  would  be  $1.20  per  barrel  of  production  and  at  a  wellhead  value  of  $80/
bbl Fitzroy would be paid $1.60 per barrel of production.
Currently, Fitzroy is seeking clarity on the basis for its royalty through the court, arguing
that according to its agreement, royalty should be calculated on gross oil value, at which
level royalty payment would be closer to $2.40 per barrel.
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0.9500
0.9100

Peter Strachan
Strachan ©
© 2012/13
2012/13 Pex
Pex Publications
Publications Pty
Pty Ltd
Ltd ACN:
ACN: 59
59 077
077 704
704 146
146
Peter

Dec-13

Nov-13

Oct-13

Sep-13

Aug-13

Jul-13

0.8700
Jun-13

Dec-13

Nov-13

Oct-13

Sep-13

Aug-13

Jul-13

Dec-13

Nov-13

Oct-13

Sep-13

Aug-13

Jul-13

Jun-13

11,500

Jun-13

12,000

0.9900

Dec-13

12,500

1.0300

Nov-13

13,000

135
130
125
120
115
110
105
100
95
90
Oct-13

13,500

A$/US$
1.0700

Sep-13

14,000

Brent Crude Oil $A/barrel

Aug-13

14,500

Jul-13

S&P ASX 200 Energy Index

Jun-13

All Ordinaries
5,450
5,350
5,250
5,150
5,050
4,950
4,850
4,750
4,650
4,550

By Peter Strachan
Royalty value $/bbl
Ungani production
3,000 BOPD
6,000 BOPD
12,000 BOPD

StockAnalysis calculates the net
income that Fitzroy might expect
at various rates of production from
Ungani and surrounding projects.
Appropriate administrative costs
are deducted and taxes imputed
to calculate net, after tax profits
that could be distributed to
shareholders. At a production rate
of 3,000 BOPD, shareholder distribution would be 0.6 cents per share at a royalty rate of
$1.20/bbl and 1 cps at $1.60/bbl, producing an annual yield of 1.6% and 2.5%
respectively. When oil production rises to 6,000 BOPD, distribution would be 1.6 cents per
share at the lowest possible wellhead value and 2.3 cps at the more reasonable wellhead
value, delivering yields of 4.3% and 6% respectively at the current share price.

Dividend
$ 1.20
$ 1.60
cps
$ 0.006 $ 0.010
$ 0.016 $ 0.023
$ 0.037 $ 0.050

Source:  Strachan  Corporate

Yield
$ 1.20
$ 1.60
%
1.6%
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6.0%
9.5%
13.0%

NPV
mmbbls
16
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$11.7
$33.0 $m.
$ 0.129 $ 0.364 $/shr

Expanded production of 12K BOPD would deliver royalty payment that support a share
price of 83 cents per share if they traded with an annual yield of 6%.
Based   on   StockAnalysis’   calculation   of   the   net   present   value   per   barrel   or   Mcfe   of  
Fitzroy’s   royalty   stream,   a   total   Reserve   of   16   million   barrels,   matching   the   current  
estimates for Ungani and Ungani North, would have an NPV of $11.7 million or 12.9 cps
while  success  in  expanding  reserves  towards  45  mmbbls,  would  lift  Ungani’s  NPV  to  $33  
million or 36 cps to Fitzroy.
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Adding net cash of $12 million to an estimated value of $12 million for
the royalty stream from Ungani and Ungani North produces an
underlying value for Fitzroy of 26 cps. Then, risking 180 mmbbls of
prospective upside for the Ungani province at 16% probability of
success (POS) delivers a risked value of $22 million for royalty
payments  arising,  lifting  the  company’s  total  estimated  risked  value  to  
50 cents per share.
Allowing for Yulleroo to deliver 350 Bcf of gas plus 13 mmbbls of oil
and allocating 70% (POS) produces an estimated value of $16 million
for royalties from those assets, while risking a further 5 Tcf of gas and
180 mmbbls of liquids from Yulleroo with an 8% POS delivers a risked
value for royalties of $26 million or 28 cps to Fitzroy, taking total
risked value to $87 million or 96 cps.

Source:  Strachan  Corporate
To get a feel for valuation upside, consider that success along the Ungani province, where
200 mmbbls has been spoken about, would be worth over $1.60 per share to Fitzroy and
the upside at Valhalla and Yulleroo is measured in many dollars per share to Fitzroy.
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Small research operations/investment publications like StockAnalysis depend on the cooperation of their subscribers to
stay  in  business.  If  you  pay  for  and  value  the  information  we  provide  please  don’t  copy  StockAnalysis  to  others.
The information or advice (including any financial product advice) herein is believed to be reliable and accurate when issued however,
Strachan  Corporate  Pty  Ltd  ABN  39  079812945;;  AFSL  259730  (“Strachan”),  does  not  warrant  its  completeness,  reliability  or  accuracy.
Strachan, its Directors and their Associates from time to time may hold shares in the securities mentioned in this report and therefore
may   benefit   from   any   increase   in   the   price   of   those   securities.   Opinions   and   estimates   constitute   Strachan’s   judgment.   The   author
certifies that the views expressed in this document accurately reflect the analyst's personal views about the subject company and are
subject to change without notice. Strachan, its officers, agents and employees exclude all liability whatsoever, in negligence or
otherwise, for any loss or damage relating to this document to the full extent permitted by law. This material is not intended as an
offer or solicitation for the purchase or sale of any financial instrument. The investments and strategies discussed herein may not be
suitable for all investors. In preparing such general advice no account was taken of the investment objectives, financial situation and
particular needs of a particular person. Therefore, before acting on the advice, you should consider the appropriateness of the advice,
having regard to your objectives, financial situation and needs. There may be a product disclosure statement or other offer document
for the securities and financial products we write about in StockAnalysis. You should obtain a copy of the product disclosure statement
or offer document before making any decision about whether to acquire the security or product. If you have any doubts you should
contact your investment advisor. The investments discussed may fluctuate in price and changes in commodity prices and exchange
rates may have adverse effects on the value of investments.
Since January 2011, Strachan Corporate has undertaken commissioned research or provided corporate advisory services to the following
companies, for which it has received a fee. Lion Energy, FAR Ltd, Nexus Energy, Tungsten Mining, Strata-X Energy, Sumatra Copper &
Gold, Galaxy Resources, Quest Petroleum, Eaglewood Energy, Balamara Resources, Zeta Petroleum, Phoenix Resources, Solimar Energy,
Apollo Consolidated, NuEnergy Gas, Philips River, Jatenergy, TUC Resources, Verus Investments, PMI Gold, Iron Ore Holdings, Grand Gulf,
Elk Petroleum, Transerv Energy, Mutiny Gold, Castlemaine Goldfields, European Gas, European Energy, Norwest Energy, Mako Energy,
Oilex, Matsa Resources, Mindax Resources, Iron Road, Aurora Minerals. In addition, over that period Strachan Corporate has delivered
lectures at several Universities, provided expert witness statements and confidential financial services and advice to listed companies,
several private investment companies and institutions as well as private investors. Disclosure of interests in these confidential actions by
Strachan Corporate is only appropriate should Strachan Corporate determine a potential for conflict of interest.
The author has small holdings in shares of ACE, modest holdings in NEN, BHP, TPT, SRI, ADX, COF, SUN, HZN, TAP, AWE, TSE, ANZ,
PTM, NST, & WPL and larger holdings in CUE, OEL, FZR & HAV.
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