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Year to  
Dec 

Revenue 
(C$m) 

EBITDA 
(C$m) 

PBT 
(C$m) 

EPS 
(C$) 

EV/Sales 
(x) 

EV/EBITDA 
(x) 

P/E 
(x) 

2014A 0.0  (1.4) (0.8) (0.0) n/m n/m n/m 

2015A 53.1  45.3  25.9  0.2  5.1  6.0  0.8  

2016E 52.1  37.5  9.8  0.1  5.2  7.3  3.5  

2017E 69.4 54.7 29.0 0.2 3.9  5.0  1.2  

SOURCE: Company, VSA Capital estimates. 

Exciting New Exploration Well in East China Sea 

Primeline Energy Holdings (PEH)
#
 has terminated its previously announced 

proposed merger with Loyz Energy Limited (LOYZ SP) in light of low 

hydrocarbon prices and commodity volatility. However, PEH keeps its 

external growth strategy and will continue to engage with LOYZ whilst also 

looking for other opportunities. Moreover, PEH retains its intention to list 

its shares independently on an additional Stock Exchange in the near future. 

Two Exploration Wells Secured 

PEH has secured its two exploration well programme through the US$20m 

convertible bond funding. The first well (LS23-1) was spud in September on 

Block 33/07 and should be completed by the end of October. It targets 

36.5bcf of gross risked resources within several zones in Palaeocene 

sediments. The second well is expected to be drilled within the next 6 

months and holds the potential of further de-risking PEH’s East China Sea 

assets. Exploration is key to PEH success as it needs to find more gas in 

order to capitalise on its existing large hub infrastructure. The company has 

the capacity of quickly tying in to the gas hub and commercialising any 

discovery.  

Lower Offtake Volumes Than Expected 

Following PEH’s last quarterly results for the period ended 30 June, we have 

seen a significant reduction in offtake volumes from Zhejiang gas distributor 

due to its negative view on the high price it believed it was paying to PEH. 

As a consequence, PEH’s revenues fell 91% QoQ to C$1.2m.  

The slowdown in China’s economy, its gas pricing policy, as well as the 

increase in pipeline infrastructure and LNG terminals across the East Coast 

of China has led to a pronounced oversupply of gas in the region. Whilst the 

other main suppliers in the region have lowered prices in response to this, 

PEH has not done so and confirms that the current offtake agreement is still 

valid. As such, Zhejiang Gas is still liable for the annual “take-or-pay” volume 

of 195mcm for FY15, even though we believe a small portion the payment 

should be deferred to FY16. PEH and CNOOC are actively thinking of a new long-term price adjustment mechanism. 

Company Description 

Primeline is an independent oil and gas exploration and 
production company focusing exclusively on upstream 
opportunities in China.  

 One Year Price Performance 

 
 

Price % chg 1mn 3mn 12mn 

 +0% -44.4% -37.0% 

12mn high/low: C$0.65/C$0.19  

SOURCE: FactSet, as of 07/10/15 close. 

Market: TSX Venture 

Price target: C$1.20 

Shares in issue: 178.7m 

Free float: 2.8% 

Net debt (2015A): C$239.3m 

Enterprise value: C$275.4m 

Next news: Exploration well results  

Major shareholders  

Hwang Yiou Hwa 70.1% 

FIL Investment Management  5.7% 

  

Marc Anis-Hanna, Oil & Gas Analyst 

+44 (0)7825 839144 | manishanna@vsacapital.com 

Edward Vaughan, Oil & Gas Contributor 
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Valuation 

For the purposes of our valuation, we take into account PEH’s 49% share of production, costs and profits which now 

includes the 12.25% interest previously held by PEH’s partner PPC, increasing the asset base by one-third. In addition, 

CNOOC already holds a 51% stake in the LS36-1 Gas Field, and has the right to back in to a WI of up to 51% in any other 

commercial development in the remainder of Blocks 25/34 and 33/07, by paying pro-rata development costs. We 

therefore assume 49% equity in any commercial development on both blocks for PEH.  

We take the opportunity of this note to roll forward our DCF discounted to 1 January 2016. We have included into our 

valuation the LS23-1 exploration well which has already started drilling in September, and we anticipate PEH to drill its 

biggest prospect, the LS 30-3, targeting 44.7bcf of gross risked resources within the next 6 months. 

Despite the appreciation of the C$/US$ exchange rate and the addition of a second exploration well which support 

PEH’s value, lower commodity prices as well as the decrease in PEH’s 2P reserves as a consequence of the LS36-1 Gas 

Field steady production, are balancing our valuation and contributes to a slight decrease of our risked NAV. 

NAV Table 

 Gross risked Equity EMV Net risked 

Producing NAV mboe % US$m C$c/share 

LS36-1               13.2  49%           273                199  

Total                  13.2             273                199  

          

Financing NAV     -252 -184 

     

Contingent NAV     

LS36-1 Paleocene M1 0                     0.8  49%                5                 3.3  

LS36-1 Paleocene M1 1 S                     0.6  49%                3                 2.5  

LS36-1 Paleocene M2                     1.9  49%             11                 8.2  

LS36-1 Paleocene M3                     4.3  49%             25              18.6  

LS36-1 Paleocene L1                     2.7  49%             16              11.7  

LS36-1 Paleocene L2                     0.4  49%                3                 1.8  

LS30-8 Paleocene M2                     1.3  49%                7                 5.4  

Total                      12                71                  52  

          

Exploration NAV     

LS23-1                         6  49%             33              23.9  

LS30-3                         7  49%             40              29.4  

Total                      14                73                  53  

Total   165 120 

SOURCE: VSA Capital estimates. 

Recommendation and Target Price 

Whilst we are disappointed to see that the LOYZ corporate transaction didn’t complete, we remain confident in PEH’s 

strategy along its major partner CNOOC. PEH is trading near its core NAV, exposing investors to a significant upside 

from its contingent and exploration resources and has funded two relatively low risk wells in the next six months which 

should begin to de-risk this. 

We maintain our BUY recommendation and decease our target price from C$1.30 to C$1.20, in line with our risked 

NAV using a US$14.5/mcf gas price discounted to 1 January 2016 (8% WACC). We keep our view of a supportive gas 

demand in China and Asia in general over the long term. Risks to our target include a slower than expected ramp-up of 

production, lower gas prices in China and weak exploration results.   
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 Income Statement         

Year to march ($Cm) 2014 2015 2016e 2017e 

Brent Oil Price Average (USD/bbl)           99.4            60            50           50 

China Spot (US$/mcf)  14.5   14.5   14.0   14.0  

USD:CAD  1.1   1.2   1.3   1.3  

CAD:RMB  5.6   5.0   4.8   4.8  

Production (kboe/d)  -     1.9   1.9   2.6  

O&G entitled production rate (boe/d)  -     1.9   1.9   2.6  

Revenues  -      53.1   52.1   69.4  

EBITDA  (1.4)  45.3   37.5   54.7  

Depreciation  -      (15.0)  (15.0)  (15.0) 

Consolidated operating income  (1.4)  30.2   22.4   39.7  

Profit before income tax  (0.8)  25.9   9.8   29.0  

Tax charge  -      -      -      -     

Net income/(Loss)  (0.8)  25.9   9.8   29.0  

          

Per share data 2014 2015 2016e 2017e 

Average number of shares outstanding (basic)  99.9   112.8   178.0   178.0  

Basic EPS (C$/sh)  (0.01)  0.23   0.06   0.16  

Average share price (C$/sh)  0.63   0.19   0.19   0.19  

SOURCE: Company data, VSA Capital estimates. We include Trial production into the P&L for 2015.  

Cash Flow Statement 

Year to march ($Cm) 2014 2015 2016e 2017e 

Profit before tax  (0.8)  25.9   9.8   29.0  

DD&A  0.0   15.0   15.0   15.0  

Finance expense  (0.5)  4.0   4.0   4.0  

Other non-cash items  0.1   2.6   -      -     

Cash flow from operations  (1.3)  47.6   28.9   48.0  

Disposals  -      -      -      -     

Debt  2.7   256.2   26.0   -     

Shares issued  (0.5)  -      -      -     

Total sources of funds  0.9   303.7   54.9   48.0  

     

Capital expenditures  -      (256.9)  -      -     

Acquisitions  -      -      -      -     

Dividends  -      -      -      -     

Exploration Expenses  (2.6)  (8.9)  (8.9)  (8.9) 

Repayment of debt & interest  -      (24.7)  (52.9)  (50.9) 

Other  5.1   (1.3)  -      -     

Total sources of funds  0.9   303.7   54.9   48.0  

      

Working capital changes  0.1   (6.0)  1.3   2.2  

Cash Flow surplus/(deficit)  3.5   5.9   (5.6)  (9.5) 

SOURCE: Company data, VSA Capital estimates. 
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Balance Sheet 

Year to march ($Cm) 2014 2015e 2016e 2017e 

Non Current Assets  82.3   373.4   367.2   361.1  

Current Assets  4.5   18.7   13.0   3.5  

Of which: Cash  4.4   10.9   5.2   (4.3) 

Total Assets  86.9   392.0   380.3   364.6  

      

LT Debt  -      230.0   257.0   217.0  

Other Long Term Liabilities  5.5   26.7   26.7   26.7  

Current Liabilities  0.4   43.7   43.7   43.7  

Total Liabilities  6.0   300.4   327.4   287.4  

      

Equity - Group share  80.9   91.6   52.9   77.2  

Total Equity & Liabilities  86.9   392.0   380.3   364.6  

SOURCE: Company data, VSA Capital estimates. 
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Disclaimer 

Investment Analyst Certification  

In our roles as Research Analysts for VSA Capital Limited, we hereby certify that the views about the companies and their securities discussed in this 
report are accurately expressed and that we have not received and will not receive direct or indirect compensation in exchange for expressing specific 
recommendations or views in this report. 

Non-Independent Research 

This is a marketing communication. It is non-independent research as 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. 

Important Disclosures 

This research report has been prepared by VSA Capital Limited, which is party to an agreement to be paid a fee as corporate finance advisors and 
arrangers with, or has provided investment banking services to,  Primeline Energy Holdings, or has been party to such an agreement within the last 
twelve months, and is solely for, and directed at, persons who are Professional Clients as defined under Annex II of the Markets in Financial Instruments 
Directive, Directive 2004/39/EC, or as defined in the FCA Handbook. Persons who do not fall within the above category should return this research 
report to VSA Capital Limited, New Liverpool House, 15-17 Eldon Street, London EC2M 7LD, immediately.  

This research report is not intended to be distributed or passed on, directly or indirectly, to any other class of persons. It is being supplied to you solely 
for your information and may not be reproduced, forwarded to any other person or published, in whole or in part, for any purpose, without out prior 
written consent. 

This research report is exempt from the general restriction on the communication of invitations or inducements to enter into investment activity and 
has therefore not been approved by an authorised person, as would otherwise be required by Section 21 of the Financial Services and Markets Act 2000 
(the "Act"), as amended by The Financial Services and Markets Act 2012.  

Neither the information nor any opinion expressed constitutes an offer, or an invitation to make an offer, to buy or sell any securities or any options, 
futures or other derivatives related to such securities. 

The information and opinions contained in this research report have been compiled or arrived at by VSA Capital Limited (the "Company") from sources 
believed to be reliable and in good faith but no representation or warranty, express or implied, is made as to their accuracy, completeness or 
correctness. All opinions and estimates contained in the research report constitute the Company's judgments as of the date of the report and are 
subject to change without notice. The information contained in the report is published for the assistance of those persons defined above but it is not to 
be relied upon as authoritative or taken in substitution for the exercise of the judgment of any reader. 

The Company accepts no liability whatsoever for any direct or consequential loss arising from any use of the information contained herein. The 
company does not make any representation to any reader of the research report as to the suitability of any investment made in connection with this 
report and readers must satisfy themselves of the suitability in light of their own understanding, appraisal of risk and reward, objectives, experience and 
financial and operational resources. 

The value of any companies or securities referred to in this research report may rise as well as fall and sums recovered may be less than those originally 
invested. Any references to past performance of any companies or investments referred to in this research report are not indicative of their future 
performance. The Company and/or its directors and/or employees may have long or short positions in the securities mentioned herein, or in options, 
futures and other derivative instruments based on these securities or commodities. 

Not all of the products recommended or discussed in this research report may be regulated by the Financial Services and Markets Act 2000, as amended 
by The Financial Services and Markets Act 2012,  and the rules made for the protection of investors by that Act will not apply to them. If you are in any 
doubt about the investment to which this report relates, you should consult a person authorised and regulated by the Financial Conduct Authority who 
specialises in advising on securities of the kind described.  

The Company does and seeks to do business with the companies covered in its research reports. Thus, investors should be aware that the Company may 
have a conflict of interest that may affect the objectivity of this report. To view our policy on conflicts of interest and connected companies, please go 
to: http://www.vsacapital.com/policies/conflict-of-interest-policy. 

VSA Capital acts as Corporate Adviser and Broker to Primeline Energy Holdings, and is therefore classed as a connected company.  

VSA Capital has a holding in securities issued by Primeline Energy Holdings, or in derivatives related to such securities. 

Investors should consider this report as only a single factor in making their investment decision. 

The information in this report is not intended to be published or made available to any person in the United States of America (USA) or Canada or any 
jurisdiction where to do so would result in contravention of any applicable laws or regulations. Accordingly, if it is prohibited to make such information 
available in your jurisdiction or to you (by reason of your nationality, residence or otherwise) it is not directed at you. 

Definition of Ratings 

VSA Capital Limited uses the following stock rating system to describe its equity recommendations. Investors should carefully read the definitions of all 
ratings used in each research report. In addition, since the research report contains more complete information concerning the analyst’s views, 
investors should carefully read the entire research report and not infer its contents from the rating alone. In any case, ratings (or research) should not 
be used or relied upon as investment advice. An investor’s decision to buy or sell a stock or investment fund should depend on individual circumstances  
and other considerations.  

VSA Capital Limited’s recommendations are defined as follows: 

BUY: The stock is expected to increase by in excess of 10% in absolute terms over the next twelve months. 
HOLD:  The price of the stock is expected to move in a range between -10% and +10% in absolute terms over the next twelve months. 
SELL:  The stock is expected to decrease by in excess of 10% in absolute terms over the next twelve months. 

http://www.vsacapital.com/policies/conflict-of-interest-policy
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In addition, on occasion, if the stock has the potential to increase by in excess of 10%, but on qualitative grounds rather than quantitative, a 
SPECULATIVE BUY may be used.Distribution of VSA Capital Limited’s Equities Recommendations 

VSA Capital Limited must disclose in each research report the percentage of all securities rated by the member to which the member would assign a 
“BUY”, “HOLD, or “SELL” rating, and also the proportion of relevant investments in each category issued by the issuers to which the firm supplied 
investment banking services during the previous twelve months. The said ratings are updated on a quarterly basis. 

Equities breakdown: 30 June 2015 Spec. BUY BUY HOLD SELL 

Overall equities coverage 26.3% 68.4% 5.3% 0.0% 

Companies to which VSA has supplied investment banking services 25.0% 75.0% 0.0% 0.0% 

 

Recommendation and Target Price History 

 

  

Valuation basis 

We value PEH using a combination of discounted cash flow (DCF) 
analysis of the LS36-1 field and a risked net asset appraisal of the 
exploration portfolio (RENAV). 

Risks to that valuation 

Risks to our target include a slower than expected ramp-up of 
production, lower gas prices in China and weak exploration results. 

This recommendation was first published on 7 August 2013. 

SOURCE: FactSet data, VSA Capital estimates.  
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