
 
 
 
 
 
 

Research Note 

RESEARCH NOTE – PATERSONS SECURITIES LIMITED 1 

All information and advice is confidential and for the private information of the person to whom it is provided and is provided without any responsibility or liability on any account 
whatsoever on the part of this firm or any member or employee thereof. 

ELK PETROLEUM 
 

THREE ASSETS, THREE ISSUES. FUNDING ISSUES APPARENT 

Investment Highlights 

 Asset diversification normally means if one isn’t performing well, the 
others will make up for it, so it is disappointing that all of ELK’s assets 
have experienced issues at the same time. We highlighted in our 
initiation report that small oil and gas companies carrying debt can 
be an issue, and here at Grieve, we see an example of just why this is 
the case. Buy maintained on valuation, but negative sentiment will 
likely weigh on the stock until funding issues are addressed.  

 Grieve production builds but not fast enough to outrun funding 
requirements. Grieve production has doubled in the last two months to 

over 200 bopd. Yes, it is increasing but not quick enough to address near 
term funding requirements of US$18m which includes P&I payments on 
the Grieve loan, operating costs and amortisation payments. The 
outstanding principal amount of the Grieve Field Development Loan is 
approximately US$54m (before amortisation payments scheduled for 
February and April 2019), and the loan matures in August 2019. We see 
little option but to address the funding issue via additional equity.  

 Aneth cold weather impacts production. Oil production at Aneth 

averaged 9,942 bopd (gross) in the December quarter, and has averaged 
9,394 bopd for January to date. Unusually low temperatures are the cause 
of the lower production and it is continuing to affect production. Offsetting 
this negative news (somewhat), the Well Deepenings undertaken in the 
September quarter are delivering positive results, with 381 bopd of gross 
incremental production attributed to the Deepenings Project.  

 Madden Train 3 fire shuts in 2/3 of production. In late December a fire 

occurred at the Madden Train 3 processing plant. Train 3 accounts for 
approx. 115 mmscf/d of the total processing capacity of 150 mmscf/d. 
Operator ConocoPhillips has advised that at least nine months will be 
required to restore Train 3 production and estimates the cost of repairs at 
US$50m (gross). ELK is covered by insurance for the repairs, but not the 
negative sentiment it will bring to ELK’s share price. Our forecasts have 
been adjusted accordingly.  

 Valuation: $0.09/share (prior: $0.14/share). Our ELK valuation is based 

on a discounted cash flow analysis of ELK’s interest in the Madden gas 
field and associated gas plant plus its interest in the Aneth oil field. We 
have reduced the Grieve Project valuation risk weighting to 40% (prior: 
75%) due to the uncertainty around production, and financing. 
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12mth Rating BUY 

Price A$ 0.04 

Target Price A$ 0.09 

12mth Total Return % 129.1 

   
RIC: ELK.AX BBG: ELK AU 

Shares o/s m 1626.5 

Free Float % 88.42 

Market Cap. A$m 61.8 

Net Debt (Cash) A$m 159.7 

Net Debt/Equity % -356.2 

3mth Av. D. T’over A$m 0.029 

52wk High/Low A$ 0.11/0.04 

2yr adj. beta 0.91 

 

Valuation:   

Methodology  DCF 

Value per share A$ 0.09 

 

Analyst: Cam Hardie 

Phone: ( +61) 3 9242 4153 

Email: chardie@psl.com.au 

 

 

12 Month Share Price Performance 

  
Performance % 1mth 3mth 12mth 

Absolute (12.8) 
 

(36.9) 
 

(53.9) 
 Rel. S&P/ASX 300 (19.4) (40.4) 

 
(51.0) 
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Recommendation History 

  

  

Stock recommendations: Investment ratings are a function of Patersons expectation of total return (forecast price appreciation plus dividend 
yield) within the next 12 months. The investment ratings are Buy (expected total return of 10% or more), Hold (-10% to +10% total return) and 
Sell (> 10% negative total return). In addition we have a Speculative Buy rating covering higher risk stocks that may not be of investment grade 
due to low market capitalisation, high debt levels, or significant risks in the business model. Investment ratings are determined at the time of 
initiation of coverage, or a change in target price. At other times the expected total return may fall outside of these ranges because of price 
movements and/or volatility. Such interim deviations from specified ranges will be permitted but will become subject to review by Research 
Management. This Document is not to be passed on to any third party without our prior written consent. 
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1300 582 256

patersons@psl.com.au

www.psl.com.au

Patersons Securities Limited Disclosure of Interest

Patersons Securities Corporate Relationship Disclosure

88E Patersons Securities have acted for 88 Energy Limited (88E) within the past two years and have received fees for these services.

AKM Patersons Securities have acted for Aspire Nmining Limited (AKM) within the past two years and have received fees for these services.

AXL Patersons Securities have acted for Axsesstoday Limited (AXL) within the past two years and have received fees for these services.

BOE Patersons Securities have acted for Boss Resources Limited (BOE) within the past two years and have received fees for these services.

BRB Patersons Securities have acted for Breaker Resources NL (BRB) within the past two years and have received fees for these services.

BSX Patersons Securities have acted for Blackstone Minerals Limited (BSX) within the past two years and have received fees for these services.

BUX Patersons Securities have acted for Buxton Resources Limited (BUX) within the past two years and have received fees for these services.

CSS Patersons Securities have acted for Clean Seas Seafood Limited (CSS) within the past two years and have received fees for these services.

GLL Patersons Securities have acted for Galilee Energy Limited (GLL) within the past two years and have received fees for these services.

IBG Patersons Securities have acted for Ironbark Zinc Limited (IBG) within the past two years and have received fees for these services.

NUS Patersons Securities have acted for Nusantara Resources (NUS) within the past two years and have received fees for these services.

PEX Patersons Securities have acted for Peel Mining Limited (PEX) within the past two years and have received fees for these services.

RCL Patersons Securities have acted for ReadCloud Limited (RCL) within the past two years and have received fees for these services.

STN Patersons Securities have acted for Saturn Metals Limited (STN) within the past two years and have received fees for these services.

SYA Patersons Securities have acted for Sayona Mining Limited (SYA) within the past two years and have received fees for these services.

VMY Patersons Securities have acted for Vimy Resources Limited (VMY) within the past two years and have received fees for these services.

WKT Patersons Securities have acted for Walkabout Resources Ltd (WKT) within the past two years and have received fees for these services.

XTE Patersons Securities have acted for Xtek Limited (XTE) within the past two years and have received fees for these services.

Patersons Securities and its respective officers and associates may have an interest in the securities or derivatives of any entities referred to in this 

material

Patersons Securities does, and seeks to do, business with companies that are the subjects of its research reports.
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