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DISCLAIMER

This presentation contains “forward-looking statements”. Such forward-looking statements include, without limitation: estimates of future

earnings, the sensitivity of earnings to oil & gas prices and foreign exchange rate movements; estimates of future oil & gas production and

sales; estimates of future cash flows, the sensitivity of cash flows to oil & gas prices and foreign exchange rate movements; statements

regarding future debt repayments; estimates of future capital expenditures; estimates of reserves and statements regarding future exploration

results and the replacement of reserves; and where the Company expresses or implies an expectation or belief as to future events or results,

such expectation or belief is expressed in good faith and believed to have a reasonable basis. However, forward looking statements are

subject to risks, uncertainties and other factors, which could cause actual results to differ materially from future results expressed, projected

or implied by such forward-looking statements. Such risks include, but are not limited to oil and gas price volatility, currency fluctuations,

increased production costs and variances in reserves or recovery rates from those assumed in the company’s plans, as well as political and

operational risks in the countries and states in which we operate or sell product to, and governmental regulation and judicial outcomes. For a

more detailed discussion of such risks and other factors, see the Company’s Annual Reports, as well as the Company’s other filings. The

Company does not undertake any obligation to release publicly any revisions to any “forward looking statement” to reflect events or

circumstances after the date of this release, or to reflect the occurrence of unanticipated events, except as may be required under applicable

securities laws.
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INTRODUCTION

 Unique opportunity to invest in emerging world-class shale 

gas province in South Africa

• proven gas from 1968 Soekor drilling 

 Renewed interest in Karoo gas potential

• recoverable resource estimate: 390 trillion cubic feet (tcf) 

(EIA, June 2013)

• ranked eighth-largest basin globally

• Challenger ‘first-mover’

 Key drivers of corporate and state interest:

• South African energy crisis 

• South African economy and employment imperatives

• strategic role of shale gas in any potential energy mix 

for South Africa 
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“We will soon be issuing licences for

the exploration of shale gas drilling

through hydraulic fracturing...”

President of South Africa, Jacob Zuma

Presentation of credentials by new Heads 

of Mission accredited to South Africa

(11 August 2015)
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OVERVIEW

 Australian-listed shale gas 

exploration junior (ASX: CEL)

 South African subsidiary: 

Bundu Gas and Oil Exploration (Pty) 

Limited (Bundu)

• 95% Challenger, 5% BEE

(Don Ncube)

 Bundu first company to apply for 

shale gas exploration right

 Application made over ~3,500km2 

(~870,000 acres) centred on 1968 

discovery well*

 Neighbouring applicants: Shell and 

Falcon/Chevron

 Advancing farm-in discussions

October 2015Shale Gas: new energy imperative for South Africa  | 4

Challenger is the only small cap player 

with exposure to this play

*Application amended at the regulator’s request from ~4,200km2 (~1 million acres) to exclude protected areas
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BOARD AND MANAGEMENT 

 200 years’ collective experience 

 Highly experienced technical team

CHALLENGER ENERGY BUNDU

Michael Fry, Chairman

Industry experience: seven years  E&P; 30 years capital markets

Chair Red Fork Energy, Norwest 

USA, Australia

Robert Willes, Director

Industry experience: 27 years

Non-executive director, Buru Energy, BP (24 years), CEO Eureka Energy

UK, Norway, Algeria, Belgium, Australia, Asia, South Africa

Robert Willes, Managing Director

Industry experience: 27 years

Non-executive director, Buru Energy, BP (24 years), CEO Eureka Energy

UK, Norway, Algeria, Belgium, Australia, Asia, South Africa

Don Ncube – Director, BEE partner

Industry experience: 40 years 

Executive Chairman, Badimo Gas; Director, Gold Fields, 

Vula Mining Supplies; Chairman, Chiporo Rail; former Chairman, South 

African Airways, Atomic Energy Corporation, Real Africa Holdings, 

Oceana, Sun International 

South Africa

Bill Bloking, Non-executive Director

Industry experience: 40 years

Exxon, BHPB, MD Eureka Energy, Chair Nido Petroleum

USA, Australia, Asia, Europe, South America

Peter Price, Director

Industry experience: 55 years

Anglovaal, Anglo American, Lonhro, Rand Corp, Babcock, Molopo

South Africa, Zimbabwe, Zambia, UK, Belgium

Paul Bilston, Technical Adviser

Industry experience: 20 years

Former MD Challenger, GM Lucas Energy, AGL Energy Ltd

Australia, Asia, USA, South Africa

John Zetzman – Director

Industry experience: 35 years

Assembled, managed oil and gas projects world-wide. Exploited oil/gas 

opportunities in Europe, South Africa, USA
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BUNDU PERMIT APPLICATION: CRANEMERE

 Late 1960s: three wells drilled; uniform shale sections

 Application area surrounds discovery well (CR 1/68)

• strong gas ‘kick’ and flow to surface, 

extensive core collected

 Thick shales 

• upper, middle Ecca shales 

1 500-1 800m

• Basal Ecca shales 110-150m  

 EIA only considers Basal Eccas

• higher organic content

• gas flow came from upper shales

 EIA study implies ~32tcf GIP, >7tcf risked

recoverable in permit area, Basal Ecca only

• further upside potential?
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WHERE WE ARE NOW  

 Multi-year process

 Exploration right – three years, extendable to nine years

October 2015Shale Gas: new energy imperative for South Africa  | 7

Exploration Stage 1

Encouraging

Marginal

Soekor 

wells and 

seismic

Exploration

right

application

Stage 2

Encouraging

Appraisal 

Marginal

We are here

Approval 

sought for 

commercial 

field 

development

Proto multi

borehole 

pad

Stage 3

Encouraging

Marginal
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EXPLORATION WORK PROGRAMME

PHASE 1

DESKTOP STUDIES AND DATA GATHERING

 Water sampling (results shared with landowners)

 Geological data gathering

 Data from Soekor borehole (eg core, borehole logs)

Six to nine months

PHASE 2

DEVELOP GEOLOGICAL MODEL

 Understanding of rock types/layering of rock types/ structural 

features

 Reprocess seismic data

 Identify locations for Phase 3

Six to nine months

PHASE 3

 Up to three conventional exploration boreholes 

to gather new geological data

Two to three months per 

borehole, plus permitting 

and land access

October 2015Shale Gas: new energy imperative for South Africa  | 8
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SEISMIC

 Soekor seismic lines

• re-processing 

original data using 

modern software 

can yield additional 

information

• if existing data 

insufficient, Bundu

may seek to gather 

new seismic data 

• not anticipated 

at this stage
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ABOUT THE CRANEMERE WELL

 Drilled by Soekor in 1968

• to 15 282ft (4 658m)

• gas flowed to surface from

circa 8 150ft (2 484m) 

for ~24 hours

• core, other samples collected

October 2015Shale Gas: new energy imperative for South Africa  | 10
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RISING ELECTRICITY COSTS IN SOUTH AFRICA

 International Electricity and Natural Gas Report and Price Survey in 2013/2014:

• South Africa ranked 15 out of 18 countries for highest average electricity prices

• had the biggest rise in tariffs with 7.5%, to rate of 8.97 US cents (R0.96)*

 Eskom electricity pricing (MYPD3) regulated by National Energy Regulator 

of South Africa (NERSA)

• Nersa approved Eskom’s plans to recoup losses, due to under-recovery 

during 2010-2013

• wholesale tariffs increased by 12.7% in 2015

• up from previously-sanctioned 8%

 Eskom financial difficulties are well-known:

• over-reliance on diesel

• previous requests for bail-outs from SA government

 Long lead time for other sources of energy (e.g. nuclear)

• will not solve short-term energy problems

• valuable position for gas in energy mix

October 2015Shale Gas: new energy imperative for South Africa  | 11

Source: NUS Consulting Group

* The price survey is based on fixed, 12-month contract prices for the supply of 1,000kW with 450 hours use, expressed in US cents, excluding VAT 

(% changes were calculated in local currency).
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SEPTEMBER 2015: MCKINSEY REPORT –

SOUTH AFRICA’S ‘BIG FIVE’

 Natural gas one of five priorities for SA economic growth

• growth constrained by electricity shortage 

• continued shortfall predicted to 2025-2035, 

in spite of increased capacity

• natural gas plants an alternative to diversify 

power supply

• fast to build

• low capital cost

• low carbon footprint

 With regulatory certainty:

• up to 20GW of gas-powered plants 

possible by 2030

• gas provided through:

• imports

• local shale gas resources 

• or both

October 2015Shale Gas: new energy imperative for South Africa  | 12

Source: McKinsey & Company

BIG FIVE:

 advanced manufacturing

 infrastructure productivity

 natural gas

 service exports

 raw and processed agriculture exports

If government and business 

prioritise this:

 annual increase in GDP growth by 

1.1 percentage points possible

 add R1 trillion ($87 billion to annual GDP 

by 2030

 create 3.4 million new jobs

F
or

 p
er

so
na

l u
se

 o
nl

y



Joemat-Pettersson re-affirms plan to expand role of gas

SA: EMERGING ENERGY INVESTMENT

 In 2014, Bloomberg New Energy Finance:

• global interest in investing in renewable 

energy increased

• South Africa ranked ninth, in top 10 

clean energy investment countries

• fast, important growth in the sector

 At the Energy Budget Vote NCOP, 2015/16:

• significant emphasis placed on the 

development of gas, including shale gas

• past year has seen a rapid evolution 

of energy system

• contracted 5 243MW green energy, 

to be connected to national grid

• SA has an effective IPP programme for 

renewables 

• focus on gas for future energy needs

October 2015Shale Gas: new energy imperative for South Africa  | 13

Diesel addict Eskom needs 

a new drug 
“I have to take this diesel addict off this 

substance, I have to give it another drug –

one that is a little cheaper – and that is gas.”F
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2016

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

2015

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

COUNTDOWN TO LICENCE AWARD
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Jul Aug Sep Oct Nov Dec

2014

Jul Aug Sep Oct Nov Dec

Oct 2014

Government proceeds with 

processing exploration right 

applications

July 2014

Government launches 

“Operation Phakisa” to 

kick-start ocean 

economy

Oct 2014

“Operation Phakisa” 

recommendations 

announced, including 

MPRDA Amendment Bill

Feb 2015

Bundu submits updated 

EMPr, commencing 

approval process
Jun 2015

Bundu submits updated 

work programme

Jun 2015

Publication of Technical 

Regulations 

2008 2009 2010 2011 2012 2013

4Q 2015 – 1Q 2016

Anticipate MPRDA to be 

passed by parliament

Late 2015 − early 2016

Expected award of exploration right

First half of 2016

Commencement of work programme 

following execution of exploration 

right agreement

Jan 2015

MPRDA Amendment 

Bill referred back to 

National Assembly

May 2015

Strategic environmental 

assessment for shale gas 

development announced

Dec 2012

Falcon/Chevron deal 

announced

Oct 2008

CEL application for 

exploration right 

submitted

May 2010

CEL revised (larger) 

application for 

exploration right 

submitted

Aug 2010

Falcon application for 

exploration right 

submitted

2009

Shell technical 

co-operation 

permit granted

Oct 2009

Falcon technical 

co-operation 

permit granted

Dec 2010

Shell application 

for exploration 

right submitted

Sep 2012

Moratorium 

lifted

Oct 2013

Technical regulations 

gazetted

Apr 2011

Moratorium 

introduced
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RISKS AND MITIGATION

October 2015Shale Gas: new energy imperative for South Africa  | 15

KEY RISKS MITIGATION

Geological  Encouraging gas flow from earlier drilling

 Next stage exploration work

 Strong interest from oil majors

Political  Energy crisis in South Africa 

 Emerging policy and licensing regime

 Exploration licence expected imminently

Commercial  Energy deficit 

 Rising domestic energy demand and pricing

Evacuation  Well-head power generation options

 Grid and substations already available

 Pipeline or small-scale LNG to serve industrial offtakersF
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ENERGY INFRASTRUCTURE AND 

POSEIDON SUBSTATION
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FINANCIAL OVERVIEW

Capital structure

Fully paid ordinary shares 352 025 933

Listed options 65 896 502

Unlisted options and rights1 26 000 000

Share price2 A$0.028

Market capitalisation2 A$9.85m

Cash3 A$0.715m

Shareholders 1 127

Top 20 40.3%

Significant shareholders2

LQ Super Pty Ltd 11.72%

W & M Brown 7.32%

Challenger directors 1.27%

1. Includes 7.5 million options with an exercise price of AUD$0.15 and 18.5 million 

Performance Rights.

2. As at close of business 19 October 2015.

3. As at 30 June 2015.

Share price performance (ASX: CEL)

Liquidity (as at close of business on 30 September 2015)

One month $249 248

Six months $2 048 355

One year $3 446 972

October 2015Shale Gas: new energy imperative for South Africa  | 17
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THE OPPORTUNITY

 Previous discovery area in world-

scale shale basin, surrounded by 

supermajors (Shell/Chevron)

 Near-term value catalyst: 

exploration licence award 

expected late 2015/early 2016

 Farm-in discussions continue

 

 

 

Challenger Energy | 28 October 2014 11 

 Funding risk: a farm-out is required to fund the bulk of the proposed E&A programme in 2015-

18. Ahead of a farm-out deal, Challenger may require small equity top-ups from existing 

shareholders to cover general and administrative costs, though this does not appear to be an 

issue given support from existing key shareholders.  

Valuation 

As set out in our Oil & gas research principles, we normally value oil companies with an asset-by-

asset NAV derived from detailed DCF modelling. Such a valuation includes production, 

development and contingent resources (core NAV), while exploration is valued only if there is a plan 

and resources to drill in the next 12-18 months (RENAV). However, for a frontier region explorer like 

Challenger, there is little basis for a reliable NAV valuation as the high risk discounting (in the low 

single digits) that would be applied to very large potential undiscovered resources would render 

results almost meaningless. 

Going up the valuation S-curve 

A more useful approach is to look at top-down metrics such as $/acre for unconventional plays. The 

S-curve below is a stylised illustration of the value uplift in Australian shale acreage valuations as 

the assets are de-risked over time. De-risking is typically a long process that requires substantial 

data acquisition as well as other forms of economic validation, eg third-party farm-outs.  

Exhibit 10: Representative unconventional play/player maturation S-curve 

 
Source: Edison Investment Research 

Farm-outs and acquisitions from other regions with a rich M&A history such as the US and Australia 

provide useful valuation benchmarks for an acreage-rich explorer like Challenger.  

It is fairly clear to us that the US shale experience and US-style multiples are currently not 

applicable to South Africa given the far earlier stage of development and lower infrastructure and 

service sector availability in South Africa. As a point of reference, US farm-out multiples range from 

US$3-5k/acre for appraisal plays (Mississippian Lime, Powder River) to US$15-30k/acre for plays 

in large-scale development (Eagle Ford, Haynesville). We note that US dry gas plays typically 

attract a c 45% discount to oily shales in farm-out deals.  

We argue that the Australian example is more applicable, though evidently far from perfect. For 

reference, Australian shale farm-out multiples range from A$10-50/acre in frontier basins (Canning, 

Southern Georgina, Beetaloo) to A$150-1,000/acre for a more established play such as the Cooper 

basin. Farm-out deals in the Cooper basin announced in the past year (where terms have been 
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Pre-feasibility/Frontier (A$10-20/acre)
● prospective resource delineation focus

● G&G work programme, 2D seismic
● committed proof of concept plan

Appraisal/Success-backed growth (A$1k/acre)
● horizontal well success

● pilot production, testing, 2P focus
● FID to initial development

Established production (A$15-
30k/acre)
● facility development, marketing

● steady state production
● scale focus

Development (A$5-10k/acre)
● production well drilling

● FID to full regional 
development 
● delivery focusEarly-stage appraisal (A$250-

1k/acre)
● vertical well success/failure

● 3D seismic acquisition
● vertical fraccing response

Feasibility/Emerging (A$50-250/acre)
● vertical exploration well drilling

● sampling & testing, 2C delineation
● interpretation, feasibility study

Year 1 2 3 4 5 6+

 High-profile project, strategic fit with government agenda: 

 generates economic growth

 solving the energy crisis

 Opportunity for new investors

 funding to access value uplift as exploration and appraisal milestones are achieved

 potential access to investment opportunities in future associated power and infrastructure projects

Representative unconventional play/player maturation S-curve
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COMMERCIALISATION

 Shale likely to play significant role in future:

• drive to early gas-fired power generation

• potential to spark a “dash for gas” as in UK (gas-fired power generation: 

5% of installed capacity in 1990, 30% by 2002)

 Existing synthetic fuels industry:

• coal and gas to liquids plants at Secunda and Mossel Bay with declining feedstock

• potential domestic and export markets for shale gas 

October 2015Shale Gas: new energy imperative for South Africa  | 20

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Upstream Exploration, appraisal Development, production

Wellhead 

power
Wellhead power generationBuild

Pipelines PipelinesPlanning Build

CCGT power Planning Build CCGT power generation

GTL Planning Build GTL feed

F
or

 p
er

so
na

l u
se

 o
nl

y



BUNDU’S APPLICATION AREA

Insert map of area showing Chris 

Hani Municipality marked in 

orange, Modi had to hide some 

stuff on the map so it’s a new 

version – he may or may not have 

been asked to do this map – its at 

the left and bottom, and the logo 

on the side panel
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GROWING INTERNATIONAL INTEREST

LEGEND
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Robert Willes, Challenger Energy Limited

Mobile: +61 410 479 032

Email: robert.willes@challengerenergy.com.au

Pierre Joubert, Challenger Energy Limited

Mobile: +27 83 578 8054 61 

Email: pierre.joubert@challengerenergy.com.au

James Duncan, Russell and Associates

Mob: +27 79 336 4010

Email: james@rair.co.za

www.challengerenergy.com.au

CONTACTS

September 2015Shale Gas: new energy imperative for South africa  | 23

F
or

 p
er

so
na

l u
se

 o
nl

y


