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Ukrainian gas producers

Parliament initiates tax increase for sector in 2013

After the Ukrainian parliament substituted the current gas production
royalty for a unified ad valorem rate of 17% as of 2013 just a month ago, it
went further to raise the newly adopted rate 1.5x. This change, if signed by
the president, will undermine the profitability of independent gas
production companies, effectively decreasing their 2013 EBITDA by up to
20%, with Kulczyk Oil and JKX Oil & Gas to be the largest victims.

What the new amendments actually change

Based on the production tax calculation formula valid for 2012, Ukrainian
gas producers pay a USD 1.95/Mscf royalty and USD 0.15/Mscf production
tax on gas extracted from reservoirs shallower than 5,000m. These two
charges together are equal to the 17% ad valorem rate adopted in May 2012
that will be valid since 2013. The new amendments voted by parliament last
month imply a 1.5x unified production tax increase to USD 3.15/Mscf since
2013.

New law to cause double digit contraction of JKX and Kulczyk EBITDA
We estimate the tax increase, if signed into law, will lead to decreases in the
EBITDA of JKX Oil & Gas by 17% and Kulczyk Oil by 20% in 2013.

Regal Petroleum will lose the least on a possible tax hike

Producing most of its gas from reservoirs deeper than 5,000m Regal
currently pays an effective 9% production-based tax (which is 1.9x lower
compared to JKX Oil & Gas and Kulczyk Oil). The 50% tax increase in 2013
would eat away just 8.6% of Regal’s EBITDA in 2013.

The “what if” scenario

The adopted production tax hike is urged to increase the state budget
revenues by bringing additionally estimated USD 80 min from the
independent gas producers in 2013. Considering the insignificance of
possible additional revenues in the scale of the state budget and strong
lobby of local gas producers, we do not rule out that president will veto the
law. Otherwise (and most likely), we can expect a selling pressure on stocks
of Ukraine-focused independent gas producers.

* Thousand standard cubic feet
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JKX Oil & Gas
Bloomberg JKX LN
Price, USD 1.56
No of shares, min 171.7
Market Cap, USD min 268.0
52-week performance -61%
52-week range, USD 1.3/4.2
ADT, 12M, USD min 0.4
Free float, % 47%
Free float, USD min 125.9
Kulczyk Oil
Bloomberg KOV PW
Price, USD 0.42
No of shares, min 421.3
Market Cap, USD min 177.3
52-week performance -31%
52-week range, USD 0.25/0.63
ADT, 12M, USD min 1.1
Free float, % 45%
Free float, USD min 80.2
Regal Petroleum
Bloomberg RPT LN
Price, USD 0.24
No of shares, min 320.6
Market Cap, USD min 78.0
52-week performance -65%
52-week range, USD 0.25/0.80
ADT, 12M, USD min 0.08
Free float, % 21%
Free float, USD min 16.4

Prices as of Jul. 18, 2012
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Key forecast revisions, USD min (unless other specified)

2013E 2013E Effect
2011 2012E (under current (under new of change in
legislation) legislation) legislation
JKX Oil & Gas
Net revenue 236.9 218.1 243.6 243.6 0.0%
Production (Mboe) 3,301 2,813 3,103 3,103 0.0%
Operating costs 17.3 16.3 19.8 19.8 0.0%
Production based taxes 67.1 55.5 62.0 82.4 33.0%
Administrative & Other 38.1 40.3 42.2 42.2 0.0%
EBITDA 114.4 106.0 119.7 99.2 -17.1%
EBITDA margin 48.3% 48.6% 49.1% 40.7% -8.4pp.
Net Income 60.3 61.2 71.5 55.0 -23.2%
Net margin 25.5% 28.1% 29.4% 22.6% -6.8pp.
Kulczyk Oil
Net revenue 35.2 97.4 114.3 114.3 0.0%
Production (Mboe) 385 928 1,095 1,095 0.0%
Operating costs 7.3 18.8 23.7 23.7 0.0%
Production based taxes 6.9 19.1 224 33.6 50.0%
Administrative & Other 11.7 11.9 12.3 12.3 0.0%
EBITDA 9.3 47.7 55.9 44.7 -20.0%
EBITDA margin 26.5% 49.0% 48.9% 39.1% -9.8pp.
Net Income -16.9 19.9 24.3 15.3 -37.3%
Net margin -48.1% 20.4% 21.3% 13.3% -7.9pp.
Regal Petroleum
Net revenue 19.1 51.6 53.8 53.8 0.0%
Production (Mboe) 251 592 621 621 0.0%
Operating costs 33 4.8 5.1 5.1 0.0%
Production based taxes 1.9 5.1 5.3 8.0 50.0%
Administrative & Other 16.9 11.8 12.4 12.4 0.0%
EBITDA -3.0 29.8 31.0 28.3 -8.6%
EBITDA margin -15.7% 57.7% 57.6% 52.6% -5.0pp.
Net Income 6.4 14.4 15.2 13.0 -14.2%
Net margin 33.6% 27.8% 28.3% 24.2% -4.1pp.

Source: Company data, Concorde Capital

Page 2



A CONCORDE
\CAPITAL

Ukrainian gas producers Desk Note July 19, 2012

Peer multiples

MCap EV/EBITDA

usD

min 2011 2012E 2013E
Cadogan Petroleum CAD LN 86 neg 2.6 3.7
JKX Oil & Gas JKX LN 268 2.4 2.6 2.8
Kulczyk Oil Ventures KOV PW 177 19.9 3.6 4.0
Regal Petroleum RPT LN 78 neg 2.6 2.8
Ukrnafta UNAF UK 1,130 2.6 3.9 3.6
Ukraine mean 348 8.3 3.1 3.4
CIS peers mean 8,566 7.5 5.4 4.0
Novatek NVTK LI 35,221 12.4 11.2 9.0
Dragon Oil DGO ID 4,422 2.5 2.0 1.5
Alliance Oil AOIL SS 1,549 4.4 4.4 33
Zhaikmunai LP ZKM LI 1,588 10.7 2.8 2.2
Petroneft Resources PTRID 48 n/m 6.5 4.0
Global peers mean 12,076 6.6 5.5 5.0
PTT E&P PTTEP TB 17,385 5.0 4.5 3.7
Cairn India* CAIR IN 10,839 5.7 49 3.7
Woodside Petroleum WPLAU 25,939 11.3 7.2 6.0
Anadarko Petroleum APC US 36,284 6.6 5.5 4.8
Encana Corp ECACN 15,102 4.5 5.5 6.7
Talisman Energy TLM CN 11,446 3.1 3.8 3.3
Chesapeake Energy CHK US 12,717 4.4 8.1 5.2
Noble Energy NBL US 15,252 7.8 5.6 4.9
Santos Ltd STO AU 10,001 neg 7.3 7.5
Pioneer Natural
Resources PXD US 11,060 8.6 6.7 5.5
Ultra Petroleum UPL US 3,301 5.1 6.4 7.9
Premier Oil PMO LN 3,124 10.8 4.2 3.2
Soco International SIA LN 1,647 8.7 3.2 2.1
Lundin Petroleum LUPE SS 6,259 7.3 6.6 6.8
Salamander Energy SMDR LN 784 4.2 3.5 3.0

P/E
2011 2012E 2013E
0.6 n/a n/a
4.5 4.4 4.9
neg 8.9 11.6
12.3 5.5 6.0
4.1 8.4 7.4
5.4 6.8 7.5
9.9 7.5 7.2
8.6 15.1 12.3
6.8 5.9 5.0
4.9 4.2 3.0
19.5 4.6 4.0
neg neg 11.6
16.8 16.7 14.4
11.8 9.8 8.5
7.8 6.5 6.0
17.2 12.9 11.3
neg 20.0 15.4
n/m 23.9 38.4
14.8 16.2 10.4
7.3 32.8 9.6
33.7 14.4 10.9
12.9 16.5 16.3
13.3 17.0 12.6
7.3 15.3 22.7
18.3 8.2 5.6
18.6 7.3 5.8
39.1 30.4 28.4
neg 19.3 14.2

Source: Bloomberg, Concorde Capital estimates

EV/Sales EV /2P EV/1P  EV/Output
reserves reserves 2012E

2011 2012E 2013E USD / boe USD / boe USD / boe
3.0 1.0 1.0 8.0 n/a 64.3
1.2 1.2 1.2 3.1 n/a 98.5
53 1.8 1.6 32.7 46.6 185.9
3.1 1.5 15 0.5 n/a 129.1
0.4 0.5 0.5 2.2 n/a 64.1
2.6 1.2 11 9.3 46.6 108.4
3.7 2.3 1.8 2.8 7.5 101.7
6.2 5.3 4.3 2.4 3.3 82.5
2.3 1.8 1.3 2.6 n/a 92.1
1.0 1.0 0.9 5.1 10.6 173.1
6.4 1.9 1.5 3.3 12.4 103.5
2.8 1.7 1.2 0.6 3.7 57.5
4.1 3.6 3.2 11.6 15.0 226.3
3.6 3.2 2.6 n/a 20.4 159.3
4.6 3.8 2.5 10.4 n/a 232.5
6.5 5.2 4.5 18.2 22.7 387.9
3.6 3.5 3.0 n/a 19.1 186.4
2.7 3.4 3.6 5.6 n/a 104.1
19 2.1 2.0 7.6 11.3 102.9
1.9 2.8 2.4 n/a 7.8 n/a
4.9 4.1 3.6 6.8 15.2 200.6
3.8 4.1 4.3 9.3 19.4 226.3
5.3 4.4 3.7 n/a 12.9 257.0
4.0 4.9 5.3 2.8 6.5 126.2
4.7 2.8 2.1 13.7 n/a 184.7
6.6 2.6 1.7 10.6 n/a 305.3
5.1 4.8 5.0 31.1 n/a 499.1
2.5 2.3 1.7 11.8 n/a 195.3
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Kyiv 01601, Ukraine

Tel.: +380 44 391 5577

Fax: +380 44 391 5571
www.concorde.ua
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CEO RESEARCH
Igor Mazepa im@concorde.com.ua

Head of Research
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International Sales & Trading Machinery, Oil & Gas

Rostyslav Shmanenko rs@concorde.com.ua Roman Dmytrenko rd@concorde.com.ua
Katerina Shevchenko ksh@concorde.com.ua

Utilities, Telecommunications
Alexander Paraschiy ap@concorde.com.ua

Economics, Fixed income
Vitaliy Vavryshchuk vv@concorde.com.ua

Metals & Mining

Roman Topolyuk rt@concorde.com.ua
Financials
Olena Zuikova olz@concorde.com.ua

Consumer, Non-Cyclical
Alexander Paraschiy ap@concorde.com.ua
Vitaliy Vavryshchuk vv@concorde.com.ua

Corporate governance, Politics

Brad Wells bw@concorde.com.ua
Editor
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DISCLAIMER

THIS REPORT HAS BEEN PREPARED BY CONCORDE CAPITAL INVESTMENT BANK INDEPENDENTLY OF THE RESPECTIVE COMPANIES MENTIONED HEREIN FOR INFORMATIONAL PURPOSES ONLY. CONCORDE CAPITAL DOES AND SEEKS TO DO
BUSINESS WITH COMPANIES COVERED IN ITS RESEARCH REPORTS. AS A RESULT, INVESTORS SHOULD BE AWARE THAT CONCORDE CAPITAL MIGHT HAVE A CONFLICT OF INTEREST THAT COULD AFFECT THE OBJECTIVITY OF THIS REPORT.

THE INFORMATION GIVEN AND OPINIONS EXPRESSED IN THIS DOCUMENT ARE SOLELY THOSE OF CONCORDE CAPITAL AS PART OF ITS INTERNAL RESEARCH COVERAGE. THIS DOCUMENT DOES NOT CONSTITUTE OR CONTAIN AN OFFER OF
OR AN INVITATION TO SUBSCRIBE FOR OR ACQUIRE ANY SECURITIES. THIS DOCUMENT IS CONFIDENTIAL TO CLIENTS OF CONCORDE CAPITAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED OR GIVEN TO ANY OTHER PERSON.

CONCORDE CAPITAL, ITS DIRECTORS AND EMPLOYEES OR CLIENTS MIGHT HAVE OR HAVE HAD INTERESTS OR LONG/SHORT POSITIONS IN THE SECURITIES REFERRED TO HEREIN, AND MIGHT AT ANY TIME MAKE PURCHASES AND/OR
SALES IN THEM AS A PRINCIPAL OR AN AGENT. CONCORDE CAPITAL MIGHT ACT OR HAS ACTED AS A MARKET-MAKER IN THE SECURITIES DISCUSSED IN THIS REPORT. THE RESEARCH ANALYSTS AND/OR CORPORATE BANKING ASSOCIATES
PRINCIPALLY RESPONSIBLE FOR THE PREPARATION OF THIS REPORT RECEIVE COMPENSATION BASED UPON VARIOUS FACTORS, INCLUDING QUALITY OF RESEARCH, INVESTOR/CLIENT FEEDBACK, STOCK PICKING, COMPETITIVE FACTORS,
FIRM REVENUES AND INVESTMENT BANKING REVENUES.

PRICES OF LISTED SECURITIES REFERRED TO IN THIS REPORT ARE DENOTED IN THE CURRENCY OF THE RESPECTIVE EXCHANGES. INVESTORS IN FINANCIAL INSTRUMENTS SUCH AS DEPOSITORY RECEIPTS, THE VALUES OR PRICES OF WHICH
ARE INFLUENCED BY CURRENCY VOLATILITY, EFFECTIVELY ASSUME CURRENCY RISK.

DUE TO THE TIMELY NATURE OF THIS REPORT, THE INFORMATION CONTAINED MIGHT NOT HAVE BEEN VERIFIED AND IS BASED ON THE OPINION OF THE ANALYST. WE DO NOT PURPORT THIS DOCUMENT TO BE ENTIRELY ACCURATE AND
DO NOT GUARANTEE IT TO BE A COMPLETE STATEMENT OR SUMMARY OF AVAILABLE DATA. ANY OPINIONS EXPRESSED HEREIN ARE STATEMENTS OF OUR JUDGMENTS AS OF THE DATE OF PUBLICATION AND ARE SUBJECT TO CHANGE
WITHOUT NOTICE. REPRODUCTION OF THIS DOCUMENT IN WHOLE OR IN PART WITHOUT PRIOR PERMISSION IS PROHIBITED.

NEITHER THIS DOCUMENT NOR ANY COPY HEREOF MAY BE TAKEN OR TRANSMITTED INTO THE UNITED STATES OR DISTRIBUTED IN THE UNITED STATES OR TO ANY U.S. PERSON (WITHIN THE MEANING OF REGULATION S UNDER THE U.S.
SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”)), OTHER THAN TO A LIMITED NUMBER OF “QUALIFIED INSTITUTIONAL BUYERS” (AS DEFINED IN RULE 144A UNDER THE SECURITIES ACT) SELECTED BY CONCORDE CAPITAL.

THIS DOCUMENT MAY ONLY BE DELIVERED WITHIN THE UNITED KINGDOM TO PERSONS WHO ARE AUTHORIZED OR EXEMPT WITHIN THE MEANING OF THE FINANCIAL SERVICES AND MARKETS ACT 2000 (“FSMA”) OR TO PERSONS WHO
ARE OTHERWISE ENTITLED TO RECEIVE THIS DOCUMENT UNDER THE FINANCIAL SERVICES AND MARKETS ACT 2000 (FINANCIAL PROMOTION) ORDER 2005, OR ANY OTHER ORDER MADE UNDER THE FSMA.
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