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Rating CORPORATE 

Target price (p) 9.4 

Share price (p) 4.1 

52-week range (p) 1.2 -6.3 

Shares outstanding (m) 1,064.9 

Market cap. (£m) 44 

Average daily volume (m) 9.9 

Enterprise value (£m)  43 

Core value (p) 5.1 

Risked upside (p) 4.3 

Total valuation (p) 9.4 

2C reserves (mmbl) 15.1 

Bloomberg/Reuters MTA LN/MTA.L 

 
 

Year-end Dec (€m) 2010E 2011E 2012E 

EPS (p) (0.1) 0.1 0.4 

Brent price (US$/bbl) 79.8 90.0 90.0 

Oil production (bopd) 0 500 1,811 

Revenues 0.0 6.0 21.7 

EBITDA (0.6) 1.5 10.5 

Earnings (0.7) 0.6 5.1 

EPS (p) (0.1) 0.1 0.4 

Operating cashflow (0.7) 2.3 11.5 

 

ON THE ROAD TO PRODUCTION 

Independent assessment of Matra's resources is reassuring and 
confirms that Sokolovskoe is a viable commercial development 
with potentially material upside. Matra has been awarded a long-
term production licence and expects to be producing 600-700 
barrels of oil per day (bopd) in H1 2011. We expect to see short-
term news flow validating the technical case and providing 
comfort on the timing of development activities. At a $90/bbl oil-
price assumption, our total risked valuation and target price is 
9.4p a share, suggesting around 130% potential upside. 

• New independent resource estimate: The recently published Competent 
Persons Report (CPR), based on a detailed external subsurface review, 
determined gross 2C resources for the Sokolovskoe structure (100% owned by 
Matra) at 15.1 mmbl, with downside of 5.7 mmbl (1C) and upside of 35.5 mmbl 
(3C). Following approval of the long-term production licence, Matra should be 
able to move the 2C resources into the 2P reserves category once an 
appropriate development plan is put in place. In addition to contingent resources, 
the CPR has estimated 29.6 mmbl of prospective resources (best case).  

• Robust economics based on 2C resources: On our estimates, at a $90/bbl 
oil price, the Sokolovskoye field is a viable commercial development based on 
2C resources. Our un-risked valuation for 15.1 mmbl, using a 10% discount 
rate, is 5.9p a share ($98m, or $6.50/bbl). However, considering the remaining 
project risks, we have applied an 85% chance of success, leading to a 
valuation of 5.0p a share. This still suggests around 22% potential upside from 
the current share price. At a more conservative $70/bbl oil-price assumption, 
our un-risked valuation for the 2C resources is 3.7p ($61m, or $4.1/bbl). 

• Substantial upside potential, but further drilling required: Proving the 
north-eastern extension of the field and de-risking prospective resources could 
significantly increase our valuation. We recognise this potential in our 
valuation, but at this stage, we are applying about a 30% chance of success.  
In order to monetise this upside potential, Matra would need to acquire further 
seismic and drill additional appraisal wells. 

• Short-term operational catalysts: The testing of Wells 12 and 13 are the key 
short-term catalyst, in our view. Successful execution would transform Matra 
into a sizeable producer (around 600-700 bopd in H1 2011), with an attractive 
development project in Southern Russia. Achieving early production, in our 
view, would strengthen Matra’s balance sheet and position the company to 
target the upside potential on the existing licence, as well as look for growth 
opportunities in the region. 
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RATING CORPORATE 

Target price (p) 9.4 

Share price (p) 4.1 

52-week high (p) 6.3 

52-week low (p) 1.2 

Shares outstanding (m) 1064.9 

Market cap (£m)  44 

Average daily volume (m) 9.9 

Enterprise value (£m)  43 

Core value (p) 5.1 

Risked upside (p) 4.3 

Total valuation (p) 9.4 

2C reserves (mmbl) 15.1 

Bloomberg/Reuters MTA LN/MTA.L 

 
 

Performance 1m 3m 12m 
Price (%) 98 91 17 
Price rel. (%) 93 81 8 

  

 
INVESTMENT VIEW
Independent assessment of Matra's resources 
is reassuring and confirms that Sokolovskoe is 
a viable commercial development with 
potentially material upside. Matra has been 
awarded a long-term production licence and 
expects to be producing 600-700 barrels of oil 
per day (bopd) in H1 2011. We expect to see 
short-term news flow validating the technical 
case and providing comfort on the timing of 
development activities. At a $90/bbl oil-price 
assumption, our total risked valuation and 
target price is 9.4p a share, suggesting around 
130% potential upside. 

 

 
COMP ANY DESCRIPTION
Chairman: Sir Michael Jenkins 

CEO: Mr Peter James Hind 

120 Bridge Road, Chertsey, Surrey 

KT16 8LA 

+44 1932 445 101 

www.matrapetroleum.com 

 
Matra is an E&P company operating in Russia. 
The company owns a 100% interest in the 
Arkhangelovskoe exploration licence, which is 
located in the Orenburg region of Russia. Matra's 
near-term focus is to develop the Sokolovskoe 
discovery and position the company for longer-
term growth in the area. 

 

 
VALUATION 
Year-end Dec 2010E 2011E 2012E 

P/E (x) nm nm nm 

EV/EBITDA (x) nm 29.1 4.2 

 
PER SHARE 
Year-end Dec 2010E 2011E 2012E 

EPS (p) (0.1) 0.1 0.4 

Cash flow per share (p) (0.1) 0.2 1.0 

 
INCOME STATEMENT 
Year-end Dec (€m) 2010E 2011E 2012E 

Brent price (US$/bbl) 79.8 90.0 90.0 

Production profile (bbls/d) 0 500 1,811 

Revenues 0.0 6.0 21.7 

Operating costs 0.0 (1.1) (2.1) 

EBITDA (0.6) 1.5 10.5 

Pretax profit (0.7) 0.9 7.3 

Tax 0.0 (0.3) (2.2) 

Earnings (0.7) 0.6 5.1 

 
 

 
CASH FLOW STATEMENT 
Year-end Dec (€m) 2010E 2011E 2012E 

Cash flow from operating activities (0.7) 2.3 11.5 

Net interest 0.0 (0.4) (0.5) 

Tax paid 0.0 (0.1) (0.9) 

Disposals of fixed assets 0.0 0.0 0.0 

Dividends paid 0.0 0.0 0.0 

Capex (expansionary) (4.2) (6.6) (11.1) 

Equity issues 0.0 0.0 0.0 

 
BAL ANCE SHEET
Year-end Dec (€m) 2010E 2011E 2012E 

Tangible assets 5.9 11.4 18.8 

Intangible assets 7.4 7.4 7.4 

Cash & liquid securities 1.4 0.6 1.1 

Net current assets 1.6 0.8 1.4 

Long-term debt 0.0 4.0 5.5 

Net assets 14.8 15.4 20.5 

Total assets 15.0 19.8 27.7 

Net debt 1.4 (3.4) (4.4) 
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VALUATION 

We have split our valuation of Matra Petroleum into ‘core’ value and ‘risked’ upside. 
Our ‘core’ asset valuation is based on the independently determined 15.1 mmbl of 
2C (contingent) resources, risked at 85%, plus an adjustment for financials. Our 85% 
risking reflects the remaining project and funding uncertainties. However, successful 
testing of Wells 12 and 13 should allow us to further de-risk our ‘core’ valuation. 

Our risked upside includes independently determined prospective resources (29.6 
mmbl best case) on the Sokolovskoye structure and estimated upside for the north-
eastern extension of the structure (7 mmbl). For prospective resources, we have 
used the subsurface CoS (chance of success) from the CPR (c.40%) and added 
project and funding risk, giving an overall risking of around 30%. 

Figure 1: Matra Petroleum valuation 

As of 1 January 2011 Gross Reserves & Resources Working Unrisked Risk Risked Risked Unrisked

 Gas Oil Total interest NPV10 factor NPV10 NPV10 NPV10

 (bcf) (mmbl) (mmboe) (%) ($m) (%) ($m) (p/share) (p/share)

Contingent resources 15.1 15.1 100 98 85 83 5.0 5.9
          

Core asset valuation 15.1 15.1 98  83 5.0 5.9
          

Estimated cash  1 100 1 0.1 0.1

Debt    

Options    

Financials  1  1 0.1 0.1
          

Total 'core' value 15.1 15.1 99  84 5.1 6.0
          

North-eastern extension 7.0 7.0 100 46 30 14 0.8 2.7

Prospective resources 29.6 29.6 100 192 30 58 3.5 11.6

Total 'risked' value 36.6 36.6 238  71 4.3 14.3

    

Total valuation 51.7 51.7 337  155 9.4 20.3
 

Source: Matrix estimates 
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Sensitivities 

Figure 2: Oil-price and discount-rate sensitivities 

As of 1 January 2011 Brent oil-price assumption
Valuation (p/share) $70/bbl $90/bbl $110/bbl 

Core value  3.2   5.1   7.0 

Risked upside  2.7   4.3   5.9 

Total valuation 5.9 9.4 12.9 

Current share price (p/share) 4.1 4.1 4.1 

SP/total valuation 70% 44% 32% 

  

 Discount-rate assumption 
Valuation (p/share) 10% 12% 14% 

Core value  5.1   4.4   3.8 

Risked upside  4.3   3.7   3.2 

Total valuation  9.4   8.1   7.0 

Current share price (p/share) 4.1 4.1 4.1 

SP/total valuation 44% 51% 59% 
 

Source: Matrix estimates 

Conclusions 

• At a $90/bbl long-term oil-price assumption, our total risked valuation and target 
price is 9.4p. The stock is currently trading at 44% of our total risked valuation 
and at 80% of our ‘core’ value. 

• At a more conservative $70/bbl assumption, the stock is trading at 70% of our 
total risked valuation. This would decline to 32% in our high case, which assumes 
$110/bbl. 

• We have tested our valuation by using higher discount rates of 12% and 14%. 
These reduce our total risked valuation to 8.1p and 7.0p, respectively, but still 
offer substantial upside potential to the current share price. 

• Our total un-risked valuation is 20.3p, suggesting that prospective resources 
(currently risked at 30%) could potentially deliver substantial upside in the 
medium term. 
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SHORT-TERM RISKS 

Well 12 

The new subsurface interpretation suggests that the water production previously 
experienced in Well 12 was coming from a lower water-bearing horizon. Matra’s 
attempts to shut the water influx were not successful because of the well-bore 
conditions. It is now planning to drill a short sidetrack in order to gain clean access to 
the main reservoir, without penetrating the lower water-bearing horizon. The 
company has contracted an experienced local contractor to drill this sidetrack and 
initial test results are expected in Q1 2011.  

We think there are two types of risk related to Well 12: mechanical and subsurface. 

Mechanical: Matra believes that similar operations are routinely carried out in the 
area, however, there is a risk that due to mechanical problems it may not be possible 
to successfully drill and complete the planned sidetrack. In this case, Matra would 
not have any production contribution from Well 12, although the timing of further 
development drilling would not be affected. 

Subsurface: If the planned sidetrack is successfully drilled and completed, we think 
there is still likely to be some risk of water coming through if the oil-water contact 
(OWC) is encountered shallower than expected. The CPR highlights the difficulty of 
identifying the appropriate OWC from logs in carbonate reservoirs like Sokolovskoe. 
Even a small variation in the OWC could have a noticeable impact on reserves 
estimates and the number of wells required to develop the field. However, based on 
detailed technical work, Matra is confident that this should not be the case. Indeed, 
at this stage, based on the technical consultant’s conservative approach, the 
company believes that the upside scenario is more likely than the downside. 

RESERVES REPORT 

Following mixed drilling results from Well 13, Matra initiated an external subsurface 
study to remap the Sokolovskoe discovery. This study was completed in the middle 
of 2010 and formed the basis of the new CPR.  

A range of complex techniques had been used to improve the depth conversion, 
which was affected by changes in salt thickness and inconsistency in the processed 
data set. The new study has significantly improved Matra’s understating of the field 
and provides a reasonable explanation for unexpected drilling results on Well 13.  

However, there are still substantial subsurface uncertainties due to the limited 
number of wells on the block and insufficient offset well information to create a 
robust regional picture. Determining the appropriate OWC for the Sokolovskoe 
structure also seems to be very difficult in the target carbonate reservoirs. Technical 
understanding should improve as more wells are drilled, however. 
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Contingent resources 

The table below shows the CPR’s estimated contingent resources: 

Figure 3: Sokolovskoe contingent resources 

 1C 2C 3C

STOIIP  (mmstb) 28.7 50.5 88.6

Recovery factor (%) 20 30 40

Contingent resources (mmstb) 5.7 15.1 35.3
 

Source: Matra Petroleum, ERC Energy; mmstb = million stock tank barrels 

In the low-case (1C) scenario, in-place volumes are calculated using the core area 
around Wells 12 and 13 (excluding the north-eastern extension) and average 
reservoir parameters from the same two wells. ERC’s calculated high-case (3C) in-
place volumes include the north-eastern extension of the structure, as well as 
reservoir parameters from the nearby Well 309 (average of Wells 12, 13 and 309). 

ERC’s estimated 2C contingent resources of 15.1 mmbl are derived by assuming a log 
normal distribution to the 1C and 3C STOIIP (stock tank oil initially in place) endpoints 
and a 30% recovery factor. ERC produced a deterministic case for the fully mapped 
closure of the field using most likely input parameters and 30% recovery, calculating 
23.7 mmbbl of resources. However, further seismic and appraisal wells will be 
required before the C2 case can reflect this resource.  

We believe that Matra should be able to convert 2C resources into 2P reserves once 
the long-term production licence is granted and appropriate development plans and 
financing have been put in place. 

Prospective resources 

The CPR has also identified potentially substantial upside on Sokolovskoe. 
However, given the limited number of wells, these volumes have been classified as 
prospective resources and further drilling would be required to de-risk them.  

The potential upside from the prospective resources is twofold: (1) up-dip oil 
potential in secondary targets that were water bearing in Wells 12 and 13 and (2) the 
possibility that better reservoir parameters will be found elsewhere in the field 
through the development of patch reefs.  

The methodology for calculating low-, best- and high-case prospective resources is 
broadly consistent with the calculation of contingent resources. The best-case volumes 
are derived by applying a log normal distribution between the low and high endpoints. 

Figure 4: Prospective resources 

Up-dip oil potential 1C 2C 3C

STOIIP (mmstb) 14.1 25.8 47.3

Recovery factor (%) 20% 30% 40%

Prospective resources (mmstb) 2.8 7.7 18.9
  

Better reservoir parameters 1C 2C 3C

STOIIP (mmstb) 32.6 72.9 163.1

Recovery factor (%) 20% 30% 40%

Prospective resources (mmstb) 6.5 21.9 65.2

Total prospective resources (mmstb) 9.3 29.6 84.1
 

Source: Matra Petroleum, ERC Energy 



M AT R A P E T R OL E U M  
 

 
11  J AN U AR Y  20 11  7  

 

SHORT-TERM ACTIVITY AND CATALYSTS 

We believe that the testing of Wells 12 and 13 is likely to be the main near-term 
catalyst for the stock. Achieving sustainable production levels of around 600-700 
bopd from the two wells would transform Matra into a sizeable producer in a 
commercially attractive part of Russia (good regional well productivity and ease of 
infrastructure access). Once the wells are in production and subject to licence 
approval, Matra can start selling its oil domestically (c.$40/bbl) and generate 
valuable early cash flows to strengthen its balance sheet. This should also enable 
the company to secure debt funding for development expenditure. 

Well 12: After a number of attempts to isolate water production, which is believed to 
be coming from a lower water-bearing reservoir because of poor cement work, Matra 
has made a decision to drill a short sidetrack just above the reservoir. The planned 
sidetrack will be drilled to the main reservoir (50m away from the original wellbore) 
without penetrating the lower water-bearing zone, giving a clean “take” point from the 
target reservoir. During the original test in 2008, Well 12 produced oil at stabilised 
rates of around 650 bopd after acidisation. Based on external technical studies, 
Matra believes that the target reservoir should be capable of producing at higher 
rates (900-1,000 bopd) 

A rig has now been contracted to drill this sidetrack and initial test results are 
expected in Q1 2011. 

Well 13: A workover programme is underway to isolate water influx, which, similar to 
Well 12, is believed to be coming from a lower water-bearing reservoir. However, 
due to better wellbore conditions, Matra believes that the water influx in Well 13 can 
be isolated without a sidetrack. Matra expects Well 13 to produce at a rate of around 
200 bopd. News flow from this well is expected in mid-Q1 2011. 

Figure 5: Wells 12 and 13 activity plans 

  

Source: Matra Petroleum 
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IMPORTANT DISCLOSURES 

General Disclosures 

Matrix Corporate Capital LLP (“Matrix”) is committed to publishing accurate but non-independent 

research reports. Matrix may provide financial advice to, and undertake corporate finance and other 

transactions on behalf of, companies on which it publishes research. Therefore, research reports 

published by Matrix have not been prepared in accordance with legal requirements designed to 

promote the independence of investment research; nor is Matrix subject to any prohibition on dealing 

ahead of the dissemination of investment research. Accordingly, this research report should be 

treated as a marketing communication. 

This report was first released on 12 January 2011. Unless otherwise noted, the securities prices 

noted in this report were market prices on 10 January 2011. 

We seek to update our research as appropriate, but various regulations may prevent us from doing 

so. Our reports are published at irregular intervals as appropriate in the analyst's judgement. 

Matrix 's price targets are based on several methodologies, which may include, but are not restricted 

to, analyses of market risk, growth rate, revenue stream, discounted cash flow, EBITDA, EPS, cash 

flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, premium (discount)/average 

group EV/EBITDA, premium (discount)/average group P/E, sum of the parts, net asset value (NAV), 

Price/Tangible NAV, dividend returns, and return on equity over the next 12 months. 

This report has been prepared by the individual(s) whose name(s) appear(s) on the front cover. 

Unless it has been otherwise specified, the preparers are employed by Matrix as research analysts. 

Research analysts are paid in part based on the profitability of Matrix, which includes remuneration 

received from investment banking transactions. 

Specific Disclosures 

Company Disclosure 

Matra Petroleum 1,2,3 

 

1. Matrix Corporate Capital LLP acts as broker 

2. Matrix Corporate Capital LLP acts as NOMAD 

3. Matrix Corporate Capital LLP acts as market maker 

Matrix, its partners, employees and any affiliated undertaking may have a position or holding in any 

of the securities mentioned in this report or in a related instrument. 

Ratings and Definitions 

With effect from 21 September 2010, Matrix has changed its ratings system from a relative 

approach to an absolute approach, placing further emphasis on absolute share price 

movements and Total Shareholder Returns (“TSR”). TSR is the percentage change in share 

price from the current price to the projected target price plus projected dividend yield and other 

returns to shareholders such as projected share buybacks. The new rating system is based on a 

current 12 month view of TSR.  

Matrix will utilise five ratings, instead of the three ratings previously used (BUY, HOLD, SELL). The 

new ratings are defined below: 

BUY – All stocks with projected TSR >15% absolute 

ADD – All stocks with projected TSR 5-15% absolute 

HOLD – All stocks with projected TSR -5% to +5% absolute 

REDUCE – All stocks with projected TSR -5% to -15% absolute 

SELL – all stocks with projected TSR <-15% absolute 
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Disclaimer 

This report is issued by Matrix Corporate Capital LLP (“Matrix”) which is authorised and regulated in 

the United Kingdom by the Financial Services Authority (FSA) and is a member of the London Stock 

Exchange. 

This report is not directed to, or intended for distribution to, or use by, any person or entity who is a 

citizen or resident of, or located in any locality, state, country or other jurisdiction where such 

distribution, publication, availability or use would be contrary to law or regulation or which would 

subject Matrix to any registration or licensing requirement within such jurisdiction.  

This report is for the use of the addressees only. Matrix has determined that each such addressee 

will receive this report on the basis that it is an "excluded communication" (as defined in the FSA 

Glossary)(being a financial promotion that would benefit from an exemption in the Financial Services 

and Markets Act 2000 (Financial Promotion) Order 2005 if it were communicated by an unauthorised 

person or on the basis that the addressee is categorised as a "professional client" for the purposes 

of the application of the financial promotion rules in the Conduct of Business Sourcebook of the FSA, 

or directed at, any other persons.  Any such other person who receives this report should not act on 

the contents of this report.  

The information and materials presented in this report have been obtained or derived from sources 

believed by Matrix to be reliable. Such information and materials have not been independently 

verified and Matrix makes no representation or warranty, express or implied, as to their fairness, 

accuracy or completeness. Neither Matrix, nor any of its directors, officers or employees accepts (to 

the fullest extent permitted by law) any responsibility or liability (whether direct, indirect, express or 

implied, contractual, tortious, statutory or otherwise) for any loss, damage or liability arising from the 

use of material presented in this report. 

Any forecasts or target prices shown for companies or securities noted in this report may not be 

achieved due to multiple risk factors including, without limitation, market volatility, sector volatility, 

corporate actions, the unavailability of complete and accurate information or assumptions made by 

Matrix or other sources relied on in the report subsequently transpiring to be inapposite. 

The information and materials presented in this report are provided to you for information purposes 

only and are not intended to be, and should not be, used or considered as an offer, or the solicitation 

of an offer, to sell or buy or subscribe for securities or other financial instruments. This report was 

prepared for general circulation and does not give investment advice or personal recommendations 

specific to individual investors. As such, the companies and securities discussed in this report may 

not be suitable for all investors who must make their own investment decisions based on their 

specific investment objectives and financial situation utilising their own financial advisors as they 

deem necessary and based solely on the information to be contained in any offering document (e.g. 

prospectus, admission or other document) to be published in connection therewith. Readers of this 

document should seek their own independent legal, investment and tax advice as they see fit.  

Matrix will not treat recipients of this report as clients of the firm by virtue of their receiving it. 

Past performance should not be taken as an indication or guarantee of future performance, and no 

representation or warranty, express or implied, is made regarding future performance. Information, 

opinions and estimates contained in this report reflect the preparer's best judgement at the date of 

publication and are subject to change without notice. The price, value of, and income from any of the 

securities or financial instruments mentioned in this report can fall as well as rise. You may not get 

back as much as you invest. Fluctuations in exchange rates could have adverse effects on the value 

or price of, or income derived from, certain investments. 

This document is confidential and none of the material presented in this report, nor its content, nor 

any copy of it, may be altered in any way, transmitted, copied or distributed to, any other party, 

without the express prior written permission of Matrix. By accepting this document you agree to be 

bound by the foregoing instructions and limitations. 
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Investment Funds Sales  

Phil Hopkins +44 20 3206 7330 phil.hopkins@matrixgroup.co.uk 

Jonathan Crabtree +44 20 3206 7332 jonathan.crabtree@matrixgroup.co.uk

Simon Gaunt +44 20 3206 7331 simon.gaunt@matrixgroup.co.uk 

David McFadyen +44 20 3206 7333 david.mcfadyen@matrixgroup.co.uk 
   

Oil & Gas Equity Sales 

Chris Grudniewicz +44 20 3206 7393 chris.grudniewicz@matrixgroup.co.uk 
   

Real Estate Equity Sales  

Carl Gough +44 20 3206 7021 carl.gough@matrixgroup.co.uk 
   

 

TRADING   
 

Head of Equity Sales Trading  

Andy Cuthill +44 20 3206 7334 andy.cuthill@matrixgroup.co.uk 
   

Equity Sales Trading  

Jason Cockburn +44 20 3206 7022 jason.cockburn@matrixgroup.co.uk 

David Crompton +44 20 3206 7335 david.crompton@matrixgroup.co.uk 

Simon Morris +44 20 3206 7338 simon.morris@matrixgroup.co.uk 
   

Head of Equity Trading  

Dick Hine +44 20 3206 7191 dick.hine@matrixgroup.co.uk 
   

Equity Trading   

Paul Bigwood +44 20 3206 7336 paul.bigwood@matrixgroup.co.uk 

Daniel Dempsey +44 20 3206 7341 daniel.dempsey@matrixgroup.co.uk 

Rob Martin +44 20 3206 7192 rob.martin@matrixgroup.co.uk 
   

Investment Funds Trading  

Chris Lloyd +44 20 3206 7176 chris.lloyd@matrixgroup.co.uk 

Paul Nolan +44 20 3206 7177 paul.nolan@matrixgroup.co.uk 
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