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OIL & GAS   22nd May 2013 

MAGNOLIA PETROLEUM 
  

BUY 

On the road to significant growth  
 

  
2.5p# 

Year-end Dec ($m unless stated) 2012A 2013E 2014E 2015E  Key Data  

Revenue  0.7 2.5 6.3 10.0 
 Price Target 4.6p 

Adj. EBITDA (0.4) 0.7 3.1 5.5 
 Risk Moderate 

Adj EBIT (LBIT) (0.6) (0.2) 1.5 3.2 
 Ticker MAGP.L 

Adj. PBT (LBT) (0.6) (0.2) 1.0 2.9 
 Shares in issue 911m 

Adj. EPS c (0.1) (0.0) 0.1 0.3 
 Mkt cap £22.8m 

NET ASSETS 11.6 13.7 14.6 17.7 
 Enterprise value £21.3m 

          
 12-mth price range 1.3p-5.0p 

EV/EBITDA Adj. (x) n/a 53.9 11.3 6.3 
 Next event On-going drilling 

EV/EBIT Adj. (x) n/a n/a 9.8 4.6 
  updates 

PER (x) na na 37.1 12.7 
   

Net assets/per share (c) 1.7 1.6 1.6 1.9 
 Net cash $2.3m 

SOURCE: Northland Capital Partners Limited estimates                          #Priced at market close, May 21st 2013 

Magnolia Petroleum (“Magnolia”) has been a breath of fresh air since listing 

on AIM in November 2011. On the one hand it has achieved substantial 

growth (20x 2P reserves/20x production) albeit from a small base, on the 

other, it has pursued a remarkably low-risk strategy (c. 98% successful well 

participations). Its success lies in asset selection with management’s expertise 

in this area a key differentiator. This has provided early mover advantage in 

two of the hottest hydrocarbon plays in the US. Magnolia was an early entrant 

to the Bakken, North Dakota establishing its land package at a fraction of the 

current cost of acreage ($1,500/acre versus c. $11k/acre) and recently 

acquired leases in neighbouring Montana (>$570/acre) where it is seeking an 

extension to the Bakken productive zone. Magnolia has also achieved 

success in another emerging play, the Mississippi Lime, Oklahoma, an area 

that is now responsible for the majority of its production. These successes 

have allowed Magnolia to recycle capital and increase the size of its working 

interests in new wells. We expect a step change this year as the company 

exploits new acreage and increases the size of its well participations. 

 PROVEN TRACK RECORD OF VALUE CREATION: Management has extensive 

knowledge established over several decades of successfully leasing and operating 

US oil and gas assets. This includes highly profitable private asset sales returning more 

than three times the invested capital after paying back debt. 

 INCREASING RESERVES AND RUN RATE: As has so far been the case, we expect 

significant growth in this year’s production. Last year’s exit rate was c.123 boepd 

and we look for this to increase to over 200 boepd by year end. The step change will 

be achieved due to the increasing materiality of interests taken, particularly in 

Oklahoma. Given we estimate current production is >150 boepd, this may prove 

conservative even accounting for decline rate. Subsequent years should be 

augmented by Magnolia’s own 100%-operated acreage and, should it prove 

successful, the significant Montana interest. 

 FINANCING & VALUATION: The Company raised £1.5m (c. $2.3m) placing 60m shares 

to help fund ongoing well participations. The 2P valuation case in the recent 

Competent Persons Report (CPR) more than underpins the current valuation, at 

$43m (c. £27m), a 17% premium to EV. The 3P case of $94m (£61m) demonstrates 

the potential if, as in 2012, the company is able to migrate 3P reserves to 2P 

category. There are additional prospective resources that offer significant blue sky 

potential.  Our valuation of £41.8m ($64.8m) or 4.6p/share reflects a conservatively 

risked-NPV valuation for the development of c. 60% of the potential well inventory. 

COMPANY DESCRIPTION 

Magnolia Petroleum is a US focused oil 

and gas exploration and production 

company. Key assets are located in the 

highly productive Bakken/Three Forks 

Sanish hydrocarbon formations in North 

Dakota as well as the substantial and 

proven Mississippi Lime in Oklahoma. 
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INVESTMENT APPRAISAL 

Magnolia Petroleum, “Magnolia”, has achieved a significant amount since listing in 

November 2011. At that time, the company outlined a target of participating in 100 

wells and producing 100 boepd by year-end 2012. Year-end 2012 production of 

122.5 boepd comfortably exceeded that objective based on fewer producing wells. 

New wells online since year-end have added significant production and we expect 

the current run rate to be somewhere in the region of 150 boepd. The December 

2012 CPR update (announced 17th April 2013) showed a c. 20x increase in NPV of 2P 

reserves to $43m and a 5x increase in 3P NPV to $94m as a result of Magnolia’s well 

participations and land buying efforts. As it has recycled capital, the company has 

been able to increase the size of its participations and thus production from 

individual wells, momentum that we expect to continue for several years. Last year 

the company also become an operator in its own right drilling the Roger Swartz-1 

vertical well. With the recycling of production cashflows into its larger well 

participations, we foresee a step change  this year and estimate a 2013 exit rate of 

over 200 boepd based on wells targeted for 2013. 

 KEY ATTRACTIONS 

 REMARKABLY LOW RISK PROFILE: The 98% success rate on well investments 

results from its careful selection of assets/well participations in what have 

proven to be key US hydrocarbon plays.  

 AHEAD OF THE GAME: key expertise in land buying has established early 

mover advantage and an installed base in proven and highly sought after 

US hydrocarbon  basins to facilitate significant growth. Subsequent land 

purchases by significant US operators have generally been made at a 

multiple of Magnolia’s entry price. 

 GROWING MOMENTUM: Last year saw a material uplift in production 

volumes to 122.5 boepd and we expect a step change this year to reflect 

some of the larger participations coming on line. Whilst this will be offset by 

decline rates we would expect the 2013 exit rate to be well in excess of 200 

boepd. 

 POSITIVE OPERATIONAL GEARING: The low overhead base means 

operational gearing can be expected to take effect now that Magnolia 

has surpassed operating breakeven.  

 INSTALLED BASE AND PROSPECTIVITY: The land position means that there is 

substantial room to grow with an inventory of up to 600 possible well 

participations. Magnolia has a robust strategy that is delivering rapid growth 

whilst maintaining a relatively low risk profile. The recently acquired 

Mississippi Lime and Montana positions have increased the materiality of 

interests. 

 



 

  5 

 Magnolia Petroleum 22nd May 2013 > Oil & Gas 

  

A PROVEN STRATEGY 

Starting with small stakes and gradually building its working interests, the company 

has established lease positions in rapidly growing US hydrocarbon areas such as the 

Bakken (North Dakota) and Mississippi Lime (Oklahoma).  Early mover advantage 

has allowed the company to benefit from a low cost entry point into, what have 

subsequently become, fiercely competitive leases as these formations have 

become proven.  

The company elects to participate with minority shares in new wells in return for 

contributing its pro-rata share of drilling costs. It partners with world class operators 

such as Marathon Oil Corporation (NYSE: MRO) and Kodiak Oil & gas (KOG.L) in the 

Bakken and Chesapeake Energy (NYSE: CHK) and Devon Energy (NYSE:DVN) in the 

Mississippi Lime. In this way it has been able to leverage the track record, technical 

expertise, geological data and drilling expertise of its larger partners whilst 

maintaining a low operating overhead itself. 

Though this strategy is relatively straightforward in theory its execution is reliant on 

securing attractive assets in the first instance. This plays to the specific skill set of 

Magnolia’s management and we believe that its expertise in land acquisition is an 

area of significant competitive advantage. 

EARLY MOVER ADVANTAGE 

Magnolia is reaping the benefits of being an early mover in two highly sought-after 

US hydrocarbon areas, the Bakken and the Mississippi Lime. Its entry into these 

territories owes to management’s knowledge and intuition gained from decades of 

involvement in the acquisition and disposal of US mineral rights.  

In particular, management has established a unique competence in asset 

acquisitions as well as in depth knowledge and understanding of the pattern of US 

hydrocarbon development and thus potential for value creation in emerging basins. 

This is demonstrated by a robust track record including past successful enterprises 

that have been exited for a multiple of invested capital. 

Magnolia has acquired small but growing interests in rapidly emerging US 

hydrocarbon plays ahead of the ‘gold rush’ and at a fraction of their subsequent 

cost. For example, we estimate that Magnolia has paid around $430/net acre 

(averaged across the group) compared to a current average cost of around 

$4k/acre for the proven basins based on comparator transactions. 

LOW COST OPERATOR 

Magnolia operates a small team and we expect it to be cashflow positive this year 

prior to capex. We look for a step change this year to reflect positive operational 

gearing and improved profitability going forward. Overhead is likely to increase to 

meet growth demands but we expect sufficient momentum has been gained to 

enhance profitability whilst improved revenues should enable larger well 

participations with little additional central overhead. 

 

 

Robust strategy 

bearing fruit 

Management 

predicted two of the 

biggest US oil trends 

Impact of positive 

operational gearing 
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PORTFOLIO OFFERS SCOPE FOR GROWTH 

The updated CPR (announced April 18th 2013) suggests a 2P value of $43.9m (c. 

£28m) and a 3P value of $94m (c. £61m) based on the portfolio as at 31st December 

2012. On the same basis, the year-end production rate was 122.5 boepd. This is 

based on 2P reserves of 1.37MMbbl and 3P of 2.8MMbbl. There are also gas reserves 

4.5bcf (0.75k MMboe) 2P and 9.2bcf (1.5 MMboe) 3P.  This compares to a 2P value 

at listing (Nov 2011) of $2.1m (£1.35m) and 3P value of $18m (£11.6m) based on a 2P 

of only 69k bbls and a 3P of c. 1MMbbl. 

The CPR update also guides that the existing portfolio has the potential to yield 625 

boepd on the basis of 2P estimates and 1,067 boepd on the basis of 3P estimates by 

2017 that would comprise involvement in 240 new wells from 5,500 net acres. The 

company has 13.5k net acres providing scope for upside. In particular, there are 

contingent resources attributable to 7,866 net acres in the Montana section of the 

Bakken that have been assigned prospective resources of 5.8MMbbls. 

STEP CHANGE 

CHART 1: NORTHLAND PRODUCTION FORECASTS 

 

Source: Northland Capital partners estimates 

It is management’s aim to build a significant US Oil and Gas company. Its activities 

since listing have put the building blocks in place to achieve years of growth, with 

the 13.5k net mineral acres allowing for over 600 drilling locations. 

As stated, the CPR highlighted potential for up to 1k boepd production by 2017 on 

the 3P case without factoring in any potential for the Montana acreage. However, 

to a large extent, the ultimate pace of development relies on external factors such 

as availability of capital and the pace of other operators. Notwithstanding, we look 

for a step change this year on account of larger working interests in wells given 

recent lease acquisitions. In addition, the longer term should benefit from; 

(1) Larger shares in certain Bakken wells, including significant stakes in the 

Montana Bakken extension acreage to the West of the North Dakota main 

zone.  

(2) The increasing drilling currently evident in the Mississippi Lime, Oklahoma, 

where the company has a larger net interest of up to 31% (and a majority in 

its own acreage), though we expect the development of its own operated 

leases to be in 2014/15.  
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We expect the production run rate of 122.5 boepd as at December 31st 2012 to 

continue to increase significantly this year. Our forecasts consider the potential for 

additional well locations and factor in decline rates. We look for a year end run rate 

of over 200 boepd. The key factor to consider is the growth trajectory that continues 

to impress. We believe that this year will mark a step change and bring increased 

opportunities to take larger participations, a virtuous circle. 

A move late last year was demonstrative of management’s ambition to bolster its 

asset position, bring on new wells and establish larger working interests in desired 

assets. In November 2012, the company bought 6,700 net acres in Montana for a 

cash consideration of $4m ($597/acre). In January 2013, Magnolia acquired a 

further 985 net acres at a cost of $546k, representing consideration of $570/net acre 

to raise its total to 7,866 net acres in the Montana fringes of the Bakken. The 

company is seeking an extension of the central Bakken.  

The area is testing the limits of the thermal maturity zone and is higher risk than its 

assets in the central Bakken of North Dakota. However, Magnolia’s acreage is 

surrounded by land leased by US Independent Apache Oil Corporation (NYSE: APA) 

that is in the midst of a five well exploration programme. If Apache is successful in 

establishing production this could upgrade some of Magnolia’s offset acreage from 

resources to reserves. As well as the impact this could have on future drilling 

locations, such a move should also trigger an increase in land value. Bakken 

acreage sells for in excess of $11k/acre, Magnolia has established its Montana 

position at around 5% of that cost.  

BECOMING AN OPERATOR 

Subsequent years should also benefit from the emergence of Magnolia as an 

operator in its own right. Magnolia’s specific skill set is in land acquisition and we do 

not expect the company in its current guise to overhaul entirely what has been a 

successful model to date. We see Magnolia’s move to becoming majority operator 

as more of an evolutionary than revolutionary process. However, last year it became 

an operator successfully completing the drilling of the Roger Swartz-1 (RS1) well on its 

own (100% working interest) acreage in the Noble county Oklahoma. 

Sensibly, Magnolia has begun with an inexpensive (c. $730k) low risk vertical well that 

also holds a quarter section (160 acres) by production. Ultimately, horizontal drilling is 

necessary to optimise production from the Mississippi Lime. As a vertical well, RS1 can 

be expected to be a modest producer (we estimate IPR of around 10 boepd after 

fraccing). Even so, pay-out should be in around 2-2.5 years at the current oil price. 

Management intends to monitor the performance of RS1 ahead of committing 

further sole risk capital.  

However, there should be scope for the company to drill further verticals and/or 

horizontal wells in 2014 as it grows in size and capability. In the meantime, we expect 

the materiality of its non-operated well interests to continue to grow. Percentage 

interests in several Mississippi Lime wells will be significantly higher than in past wells 

with interests up to 31%, though we would not be surprised to see Magnolia farm 

down some to 12.5% to reduce risk in the short term. In the context of average 

Mississippi Lime horizontal IP rates of c. 150 - 350 bopd, this would suggest net 

entitlement barrels of 16 to 32 boepd (after royalty), per well compared with a FY11 

average across the portfolio of 1.3 boepd per well. 

An evolutionary rather 

than revolutionary 

process 
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There is the potential for up to 19 such wells this year, though these are likely to be 

back end weighted. Ultimately, timing is reliant on third party operators and is 

difficult to predict. As such, our forecasts adopt a conservative view that seven such 

wells will be incorporated in FY13 and 8 in FY14. 

PROVEN MANAGEMENT TRACK RECORD  

The track record of US-facing E&P companies operating on AIM is poor. However, 

Magnolia differs in set up from these companies. For instance, it has kept a very low 

overhead, is targeting small stakes in large wells as opposed to large stakes in small 

wells and has thus far exceeded expectations. Taking small interests in larger non-

operated wells seems more efficient because there is scope to gain leverage with a 

larger number of well participations compared to the time and administration 

(G&G/permitting/field surveys/insurance etc) of operating a few minor wells.  

The experience of Magnolia’s two principals Steve Snead and Rita Whittington as 

“Landmen” is a key strength to Magnolia as an investment (see ‘The Land Equation’, 

page 20). This has enabled Magnolia to acquire positions in attractive areas where it 

can be difficult for smaller companies to gain access. Management has extensive 

knowledge of US oil and gas operations in its chosen basins, established over several 

decades of successful participation in US oil and gas opportunities. This includes 

experience in successfully compiling, operating and profitably exiting E&P assets. 

In past enterprises, management has created value by strategically drilling low cost 

wells to establish proven undeveloped locations (PUDs). Once production is 

established it can prove up adjacent sections by offset production. The US has an 

established model of selling on PUD locations at a significant uptick to lease value. 

Magnolia began by establishing small interests as larger players rapidly built up 

majority potions in land assets at a much higher cost.  Management was able to 

acquire a small foothold in proven formations by putting in the extensive work 

necessary to uncover smaller leaseholders generally ignored by the larger operators. 

This has enabled small participations in some highly successful wells with paybacks 

ranging generally from 12 to 36 months. Over time, management has been able to 

recycle capital and apply funds raised through secondary issues into additional, 

more material, interests. The recent leases added in both Montana and the 

Mississippi Lime have brought in working interests of 12.5% up to 31% in addition to its 

own 100% operated interests. Magnolia’s strategy has not been to reinvent the 

wheel but to mirror and in many cases pre-empt successful operators. In some 

instances, Magnolia is able to secure land on the fairway of successful developers 

such as Marathon Oil (Bakken) and Chesapeake Energy (Mississippi Lime). 

WELL DECISIONS  

The company participates in around 80% of the well proposals it receives. This 

percentage may seem high but reflects the carefully chosen acreage positions it 

has taken in attractive and proven US basins and its success in locating extensions to 

proven fairways. For example, the Montana Bakken extension acreage is in an 

undeveloped part of the Bakken to the east of the Williston Basin spanning North 

Dakota and Montana in the US and Saskatchewan and Manitoba in Canada. The 

fact that so many well proposals are received is, in itself, vindication of its land 

selections.  

Management 

experience is key 

c. 80% election rate 

reflects success of 

chosen acreage 
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A key criteria has been to favour oil over gas given the much better economics of 

the former in recent years. This was reflected in a gross margin of 60% for FY12. The US 

has seen some firming of the gas price and longer term fundamentals may begin to 

improve given a dearth of wells drilled in recent years. In addition, the US is 

positioning itself as an exporter of LNG utilising the Freeport, Texas, LNG import 

terminal that is planned to be renovated into an export terminal. That said, for the 

near-term we expect oil to remain the primary focus. Once it has established its land 

position and is in receipt of a well proposal, management prioritises the following 

four criteria (in varying order of importance) in order to decide upon its well 

participations; 

 Knowledge of and the track record of the operator partner 

 Formation being targeted and its understanding of the geology against its in 

house risk parameters, past experience etc. 

 Well type be it vertical or horizontal and the number of fracc stages - that will 

have a bearing on potential cost/payback metrics as well as risk reward   

 Performance of other wells in the area 

The company will consult with its geologists and in house, will deploy standard 

industry tools to analyse these opportunities as well as to establish future areas of 

interest. However, experience is the key factor in applying this data to the decision 

making process and management has established a strong track record of pre-

empting the next major US play. The maps below demonstrate this. On the left hand 

side is the Bakken when Magnolia took up its land position, the map diagram on the 

right shows the significant uptick in activity in the shale in recent times. The same 

comparison for the Mississippi Lime assets would demonstrate a very similar picture. 

BAKKEN 2008    BAKKEN 2012 

 
Source: Company 

SITE VIST 

We visited head office, located in Broken Arrow (Tulsa, Oklahoma) and a number of 

well locations in Noble County including Magnolia’s own-operated Roger Swartz-1 

well. The area offers almost ideal conditions for hydrocarbon development in that it 

is sparsely populated, has flat topography and access to a number of experienced 

operators in a region with a long production history from conventional reservoirs. 

Uptick in activity in 

Noble County, 

Oklahoma 
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Noble County is less developed than Alfalfa County and Woods County to the North 

West that produce large quantities of oil and gas, though Noble County is firmly in 

the oil window. However, we witnessed a number of well locations with either drilling 

underway or recently completed and, activity in the area seems to be robust. An 

increasingly busy court house (where deeds, leases and assignments are logged) is 

anecdotal evidence of a pickup in leasing activity. Further photos of the visit are 

included in the ‘Operations’ section. 

FIGURE 1: ROGER SWATZ-1 WELL PAD  

 

SOURCE: Northland Capital Partners 
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VALUATION 

In terms of well results, Magnolia has proven to be a very low-risk exploration story 

and the current valuation is, not unreasonably, pricing in an element of continued 

progress. In order to arrive at our valuation we looked at a variety of methods, CPR, 

DCF, production metrics and land value. We start with the independent Competent 

Persons Report (CPR) that provides a useful benchmark for valuation. Magnolia is 

trading at a 17% discount to its 2P reserves-based NPV. It is rare for quoted E&P 

companies to receive full CPR value (unless in an industry sale). However, if the 

progression from the FY11 CPR to the FY12 CPR is a reasonable guide, the 2P 

estimate could prove conservative and it may be appropriate to consider the 3P 

value.  

The 3P is attributed an NPV of $94m in the CPR. Realising this value will partly depend 

on progress this year in firming up production performance. This should not only instil 

confidence in developing the 3P but lead to a natural migration from 3P to 2P as 

was the case in FY12. Net prospective resources of 5.9MMbbl are ascribed $15m of 

value in the CPR. This is heavily discounted. Net future cashflows are $170m. Thus 

Montana offers significant ‘blue sky’ potential. 

TABLE 1: CPR - RESERVES 

  Gross Reserves   Net Reserves   

Class/Category 

Oil  & 
Condensate 

(Mbbl)  

Natural 
Gas 

(MMcf)   

Oil & 
Condensate 

(Mbbl) 
Natural Gas 

(MMcf)   

Proved Developed Producing 56,451 206,516   106 391   

Proved Developed Behind Pipe 1,443 9,780   64 195   

Proved Undeveloped    37,412 115,441   1,002 3,072   

Total Proved 95,306 331,737   1,173 3,658   

Total Probable Undeveloped 5,916 29,882   194 855   

Total 2P 101,222 361,619   1,367 4,513   

 Total Possible Undeveloped 19,569 53,848   1,451 4,718   

Total 3P 120,792 415,468   2,818 9,231   

TABLE 2: CPR - CASHFLOWS 

Class/Category 

Net 
Revenue 

($000) 

Future Net 
Opex & Taxes  

($000s)   

Future Net 
Capex 

($000s) 

Future Net 
Cashflow  

($000s) 
NPV 10% 

($000s) 

Proved Developed Producing 11,314 2,326   - 8,988 5,842 

Proved Developed Behind Pipe 6,592 1,604   1,131 3,857 2,642 

Proved Undeveloped    103,265 16,269   18,919 68,077 28,590 

Total Proved 121,171 20,200   20,050 80,921 37,074 

Total Probable Undeveloped 21,515 3,076   3,464 14,976 6,855 

Total 2P 142,686 23,275   23,513 95,897 43,929 

Total Possible Undeveloped 151,572 22,799   26,642 102,131 50,114 

Total 3P 294,258 46,074   50,156 198,029 94,043 

TABLE 3: CPR - PROSPECTIVE RESOURCES 

  Gross resources   Net Resources   Net Cash Flow 

Prospective Resources 

Oil & 
Condens

ate 
(Mbbl) 

Natural 
Gas 

(MMcf)   

Oil & 
Condensa
te (Mbbl) 

Natural 
Gas 

(MMcf) 

Future 
Net 

Revenue 
($000s)    

Future 
Net Opex 

& Taxes 
($000s) 

Futre net 
capital 

($000s) 

Future 
net Cash 

Flow 
($000s) 

NPV 
Disc 
10% 

($000s)  

Montana 206,682  103,341    5,770  2,885  514,551    145,089  208,932  160,531  12,267  

Oklahoma  - Mississippian 5,123  16,906    75  249  7,939    1,132  1,261  5,546  2,368  

Oklahoma - Woodford 2,089  144,102    41  1,483  10,878    1,724  5,863  3,291  369  

Totals 213,894  264,349    5,886  4,617  533,368    147,945  216,056  169,368  15,004  

SOURCES: CPR, Moyes & Co 

Modest discount to 2P 

valuation but 3P shows 

the way 
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NORTHLAND SUM OF THE PARTS VALUATION  

CHART 2: VALUE BRIDGE (p) 

 

Source: Northland Capital Partners estimates 

The value bridge shows the composition of our sum of the parts valuation on a per 

share basis. The Mississippi lime is the key valuation driver adding 3.4p per share 

($47m/£30m), the Bakken adds 1.3p per share ($11.9m £7.7m) though we would 

expect this to increase if the Montana Bakken-extension proves viable (that we 

value at land value of 0.45p per share ($6.3m/£4m). Woodford production 

contributes 0.5p per share ($4.6m/£2.9m) and the existing production 0.2p per share 

($2.9m/$1.8m), we subtract ten years G&A to arrive at a total or £41.8m or 4.6p per 

share ($64.8m/7.1c).  

To arrive at our valuation we have modelled the Bakken, Mississippi Lime and 

Woodford separately. Using various parameters outlined in the Assumptions Table 

(Page 12) we have modelled a single well scenario for each formation. This reflects 

Magnolia’s average percentage interest, average IP and conservative cost profiles 

for capex and opex. 

For our financial forecasts we have modelled wells on a standard well accumulation 

model that has enabled us to look at capex and timing factors. As a sense check 

we referenced our estimates against the wells that are expected on stream this year 

along with anticipated IPRs based on the average multiples achieved by the 

company. To normalise this for valuation purposes, we have returned to our single 

well model and made assumptions as to the percentage of well inventory that will 

be developed. For instance out of a total of 600 locations, our mid case model 

considers 298, just under half of them and our high case 60% of well inventory. 

For our base case we factor in the P2 case currently ascribed by Moyes’ CPR. Given 

2011’s 3P was broadly reflected by this 2012’s 2P, there is good cause to argue that 

the 2P is conservative. The 2012 2P value was more than double the $18m of value 

attributed to the 3P reserves in 2011. Given the vast data available and 

incorporated into the CPR, we believe that the company’s progression can be 

reasonably reflected by an NPV. For modelling purposes we have adopted the 

company’s average well dynamics summarised below to arrive at our valuation. 
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TABLE 4: SUM OF THE PARTS VALUATION SUMMARY 

  Base case (P2 value) Mid case High case 

  $000s $000s $000s 

Existing production   2,856  2,856  

Bakken Shale NPV10   11,876  15,226  
Mississippi Lime 
NPV10 

  47,648  62,309  
Woodford Shale 
NPV10 

  4,620  6,738  

Total production value 43,900  67,000  87,128  

Montana (Land)/Other  6,293  15,004  

less G$A -                  8,458  -8,458  -      8,458  

Total value 35,442.3  64,835.3  93,674.7  

Share in issue (000s) 910,671.0  910,671.0  910,671.0  

Per share (c) 3.9  7.1  10.3  

Per share (p) 2.5  4.6  6.6  

Source: Northland Capital Partners estimates, F/$ = 1.55 

TABLE 5: ASSUMPTIONS 

Variable   Metric  
 Mississippi 

Lime  
 Bakken          

Shale  
 Woodford             

Shale  

 IP   boepd  300.0  800.0  1,400.0  

 Magnolia net IP per well   boepd  22.8  18.00  21.0  

 F&D cost   $/bbl                  20.0                  20.00                  20.0  

 Lease cost per well   $000s                  10.0                 10.00                        10.0  

 Year 1 decline   p.a.                      0.30                      0.65                            0.65  

 Year 2 - 8 constant decline   p.a.                      0.15                      0.20                            0.15  

 Starting Oil/boe price/bbl   $                   80.0                   80.0                         65.0  

 Working interest   %                     11                      4  3  

 NRI   %                      10                      2  2  

 Capex per well   $m                     3.75                    9.50                           8.50  

 Net capex per well   $m                     0.41                    0.33           0.23  
SOURCE: Company/ Northland Capital Partners estimates 

 

LAND VALUES 

Another way to underpin valuation is to consider land values. As one of Magnolia’s 

core strengths has been picking up land at a fraction of its subsequent valuation this 

is an appropriate measure when looking at a base case value. The land values of 

the productive acreage do not offer a direct read across to the value of the 

unproven acreage. However, this does provide a useful indication of the upside 

potential in land value should this unproven acreage be advanced to proven 

undeveloped/developed status. 

  

Peer based land 

values underpin 

valuation 
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TABLE 6: SUMMARY OF LAND VALUES BASED ON RECENT TRANSACTIONS 

Seller Acquirer Details 
Deal 
Date Consideration 

$/Acre 
(k) 

Mississippi Lime Transactions           

Chesapeake Sinopec Sale of 425k net acres Feb-13 $1bn  2.4 

Devon Energy* Sinopec Sale of 198k acres Jan-12 $2.5bn 4.2 

Equal Energy Atlas Resource Partners Sale of 8.5k net acres Sep-12 $40m 4.8 

Sand Ridge Energy Repsol  Farm out of 363k net acres Dec-11 $1bn  2.8 

Mean ML Value         
                

3.5  

North Dakota Bakken           
Undisclosed private oil and gas 
company Kodiak Oil and Gas Sale of 50k net acres Jan-12 $1.1bn 22.0 

Denbury Resources  ExxonMobil Sale of 196k net acres Sep-12 $1.6bn 8.2 

Black Hills Corp/Sundance 
Energy/Unit Corp etc. QEP Resources Sale of 118k net acres Aug-12 $1.4bn 55.2 

Continental Resources Wheatland Oil Sale of 37.9k net acres Jul-12 $340m 9.2 

Adjusted Bakken mean**         11.8 

SOURCE: Company websites/Bloomberg/Reuters/ShaleExpert.com 
   *Sale Package included acreage in 4 emerging basins. However, we believe that the major area of interest was the ML 

and have conservatively assumed one third of the deal value relate to this acreage. **Adjusted mean excludes QEP 

purchase and reflects 10% discount relating to differing stages of development and levels of production.  ***Utilises 

Apache Oil Corporations acquisition cost  

TABLE 7: MAGNOLIA LAND TRANSACTION IMPLIED VALUATION 

Magnolia Area Net Acres (k) 
Transaction implied 

value/Acre   

Magnolia 
value/acre 

($m) 

Mississippi Lime 5.178 3.5   18.2 

North Dakota Bakken 0.421 11.8   5.0 

Montana Bakken*** 7.866 0.8   6.3 

Total $m 13.465 -   29.5 

Total £m       19.0 
SOURCE: Company/ Northland Capital Partners estimates 

 

POTENTIAL LAND VALUE 

Recent transactions suggest an acreage worth of $29.5m (£19m) for the lease 

portfolio in the Mississippi Lime, North Dakota Bakken and Montana Bakken 

extension. Apache is thought to have paid around $800/acre for its leases that 

surround Magnolia’s suggesting a read across value of $6.3m as above. If, as hoped, 

the Montana acreage proves to be an extension of the Bakken productive zone the 

leases should be worth considerably more. For example, If the Montana acreage 

achieved even half of the North Dakota acreage valuation this would add $52m to 

the land valuation outlined above, if it achieved the full Bakken acreage valuation 

that would increase to $86.5m. 

Early entry has enabled Magnolia to acquire acreage at a fraction of its current 

market value. We estimate that Magnolia has paid around $430/net acre on 

average compared to an average worth (based on comparator transactions) of c. 

$4k/acre for the proven basins. In the Bakken, land values can be in excess of 

$11k/acre compared to the $1.5k/acre Magnolia has paid. In the Mississippi 

Lime/Woodford formations the norm looks to be around $3k/acre (around $960k per 

well). Last year, Chesapeake sold 425k net acres of Mississippi Lime assets to Sinopec 

though the US independent had previously carried this land at values of up to 

$8k/acre on its balance sheet.  

Potential value 

accretion if Montana is 

proven up 
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ASSET OVERVIEW 

Magnolia has two key areas of operation. There are assets in the Bakken formation of 

North Dakota and Montana and the Mississippi Lime in Oklahoma. These are expected to 

be the principal areas of expansion. The company also has a number of small interests in 

Texas, Florida and Alabama.  

FIGURE 2: LOCATION OF KEY ASSETS 

 

Source: CPR 

BAKKEN  

North Dakota: 421 net acres in Dunn, McKenzie and Williams counties, totalling 41 sections 

and 13 producing leases.  Northland estimates current production is around 45 boepd. 

Montana: Leases in Daniels, Roosevelt and Valley counties of north-eastern Montana, 

totalling 7,866 net acres in 234 sections. There is no current production. These leases will test 

the easterly extent of the Bakken productive zone an area that has been subject to limited 

exploration. Apache Corporation is in the middle of a drilling campaign exploring the 

region and there should be some information available on its progress later this year and in 

to 2014.  

OKLAHOMA 

Leases in Oklahoma cover approximately 5,178 net acres in 40 counties and interest in 33 

producing leases in the Mississippi Lime and Chat and Woodford Shale formations. 

Northland estimates current production is around 110 boepd. 

 

OTHER 

This includes small working interests and overriding royalty interests in 35 producing non-

operated leases in fields in Texas, Florida and Alabama. These are considered low decline 

and contribute around 4.5 boepd. 
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SWOT ANALYSIS 

STRENGTHS 

 MANAGEMENT: Management has extensive knowledge of the US oil and gas operations in its 

chosen basins, established over several decades of successful participation in US oil and gas lease 

opportunities. Management has both experience in successfully compiling and profitably exiting 

E&P assets as well as developing substantial packages of royalty assets. Since listing on AIM, 

Magnolia has consistently outperformed expectations. 

 INEXPENSIVELY ACQUIRED ASSETS IN HOT US PLAYS: This combined experience has led Magnolia to 

build an asset portfolio ahead of the curve in its proven basins. An activity map shows the stark 

contrast between when Magnolia first entered the Bakken in 2008 and the abundant activity of 

present day, now we are beginning to see a similar expansion in the Mississippi Lime. 

 DIVERSE ASSET BASE: Though Magnolia is broadly focused on the Bakken and Mississippi Lime (the 

Woodford shale may be a future area of significant growth), the spread of wells and activity in 

different reservoir horizons reduces risk to any single well. 

 LOW OPERATING OVERHEAD: The company runs an extremely lean operation with only three full 

time staff and shared low cost office space and infrastructure with Enerlex. The low operating 

overhead means we expect the company to quickly advance into profitability, though at some 

stage increased activity is likely to necessitate additional staff.  

 OIL BIAS: A component of Magnolia’s strategy has been to favour oil assets. Whilst gas prices in the 

US are beginning to recover from historic lows, this policy has greatly benefited the company. The 

company can also work to a low breakeven oil price that affords some protection against oil price 

weakness. 

 

WEAKNESSES 

 LACK OF OPERATOR CONTROL over the majority of acreage could be perceived as a weakness. 

However, operator control is a double-edged sword. On the one hand it brings increased control 

over one’s destiny (scrutiny of cost issues etc.), on the other hand being operator increases 

exposure to risk and additional overheads. We believe that Magnolia addresses the operator issue 

by being selective on whom it partners in its larger stakes and with the smaller stakes risk is fairly 

minimal in overall group terms. The third party nature of the majority of revenues also hampers 

visibility, and timing of revenue receipts, though this can in some instances also allow a positive 

cashflow impact as revenues are sometimes received ahead of cash calls. 

 CASH FLOW CONSTRAINTS: Whilst the company is in a capex intensive phase, cash calls have to be 

carefully managed given limited finances available, partly addressed by the recent fundraising. 

This may constrain some larger well participations in the short term, although this does not preclude 

the company from electing to participate on a smaller scale in attractive well proposals (e.g. 

reducing its net interest from 25% to 12.5%). 

 SMALL INTERESTS: The multitude of small interests provides useful information on the development of 

certain areas as well as offering annuity incomes on attractive payback metrics. The flip side is that 

they also add to the administrative burden and will have a less material impact on the group 

overall.  

 SMALL TEAM: The low cost and efficient operating team is a key strength but may also limit 

Magnolia’s growth potential in certain areas. For instance, should it choose to increasingly 

operate, it may need to add expensive in house reservoir engineering and geological capability.  
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OPPORTUNITIES 

 INCREASED WELL PARTICIPATIONS: The company grew well participations from 64 at the start of 

listing on AIM in November 2011 to 104 at year end 2012 and to 139 currently. We expect the 

company to add at least 36 wells this year but also to increase its average stake. However, we are 

also looking for a step change this year in terms of production. It is possible the company will 

participate in 15 or more Mississippi Lime wells this year with up to a 12.5% working interest, though 

we conservatively forecast seven.  

 INCREASED RESERVES: The increase in reserves is a natural consequence of increased drilling 

activity. From 2011 to 2012, the company increased its reserve by 300% from under 1m 3P to over 

3m bbls. The 2P number increased from only 60k bbls to almost 2mmbbl.  Whilst we are not looking 

for this quantum of improvement, we expect to see further progress in 2013 as additional 

production is proven up and additional PUDs are added through offset acreage (adjacent 

production in the next block). 

 INCREASE STAKES/OPERATE MORE ACREAGE: The company can look to increasingly operate its own 

acreage, though we expect this to follow a period of six to eight months where the performance 

of Roger Swartz 1 well is assessed and a full understanding of the geology and reservoir dynamics is 

established. However, we do expect to see an uptick in the size of participations this year as the 

company successfully recycles funds into new wells.   

 ACQUISITIONS: The company can continue to grow organically through its lease acquisitions and 

via zero cost introductions from partner Enerlex. It is also possible the company could look to secure 

land packages via acquisition (e.g. Montana lease purchases) or through acquiring other small 

operators.  With over 60 years combined experience in the market principals Steve Snead and Rita 

Whittington have an excellent contact base for introductions. 

 

THREATS 

 OIL PRICE: As with all oil and gas explorers and producers, global market pricing will impact 

potential returns and investment decisions. The near term pricing outlook is reasonable and 

underpinned by geopolitical instability and supply concerns with tensions in Syria and the embargo 

of Iranian exports the key flashpoints. However, the longer term outlook is for a dramatic uptick in 

volumes as the hydrocarbon agreement of Iraq is resolved. Iraq has potential to rival Saudi Arabia 

in production and is unlikely to restrict itself to current levels of OPEC quotas.  

 GROWING PAINS: With limited staff, it seems likely that should the company continue its pace of 

growth, the administrative burden will become too large for the existing team. However, adding 

personnel should be relatively straightforward. 

 THIRD-PARTY RISK: There is the risk that third party operators overspend or do not complete 

operations to expected standards which may ultimately hamper well economics and Magnolia’s 

payback period. Careful partner selection generally comprising world class operators mitigates this 

risk.  

 GENERAL OPERATING RISK AKIN TO HYDROCARBON PRODUCTION AND EXPLORATION: Standards of 

safety and operation in the hydrocarbon industry are extremely high and accidents are rare. 

However, operators are dealing with challenging conditions (particularly in the high pressure 

deeper Bakken) and should they occur accidents could pose serious threats to health and safety 

and pose serious environmental hazard. 

 INCREASED COMPETITION: It is a constant battle to be ahead of the curve in securing lease in 

attractive new areas. With The Mississippi Lime, Magnolia has been ahead of the curve. However, 

on our recent site visit we noted the uptick of activity in that particular area meaning this is a time 

limited opportunity.  
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RISKS 

OIL PRICE SHOCKS 

Oil price is probably the single most pertinent risk.  As with all oil and gas explorers and 

producers, global market pricing will impact potential returns and investment decisions. 

The near term pricing outlook is reasonable and underpinned by geopolitical instability 

and supply concerns with tensions in Syria and the embargo of Iranian exports the key 

flashpoints.  This has led the oil price to run higher than justified by underlying demand 

at the start of the year. Having undergone a sharp 23% correction from its ten month 

high in February of c. $119 to $97 in April, Brent price has steadied at c. $104-5/bbl. 

Since the start of the year, we had anticipated price easing. While the price shock was 

caused by weak US and China data, the fiscal hikes and budget are a concern for the 

US, underlying growth in the two economies is reasonable.  

Globally, overall consumption outpaced production growth in the first quarter leading 

to a draw on inventories of 1.3mmbbl/d. Even so, there is probably some geopolitical 

risk premium built into the current price but signs are that geopolitical problems will 

persist. There is also the spectre of the EU’s probe into potential oil price-fixing that may 

impact the sector.  In its April outlook, the US EIA predicts a reasonably steady oil price 

for 2013-2014 with an average price of $108/bbl this year reducing to $101/bbl for 2014. 

However, the longer term outlook is for a dramatic uptick in volumes as the 

hydrocarbon agreement of Iraq is resolved. Iraq has potential to rival Saudi Arabia in 

production and is unlikely to restrict itself to current levels of OPEC quotas.  

As a low cost operator, Magnolia expects breakeven at around $40/bbl a level last 

seen in the oil price crash in 2008. However, a reduction in oil price has a direct impact 

in the profitability and will ultimately affect payback metrics and may slow the pace of 

development of the asset base. We suspect that with an oil price anything above 

$70/bbl operations the pace of development should continue to be robust. However, 

this will probably lengthen repayment cycles by around 6-12 months whilst also 

reducing monthly oil receipts and profitability. 

SAFETY AND ENVIRONMENTAL 

Standards of safety and operation in the hydrocarbon industry are extremely high and 

accidents are rare. However, operators are dealing with challenging conditions 

(particularly in the high pressure deeper Bakken) and accidents should they occur 

could pose serious threats to health and safety and pose serious environmental hazard. 

The Oklahoma assets are located in Tornado Alley and weather can pose a threat to 

operations. Operators are well experienced in mitigating this impact but there is always 

potential for unexpected events to pose a risk to operations. 

THIRD-PARTY RISK/GENERAL OPERATION RISK 

There is the risk that third-party operators overspend or do not complete operations to 

expected standards that may ultimately hamper well economics and prolong 

Magnolia’s payback period. Although a well may successfully produce for a period, 

there is the risk that an adverse event may impact its ability to generate a return on 

capital investment. For example, until it reaches pay back threshold, there is the 

potential that an adverse event such as a mechanical failure or formation damage 

may require work over or result in loss of production entirely.  
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Even where serious problems are not encountered, wells are regularly worked over and 

repaired leading to downtime. This can add increased cost and reduce the amount of 

producing days. There are also some concerns over the level of revenue visibility 

available to Magnolia. First revenues are often not received until 4-6 months following 

IP.  This explains the disconnect between production barrels per day ascribed by the 

Competent Person and current revenue receipts. 

GROWING PAINS 

With limited staff, it seems likely that should Magnolia continue its pace of growth the 

administrative burden will become too large for the existing team. The company 

outsources administrative procedures where possible and practicable. This includes areas 

such as oil sales and it is the responsibility of the operator to distribute income on third-

party operated efforts. However, the key leasing activity, one of Magnolia’s core strengths, 

is a time consuming and laborious manual process. Adding personnel to aid the land 

efforts (in terms of assisting in the administration) should be relatively straightforward. That 

said, should it chose to expand into operating more wells, this may mean Magnolia would 

need to add expensive in house technical competence that would substantially increase 

overhead. We do not expect this to occur in the short term. 

EQUIPMENT SHORTAGES 

Another factor that will impact timing is the availability of the necessary equipment as 

exploration in the region picks up. This problem could become particularly acute during 

times of bad weather as outlined in ‘Safety and Environmental Risks’. This year, the 

company has experienced a backlog of fracs due to lack of rain. The shortage of 

equipment and bottleneck means that 2013 has lost several months production from a 

number of wells. 

COMPETITION 

It is a constant battle to be ahead of the curve in securing leases in attractive new areas. 

With the Mississippi Lime, Magnolia has been ahead of the curve. However, on our recent 

site visit we noted the uptick of activity in that particular area meaning this is a time limited 

opportunity. It may be increasingly difficult to amass such cost effective acreage. 

EXPLORATION 

From a reserves standpoint, Magnolia is predominantly a low-risk operator. However, the 

Montana leases are high risk relative to the remainder of the substantially proven portfolio 

and are ascribed prospective resources status in the CPR. It is known that the Montana 

acreage is testing the very fringes of the Bakken thermally mature zone for hydrocarbon 

generation, hence the concentration of existing production to the east in North Dakota. 

Very little exploration or appraisal work has been conducted on the Montana Bakken and 

the few wells drilled to date have been sub commercial. Until the results of Apache’s 

drilling programme are known, the area remains high risk. As with all exploration and early 

appraisal there is the potential that hydrocarbon generation is insufficient to warrant 

continued investment. There are mitigating factors in that there are other target areas in 

addition to the Bakken (Three Forks Sanish) in the area. However, the Montana  

Bakken/There Forks Sanish play is subject to relatively high risk. Magnolia has invested over 

$4m in the territory - a material investment at this stage of its development. Conversely, as 

we have argued this could prove a very modest cost if the area is proven up. 
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MANAGEMENT TRACK RECORD 

Magnolia’s core expertise relates to its land buying capability. Its two principals, 

Steve Snead CEO and COO Rita Whittington, have long and successful track record 

as land men building and operating royalty portfolios that have been successfully 

exited.  

STEVEN SNEAD 

A vastly experienced Petroleum Landman, Steve Snead has more than 35 years’ 

experience in the US onshore oil and gas industry. This includes owning and running 

oil and gas operating and services companies. Starting work as a royalty buyer 

securing leases for a third party, he established a royalty acquisition business of his 

own. Steve established Enerlex to manage a royalty portfolio that now comprises 

interests in around 5,000 wells.  

He has also sold three large aggregated royalty portfolios at very attractive 

multiples, including, latterly, a package of interests in 600 Bakken wells for $15m. 

Enlerex has a symbiotic relationship with Magnolia. Magnolia leases very low cost 

($2.5k per month) serviced office space from Enerlex and also receives regular 

referrals for participations in drilling. Magnolia is under no obligation to take up these 

proposals and Enerlex vends them into Magnolia for free receiving no promote or 

uplift. 

RITA WHITTINGTON 

As Chief Operating Officer Rita Whittington has extensive experience in the oil and 

gas industry with more than 32 years’ experience as a Landman. She has key skills in 

land acquisition, asset in acquisitions, operations and management of oil and gas 

properties.  

 

In 1999, she joined Primary Natural Resources I and II as a senior member of the asset 

management team. The business was a major success and Rita was jointly 

responsible for generating a 3:1 return on capital over an eight year period.  
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THE LAND EQUATION  

FIGURE 6: THE NOBLE COUNTY COURTHOUSE 

 

SOURCE: Northland Capital Partners  

Management’s expertise in relation to lease acquisition is a vital component to 

Magnolia’s investment case. Uniquely mineral rights were originally passed to the 

landowner as opposed to being separated and held by the state. This has created a 

stakeholder mentality whereby drilling is usually welcomed due to the economic 

benefit that this will bring the mineral owner. Mineral rights and surface rights can be 

separated and sold on or passed down to next of kin either in whole or part.  

Because of this, leases are often fragmented with a number of small holders. There 

are many instances where the original holder has sold the mineral rights and held on 

to the surface rights. A person who owns mineral rights owns these to the centre of 

the earth (though he can apportion and sell interests to different zones). However, 

the key factor that has enabled Magnolia is the sheer diversity of the ownership of 

land rights. 

A good deal of time and skill is necessary to uncover ultimate owners and those 

skilled and certified to carry out this process are known as Landmen and are present 

in all US oil and gas companies. A landman will have to establish ownership from the 

County records located at the County Court House stored in hard copy over 

thousands of pages of records. Records are quite often out of date with land 

registered in the name of long deceased people. In the absence of other 

arrangements, a person’s land naturally is passed on to their dependents in equal 

proportions, and their descendants and so forth. This creates fragmentation of 

interests that is time consuming to unravel and can involve exhaustive research using 

various investigative methods.  

There are many people that have inherited mineral rights from previous generations 

and are unaware of their ownership. A major or independent would normally target 

the easy to locate land packages, large ranches etc, to achieve a majority 

operator position in an acreage but will often not be able or willing to conduct the 

exhaustive work necessary to uncover the underlying owners of smaller tracts of 

land. It is usually efficient for the operators to stop leasing at some stage after they 

have established a sufficient majority to justify operatorship of a tract of land. Of 

course not all land owners can be uncovered and after the court is satisfied that all 

reasonable efforts have made to locate the original land owners it will allow pooling 

of interests.  

Key area of 

competence 



 

  22 

 Magnolia Petroleum 22nd May 2013 > Oil & Gas 

  

Pooling means that the lease holders will receive a rounded up pro-rata share of the 

unresolved leases. Landmen are legally registered and answerable to the courts and 

must prove to the courts that all reasonable efforts have been undertaken to locate 

land holders before a pooling order will be issued. Land holders will generally lease 

their sub surface rights out to the leaseholder for a set period of time which is usually 

3-5 years. This means that there is a reasonably rapid turnover of leases. If, during this 

time, a lease is drilled and produces oil, that lease is held by production (HBP) for as 

long as the well produces. However, the exact delineation of the acreage held by 

production depends on the agreed spacing intervals outlined by the relevant 

regulatory body. 

States generally subdivide acreage into townships containing 36 sections. These 

sections usually comprise 640 acres (1 square mile). In Oklahoma the state body is 

the Oklahoma Corporation Commission (OCC) and in North Dakota it is the North 

Dakota Industrial Commission (NDIC). These bodies will decide the density of field 

operations in the form of a ‘spacing order’ for optimal draining of reserves and this 

will in turn depend upon the type of well targeting a reservoir e.g. horizontal or 

vertical, fracc stages etc. For example, in North Dakota one large lateral well could 

facilitate two sections 640 acre sections, therefore the standard spacing order is 

1,280 acres per formation. Whereas the Mississippi Lime might demand two 

horizontal wells per section, per formation. This is subject to change. For example, in 

North Dakota in addition to further wells targeting the Three Forks Sanish formation 

there is potential for high density drilling with up to 4 wells per formation per 1280 

acre spacing units.  

FIGURES 3 & 4: TYPICAL EXAMPLE OF DELINEATION OF COUNTIES INTO TOWNSHIPS AND 

SECTIONS/ A TOWNSHIPS MAP FOR NOBLE COUNTY, OKLAHOMA. 

 

Source: Company 

When an operator or minority holder (who is also allowed to propose a well) receives 

approval for a well there is six months in which to commence operations. The 

operator must write to all of the lease holders with the proposition allowing them to 

participate by agreeing to contribute their pro-rata proportion of the agreed 

Authorisation For Expenditures (AFE). This has enabled companies such as Magnolia 

to gain footholds and is a well-trodden path to achieving growth. For example, 

Chesapeake Energy, one of the US’ largest shale operators, began in this manner. 

Having established a foothold, Magnolia is now well placed to lease larger interests 

and, now being on the radar, will regularly receive and review offers for leases. It will 

also receive referrals from Enerlex (a company controlled by Steve Snead) that often 

leases to Magnolia at no promote value should Magnolia choose to participate. 
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PRODUCTION EXPECTATIONS 
 

BRACED FOR THE STEP CHANGE 

Linear progression for the company would show significant growth albeit from a 

small base. However, we expect a step change on account of two factors: first, 

larger shares in certain Bakken wells, including significant stakes in the Montana 

Bakken extension acreage to the West of the North Dakota main zone, second; the 

increasing drilling currently evident in the Mississippi Lime, Oklahoma acreage, where 

the company has interests of up to 31% and a majority in its own acreage.    

We expect the company has surpassed operational and corporate cash break 

even despite added plc costs, to augment the larger business. From a capex point 

of view it remains in the build out, capital intensive phase but current investment 

returns look to be within 1.5-3 years. In stepping up volumes, there are two key 

factors. An increasing number of well participations and, more importantly, a step 

up in the percentage interest in wells. This year has already seen some significant 

stakes in both Bakken and Lime wells. 

Linear revenue progression would produce a significant increase. For example, in 

2011 the company produced revenues of $241k FY11 that roughly equates to 7.3 

boepd assuming $90/bbl WTI. In 2012 the company produced revenues of $709k 

which on the same metrics suggests boepd of 21.6 (given the lag between IP and 

ultimate receipt of first revenues). On the same development curve, this would 

suggest bbls of 65 for FY13, 194 for FY14 and 518 FY15. However, at this date we 

believe the company is already at a run rate of around 150 boepd, suggesting the 

2013 average should be much higher than the linear progression would suggest. The 

onset of its own acreage should ultimately mark a step change and this year should 

also see IP rates from larger participations such as the 44 boepd added by the 

recently drilled Kurtis Kerr and Nicky Kerr wells in the Bakken. 

NORTHLAND SUMMARY PRODUCTION FORECASTS 

In order to sense check our estimates for production build up, we looked at wells 

expected on line this year and those already on line. On the following page this 

suggests that boepd will be added this year suggesting an exit rate of well over 200 

boepd. 

Just as it has since listing, we expect current production run rate of 125 bopd to 

increase significantly this year. Our forecasts consider the potential additional well 

locations and factoring in decline rates. The key factor is momentum which we 

expect to continue. The key risk to that progress is the pace of drilling that could slow 

if oil price weakens substantially. 

Average boepd production is problematic and the recognition of values flowing 

through to revenues is subject to two impacts. First we have modelled average well 

online time at 290 days per year (24 days per month) to account for continual work 

over and the repair of wells sites. Second, we have noted the differential in time of 

IPR to the onset of initial cashflow that can lag by up to six months.  

Larger stakes raise 

materiality of this 

year’s well 

participations 

We expect an exit rate 

of over 200 boepd this 

year 
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In our production estimates below, we have factored in 50% of production that 

occurs in any given year into that year with the remainder flowing into the following 

year.   

Two factors should provide confidence that Magnolia can sustain momentum. First, 

the company will be increasingly taking larger stakes in acreage, particularly in the 

Mississippi Lime, including in its own operated acreage. An exciting but more 

speculative area of upside is the possible Montana extension to the Bakken. The 

central Bakken in North Dakota is increasingly expensive to enter (>$11k/acre) so 

Magnolia has inexpensively acquired acreage to the west in Montana in what it 

hopes will prove an extension zone. This section is largely undeveloped and it is not 

known whether it is fully thermally mature for hydrocarbon generation. However, 

successful US independent Apache Corporation (NYSE: APA) has amassed a 

significant land position surrounding Magnolia’s assets. In addition, Magnolia has 

some leases located within what is considered to be the thermally mature window.   

We believe that this year will mark a step change in the company which will bring 

increased opportunities for larger participations. Production of two recent wells on 

line from the Bakken added 44 boepd net IP and 11 other wells reported in Q113 

adding IP of 8 boepd with a further eight wells producing since then. Thus, after the 

onset of Thomason (12.5% NRI/awaiting IP) and Roger Swartz (Operated - 83.75% 

NRI/currently undergoing fraccing, production should be in excess of 150 boepd 

(factoring in some decline). 

The CPR guides that the existing portfolio has the potential to yield 625 boepd on the 

basis of 2P estimates and 1,067 boepd on the basis of 3P estimates by 2017 that 

would comprise involvement in 240 new wells from 5,500 net acres. 

TABLES 8 & 9: SUMMARY CUMULATIVE FORECASTS 

 
SOURCE: Northland Capital Partners Estimates 

Summary cumulative forecast

2012A 2013E 2014E 2015E 2016E 2017ETotal wells Actual 89 116 187 303 457 645

Total bbls 000s 8.9        89                 102              199                 256                 294                 

Price/bbl $ 50         53                 77                 61                    59                    58                    

Revenues $000s 442      4,732         7,885         12,145         15,062         17,161         

Field Opex $000s 27         1,464-         2,502-         3,958-            5,035-            5,786-            

Gross Profits $000s 469      3,268         5,383         8,188            10,027         11,375         

Depreciation $000s 222-      1,144-         1,929-         3,082-            3,956-            4,552-            

Lease costs $000s 17-         16-                 15-                 14-                    13-                    12-                    

Subtotal - Pre central costs 230      2,107         3,439         5,091            6,058            6,810            

Capex 8,099-              4,838-  8,971.0-     10,073.5-  8,582-            7,589-            7,226-            

Summary forecast adjusted for Timing factors

2012 2013E 2014E 2015E 2016E 2017E

Total well participations on line reporting revenues in periodboepd 83         102.50      151.50      245.00         380.00         551.00         

Avg production boepd 24 183.09      292.13      442.55         622.29         753.05         

Total bbls 000s 8.9        48.90         95.56         150.46         227.14         274.86         

Revenues $ 442      2,457.60  6,308.42  10,015.08  13,603.62  16,111.33  

Field Opex $000s 27         718.54-      1,983.14-  3,229.81-     4,496.31-     5,410.52-     

Gross Profits $000s 469      1,868.41  4,325.28  6,785.27     9,107.31     10,700.81  

Depreciation $000s 222-      683.13-      1,536.76-  2,505.73-     3,518.90-     4,253.90-     

Lease costs $000s 17-         16.50-         15.50-         14.50-            13.50-            12.50-            

Subtotal - Pre central costs $000s 1,168.78  2,773.02  4,265.04     5,574.91     6,434.41     

Capex (no weighting) $000s 8,099-  6,279.70-  9,301.75-  9,626.05-     8,284.10-     7,480.10-     
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SENSE CHECK 

As stated, we have cross referenced our modelled forecasts against what we know 

regarding current well activity. We caveat that some of these well results will be 

subject to a time-lag in terms of coming on stream. There will also be a degree of 

variability in results for those that have not yet recorded IPR. For those we have 

ascribed group average rates attributable to the relevant formation. That said, the 

table provides support for our FY13 expectations and in fact leaves them looking 

relatively conservative. This brief analysis shows that Oklahoma production could 

add 66.2 boepd on an IPR basis, which could be considerably higher if more 12.5% 

wells are drilled though those wells are likely to be back-end weighted and benefit 

FY14. 

For the Bakken, IPR of around 105 boepd could be added from current wells.  Of 

course year 1 decline rates are substantial for the Bakken and it is also true that wells 

spudded in the second half of the year may be of little financial benefit to FY13. 

However, if we only include the wells that already occurred this would add 72 

boepd on an IPR basis providing reasonable reassurance that are forecasts are 

underpinned if not conservative as shown: 

TABLE 10: OKLAHOMA (MISSISSIPPI LIME AND WOODFORD SHALE) 

  Thomason Brandt 
Roger 

Swartz Otis 2 
Louis 
Rust Montecristo 

Generic 
Lime 

Total 
Occurring 

Total 
estimating 

Cost -431.3 -157.3 -800.0 -126.4 -70.4 -351.6 -2343.8 -1936.8 -4280.6 

NRI 0.1 0.0 0.8 0.0 0.0 0.1 0.1 1.1 1.2 

IP (boepd) 23.4 11.9 10.0 11.5 4.7 4.7 156.3 66.2 222.5 

First year decline to (boepd) 16.4 8.4 7.0 8.0 3.3 3.3 109.4 46.4   

Days online 200.0 220.0 220.0 220.0 220.0 250.0 60.0 1330.0 1390.0 

bbls 2013 3984.4 2231.8 1870.0 2148.9 877.0 996.1 7968.8 12108.3 20077.0 

Average for year (boepd) 10.9 6.1 5.1 5.9 2.4 2.7 21.8 33.2 55.0 

Status Occurred Occurred Occurred Occurred Occurred Occurred Expected - - 

IPR Actual Actual Estimate Estimate Estimate Estimate Estimate - - 

SOURCE: Company/Northland Capital Partners Estimates 

TABLE 11: NORTH DAKOTA BAKKEN 

  
Curtis 

Kerr 24 
Nicky 

Kerr 24 2 Jake Helgeson 

2 x 
Skunk 
creek Drone 

A 
Generic 
Bakken 

wells 
Total 

Occurring 
Total 

estimating 

Cost -132.3 -132.3 -400.0 -51300 -105.6 -121.6 3.0 -52191.8 -52188.8 

NRI 0.0 0.0147 0.0 0.04 0.0 0.01 0.0 0.1 0.1 

IP (boepd) 22 22 11.712 32 9.44 8 15 105.152 120.152 

First year decline to (boepd) 8.8 8.8 4.6848 12.8 3.776 3.2 6 42.0608 48.0608 

Days online 300 300 250 200 30 30 80 1110 1190 

bbls 2013 4620 4620 1465.83 3204 283.2 240 1200 14433 15633 

Average for year (boepd) 12.66 12.66 4.02 8.78 0.78 0.66 3.29 39.54 42.83 

Status Occurred Occurred Expected Occurred Expected Expected Expected - - 

IPR Actual Actual Estimate Estimate Estimate Estimate Estimate - - 

SOURCE: Company/Northland Capital Partners Estimates 

 

Current wells panned 

or expect this year 

should add over 90 

boepd on IPR 
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KEY OPERATIONS 

MISSISSIPPI LIME 

FIGURE 7: MISSISSIPPI LIME FORMATION IN KANSAS AND OKLAHOMA  

 

 

 

 

 

 

 

 

 

 

Source: Sandridge Energy 

The Oklahoma acreage is relatively diverse comprising over 5k acres in 40 counties 

with 33 producing leases. However, the primary targets are the Mississippi Lime (ML) 

and Woodford formations. Of these, the Mississippi Lime is key as it is expected to 

drive the majority of production growth for the group as a whole until the 

productivity of the Montana Bakken acreage is established. The Mississippi Lime 

describes a Mississippian age carbonate limestone formation. Though not shale the 

formation is tight and has similarly benefited from the widespread onset of horizontal 

drilling. Magnolia’s interest in the ML formation was spiked in 2009 when it 

participated in Chesapeake Energy’s Sundance well that returned Magnolia’s 

capital investment in less than three months through production revenues. At that 

time, most ML production was centred in Alfalfa and Wood Counties. Magnolia 

began building a major position in Noble County to the South East of those counties, 

correctly predicting that activity would migrate towards its assets.  

Whilst we refer to the Mississippi Lime formation under one catchall it actually 

encompasses two key members. The uppermost member is the Mississippi Chat, a 

widespread debris flow deposited via a combination of uplift and erosion of the 

underlying limestone (consisting of weathered chert, limestone and dolomite) and 

immediately underneath is the Mississippi Lime. 

Differing weathering and digenesis (compression/alternation causing sedimentary 

deposits) has led to a heterogeneous reservoir that has been subject to differing 

erosion. Thicknesses vary from a few feet to up to 100 feet. Where weathering and 

digenesis have enhanced properties, reservoir porosity can be as high a 20% but in 

the absence of such characteristics it can be as poor as 4%. Horizontal drilling is a 

suitable means to address this unconformity.  

5k acres in 40 counties 

Noble County 
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The formation is a tight heterogeneous carbonate limestone formation. It is more 

porous than shale and generally requires less frac power and shorter latter intervals 

to be productive. The heterogeneous nature has rendered past exploitation through 

vertical wells difficult and often sub economic. A key advantage to the Mississippi 

Lime is that while it does not enjoy the headline production rates of the Bakken, 150-

300 boepd as opposed to an average of 800 (gross) boepd for Magnolia’s interests 

in the Bakken, the formation is significantly cheaper and less operationally 

challenging.  One caveat is water cut that is generally high given formation water, 

with the economic cut off considered to be around 80% water. Most horizontals units 

also require the drilling of a water reinjection well. 

In comparison to the Bakken, the ML is much shallower at 4,500 to 7,000ft, compared 

to over 11,000ft at the centre of the Bakken (shallower at the fringes). As a lower 

pressure formation there are less engineering challenges such as requirements for 

blow out preventers etc. Thus, drilling the formation requires smaller rigs and fewer 

drilling days. Further savings are found in completions. From a geological 

perspective, the Mississippian play has better porosity than the tighter Bakken shale 

and does not require as much frac power as the shale. Around 12 frac stages are 

found to be optimal for the Lime compared to over 30 in some instances in the 

Bakken. Drilling costs are in the region of $3-3.5m for the Lime compared to over $9m 

for the Bakken. Whilst underlying rates are likely to be much lower, the decline is less 

marked so overall economics compare favourably. The key benefits to the formation 

are presented below together with a simple cross section. 

FIGURE 8: THE GEOLOGY AND KEY BENEFITS OF THE MISSISSIPPI LIME FORMATION 

  

SOURCE: Magnolia Petroleum 

The Oklahoma region benefits from a number of significant independents and some 

majors; Sandridge with 2m acres is the biggest player in the ML with c. 10k boepd 

production. Other notable producers include independents Chesapeake Energy, 

Devon Energy, Range Resources, Highmount and majors Shell, Repsol and SINOPEC. 

Magnolia has partnered with a number of the independents including a recently 

highly successful well with Range Resources. The Peck 1-5H well operated by Range 

Resource produced IPR of 631 bopd 9.2 boepd net to Magnolia. 

 

500,000bopd 
production before 

2020

Low drilling costs

US$2.4 – US$3.5m

Fracture stimulated in 
6-12 stages – less than 

Bakken

Initial production 
reported up to 

750bopd 

(MAGP Brady: 702.5 
boepd)

US$40/bbl average 
break even oil price for 

drilling wells

Shallow depths (4,500-
7,000ft) – av.17-28 

days drilling 

Horizontal wells: short 
lateral lengths 2,500-

5,000ft

Estimated Ultimate 
Recovery up to 500 

MBOE per well
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INCREASING ACTIVITY IN NOBLE COUNTY  

To date Woods, Alfalfa, Garfield and Grant counties have been responsible for the 

majority of ML production. However, there is increasing evidence that the play is 

moving to Noble County with a notable uptick of activity around Magnolia’s core 

asset base. We visited Noble County and saw for ourselves buoyant activity, in many 

sections in which Magnolia is involved directly or that offset its acreage. Given that 

two years ago there was little to no activity this demonstrates that the company was 

correct in identifying the ML as the next big play concept and in anticipating the 

fairway of development. 

ROGER SWARTZ-1 

We also visited Magnolia’s own-operated well the Roger Swartz-1 (RS1) in Noble 

County shown below during drilling (RHS) and on our visit with pump jack installed 

(LHS). The well was drilled to 5,150 feet with casing set at 5,000 feet in December 

2012. Perforations were made into the Mississippi Lime and Mississippi chat and 

production equipment was installed. Fracing was delayed due to adverse weather 

but the well has undergone fracing and an IPR is expected to be released in coming 

weeks. Horizontal drilling is necessary to fully develop the ML and so this vertical well 

is expected to flow modest quantities of oil in the region of 5-15 boepd. However, 

RS1 was an important milestone for Magnolia and a successful first foray into 

operatorship. The well was delivered on budget at $729k and holds a quarter section 

by production. Payback should also be reasonable. If the well produces 12 beopd 

after frac that would suggest payback in around 2.5 years, 10 boepd would suggest 

around 3 years, etc. The company will monitor the well’s performance before 

deciding upon its next move as operator.  

FIGURES 9 & 10: ROGER SWARTZ 1 VERTICAL WELL  

 
Sources: Magnolia Petroleum/Northland Capital Partners 

FIGURES 11&12: A HORIZONTAL WELL DRILLING IN NOBLE COUNTY, THE BETSSY SMITH WELL   

 
Source: Northland Capital Partners 
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THE BAKKEN SHALE 

FIGURE 13: OUTLINE OF THE WILLISTON BASIN CONTAINING THE BAKKEN SHALE 

 

Source: EIA 

Alongside the Eagle Ford and Barnet shale, the Bakken shale is one of the major 

success stories of US E&P over the last five years so needs little introduction. The shale 

is present in the Williston Basin that spans the US and Canada and is present in North 

Dakota, South Dakota, Montana, Saskatchewan and Manitoba.  In May 2013, the US 

geological survey estimated that between 3-4bn barrels were remaining in the 

deposits in the Bakken formation. The EIA stated that Bakken production increased 

by 39% to 715k bopd in Q412.  

The formation has produced around 450mbbls to date. Activity is concentrated in 

North Dakota with over 4k active wells. The most heavily saturated counties are 

McKenzie in North Dakota and the eastern portion of Richland County in Montana 

that are in the thermally mature sweet spot of oil generation. One field operated by 

EOG produces 30k bopd from 60 wells. The North Dakota leases in Dunn, McKenzie 

and Williams Counties are undergoing active development. Magnolia has 

participated in drilling and completion of 24 wells since 2008.  On 1,280 acre 

spacing, this would allow for an additional 34 Bakken and 46 Three Forks Sanish 

locations making a total of 120 wells (60 in the Bakken and 60 in the Three Forks 

Sanish).  

The company has 412 net acres in the Bakken/Three Forks Sanish plays across 11,520 

gross acres. This gives rise to 120 locations with an average working/net revenue 

interest of 1.69% and 1.27% respectively and the largest working interest is 5.4%. There 

are currently 24 producing wells and 4 drilling and 1 awaiting spud. Average IPR is 

800 bopd. Though we expect Mississippi Lime to be the key driver, the central 

Bakken/Three Forks Sanish plays will continue to play a part in Magnolia’s 

development. Indeed two recent wells on stream this year added IPR of 44 boepd 

alone. The company is anticipating that the Helgeson and Gustafson wells will be 

frac’d shortly in which it has a 5.4% working interest in both wells representing its 

largest working interest on any Bakken/Three Forks Sanish well to date. Modelled an 

average IPR of 800 boepd, that could add around 64 boepd (given a 4% NRI in 

each well). Magnolia was an early entrant into North Dakota (establishing its land 

package at a fraction of the cost of current acreage prices (c. $11k/acre) and 

A major success 
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recently expanded its interests into the neighbouring state of Montana where it is 

seeking a Bakken extension. 

One of the reasons behind the significant increase in Magnolia’s reserve was a 

second productive shale formation, the Three Forks Sanish shale. The shale extends 

the same length as the overlying Bakken and, though less developed, seems likely to 

be developed on all of the existing producing Bakken acreage. For the first time in its 

updated report in April, the USGS ascribed a 3.73bn resource to the Three Forks 

Sanish formation.  

GEOLOGY 

The Bakken shale consists of three late Devonian to early Mississippian aged 

members, Lower, Middle and Upper. The shale varies in depth from 8,000-11,000ft in 

the central formation. The lower and upper members extend furthest and are an 

important source rock for the area but the middle member is the main reservoir 

interval. The lower and upper members are organic rich in marine deposits. The shale 

is brittle due to high silica content that aids frac performance (more malleable clay 

is a hindrance). The middle member is the primary reservoir with maximum thickness 

of up to 87ft, compared to 55ft in the lower and 28ft in the upper member. The 

Devonian Three Forks formation underlies the Bakken and reaches a maximum 

thickness of 250ft. 

FIGURE 14: BAKKEN KEY CHARACTERISTIC AND SIMPLE 3 SECTION 

 

Source: CPR 
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MONTANA – SIGNIFICANT BLUE SKY POTENTIAL BUT HIGHER RISK 

FIGURES 15 & 16: OUTLINE OF MONTANA ASSET POSITION         THERMAL MATURITY ZONE OF BAKKEN 

   

Source: CPR 

A move late last year signalled management’s ambition to bolster it asset position, 

bring on new wells and establish larger working interests in desired assets. In 

November 2012, Magnolia purchased 6,700 net mineral acres in Montana for cash 

consideration of $4m ($597/acre) and in January 2013 acquired a further 985 net 

acres for $546k ($570/net) for a total of 7,866 net acres in the Montana fringes of the 

Bakken. The company is seeking an extension of the central Bakken and has 

amassed acreage that is surrounded by the US independent oil and Gas company, 

Apache Corporation. Apache is in the midst of an exploration programme 

comprising five wells in the area. 

From a development point of view, the larger net interest assumed in the leases 

would means that Magnolia could be exposed to 5.9MMbbls, more than double its 

current 2P reserves. These assets are very early stage and subject to risk but success 

in Montana could be transformational for the group. This acreage is higher risk than 

the North Dakota assets and is ascribed prospective resources in the CPR given 

there is no existing production in these areas (nearest production is in Sheridan 

County 12km from Magnolia’s Easternmost Daniels County acreage. The acquisitions 

in Montana once again provides Magnolia’s with early mover advantage. The 

assets are comparatively high risk but could be a key value driver. For example, if as 

is its experience with the Bakken the area is proven up then we would expect a 

significant increase in land value from the current $800/acre paid by Apache for its 

acreage) to converge towards the central Bakke’s c. $11.8k/acre. That would imply 

a value of $86m for Magnolia’s Montana land bank.  

Magnolia’s 7,866 acres span 123 sections in Daniels, Roosevelt and Valley counties in 

Montana. The CPR has ascribed 174 well locations on 1,280 acre spacing with 

potential for 696 infill locations. The report estimates prospective resources of 

5.8MMbo of liquids and 2.9 bfc of gas. 

Well costs are estimated to be around $7-8.5m (around $1.5-2.5m cheaper than the 

Bakken due to shallower formation depths) suggesting around $2m per well net to 

Magnolia, though it may choose to farm down to around 12.5% or just over $1m. It is 

Major acquisitions in 

2012 
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possible that some of Magnolia’s Montana acreage is drilled in Q413 but seems 

more likely to take place in FY14. There is certainly an uptick in activity in the area. In 

June 2012, 228 permits were issued by the Montana Board of Oil and Gas more than 

the total number issued in 2011 with the number of rigs drilling doubling in the last 

three years.  

Whilst the Bakken is known to extend into these areas the main question is whether 

the area is sufficiently thermally mature to generate (cook) sufficient quantities of 

hydrocarbons.  Figure 16 outlines the known thermally mature zone and the CPR 

illustrates some uncertainty as to how far this productive zone extended into Daniels 

County.  

The key near term newsflow that should provide some indication of the potential is 

likely to arrive from Apache Corporation. We understand that Apache’s programme 

is well advanced. Apache is the largest leaseholder on Daniels County with around 

400k net acres and has permits to drill six exploration wells targeting the Bakken and 

Three Forks Sanish formations. It is thought to have drilled five of these locations but it 

may be that information on the results is not available for six to eight months. 

The Apache assets surround Magnolia leases so the results that will offer significant 

read acres on Magnolia’s acreage in Daniels County. If productive, this could lead 

to an upgrade of some of Magnolia’s prospective resources to reserves. Given the 

14x greater land value of the productive North Dakota Bakken, it is clear that 

success will deliver a substantial uplift in value. Of course the reverse could also be 

true leading to value impairment. However, there are other formations that can be 

explored to mitigate some of the downside risk. 

Lack of news from Apache could reflect its efforts to gain the most out of its first 

mover advantage but there is also speculation that the company has not been as 

successful as hoped in its early testing. Its official releases state that it is happy with oil 

shows in logs from the Daniels County acreage. It seems likely to be several months 

before a clearer picture emerges and Magnolia will see the merit of its low cost entry 

into these areas, for now it retains prospective blue sky potential. 
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KEY MANAGEMENT  

 

JOHN CUBITT, NON-EXECUTIVE CHAIRMAN 

 Registered Chartered Geologist with over 30 years’ commercial experience in 

the oil exploration & production industry 

 Expertise of asset evaluation, project management & operations at board-

level  

 Managing Director of Woburn Energy Plc (formerly Black Rock Oil & Gas Plc) & 

a number of private oil industry consultancy and software companies 

 

STEVEN SNEAD, CEO 

 Petroleum Landman with around 35 years’ experience in the US onshore oil 

and gas industry  

 Has extensive experience in oil and gas lease acquisitions, drilling, 

development and operations 

 Successful track record in generating significant returns from the disposal of oil 

and gas assets 

 Owned and operated oil and gas operating and services companies 

 Founded and runs Enerlex Inc. that acquires and manages a significant 

number of royalty interests 

 

RITA WHITTINGTON, COO 

 A Petroleum Landman with around 32 years’ experience in the oil and gas 

industry 

 Key skills in land acquisition, asset in acquisitions, operations and management 

of oil and gas properties 

 Senior member of the asset management team at Primary Natural Resources I 

and II and jointly responsible for the successful development and subsequent 

sales that generated over 3:1 returns on invested capital  

 

OLIVER RIGBY, CHIEF FINANCIAL OFFICER 

 Chartered Accountant with extensive experience as a corporate financier 

advising small and mid-cap companies on IPOs, M&A and secondary 

fundraisings 

 Previously a Director of Corporate Finance at Daniel Stewart & Company from 

2006 to 2012 where he worked with a number of AIM companies, including 

Magnolia. 

 Specialised in Corporate Finance at Deloitte before joining Magnolia in April 

this year. 
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FINANCIAL 

TABLE 12: KEY FINANCIALS & FORECASTS 

Year-end Dec ($m unless stated) 2011A 2012A 2013E 2014E 2015E 

Revenue  0.2 0.7 2.5 6.3 10.0 

Adj. EBITDA (0.1) (0.4) 0.7 3.1 5.5 

Adj EBIT (LBIT) (0.1) (0.6) (0.2) 1.5 3.2 

Adj. PBT (LBT) (0.1) (0.6) (0.2) 1.0 2.9 

Adj. EPS c (0.0) (0.1) (0.0) 0.1 0.3 

NET ASSETS 3.0 11.6 13.7 14.6 17.7 

Source: Company/Northland Capital Partners Limited estimates 

FY12 results showed a good trajectory of growth. The company is still very much in 

the ramp up stage so revenues of $709k were modest but around there times higher 

than the $241k generated in FY11. However due to the natural lag between first 

production and first revenues the underlying run rate was around twice the reported 

figures.  

Gross profits were $469.2k ($95.7k) reflecting a gross margin of 66% compared to 40% 

for FY11. Administration costs remain low at $0.9m excluding exceptional items 

leading to adj. LBITDA of $436k ($77.4k). Adj. LBT pre-fx and exceptional items was 

$583k ($129k). On the same basis, Adj. LPS was 0.08 (0.04c). Reported LBT was $1.1m 

($342k) and reported LPS was 0.16c (0.09c).   

CHARTS 3 & 4: REVENUE AND EBITDA (LBITDA), PBT (LBT) 

 

Source: Company/Northland Capital Partners Limited estimates 

CENTRAL COSTS 

A key attraction to Magnolia is that most of shareholders’ money goes into the 

ground in terms of either drilling or building up the lease position to enable future 

drilling opportunities. The company spent a modest $900k in cash administration 

costs (ignoring FX differences) and only c. $600k of which relates to central head 

office and consultancy charges. This compares to $8m invested in capex and 

predominantly in drilling and lease purchases. Magnolia is a low cost operator. Whilst 

it has in house expertise and consulting on geological issues, it also leverages the 

geological and geophysical work of its operator partners and is able to tightly 

manage its in house overhead. 
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REVENUES AND CASHFLOW 

There is some disparity between production volumes and revenue receipts. The 

disparity is common in US E&P and given the strong financial position of the majority 

of partners are not of concern. However this does mean some timing delays as well 

as some lumpiness in revenues.  

There is often a 4-6 month lag between IP and the receipt of initial payments. This is 

the time it takes for the larger operators to verify title and issue division orders.   

However, after the initial delay the flow of monthly funds is more reliable. 

Last year this presented challenges but the flip side is that the larger operators are 

also slow in issuing Joint interest billings given their relatively low materiality on a 

group wide scale. This means that Magnolia is often in a position where a well has 

completed and is producing awaiting frac before any of its funds are requested. 

Magnolia’s balance sheet is much stronger than a year ago meaning these short 

term cash issues are not as much of a concern, however, this will impact reported 

numbers. 

The company is in growth phase and as such is capital intensive. However, one 

aspect that provides reassurance is the fact the pace of this capex investment is 

entirely at that the behest of management that is adept at getting good credit 

terms and has the option to take part in its stake of a proposed well, farm down or 

elect not to participate and revert to a royalty interest and back in after payout. 

BALANCE SHEET 

Tangible assets of $3.4m at period end related to completed wells. New leases and 

uncompleted wells are categorised as intangible assets and amounted to $6.2m 

compared to $1.1m at FY11 reflecting the growing land bank. The company has no 

debt and ended the period with $2.3m of cash on the balance sheet ($874k). It 

completed an equity placing of £1.5m (c. $2.4m) in May 2013 to fund on-going well 

participations. The company is also currently recycling cash received from its 

monthly revenue payments into new wells. Future growth opportunities or larger 

assets may be achievable via a mixture of equity and debt via reserve based 

lending.   

Revenues lagging run 
rate 

Revenues lagging run 

rate 
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SUMMARY FORECASTS  

PROFITS AND LOSS ACCOUNT 

Year end Dec 
 
($000s unless stated)   2011A 2012A 2013E 2014E 2015E 

              

Revenue    241 709 2,458 6,308 10,015 

Operating expenses/bbl   51 29 (17) (30) (32) 

Operating expenses   (145) (240) (719) (1,983) (3,230) 

              

Gross Profit   96 469 1,739 4,325 6,785 

              

Admin Costs             

Directors’ fees   (8) (340) (470) (494) (518) 

Consulting fees    (24) (292) (336) (420) (431) 

Legal, professional and compliance costs   (91) (127) (131) (138) (145) 

Other costs   (50) (145) (149) (158) (165) 

Depreciation   (51) (146) (875) (1,624) (2,328) 

Depreciation/bbl   (18) (17) 15 22 31 

Exceptional Impairment of mineral leases   (225) (228) (50) (230) (230) 

Difference due to foreign exchange   11 (264) 0 0 0 

Total administrative expenses  (less except/fx)   (224) (1,051) (1,960) (2,834) (3,588) 

Total administrative expenses   (438) (1,543) (2,010) (3,064) (3,818) 

              

Adj. EBITDA   (77) (436) 654 3,115 5,525 

Rptd. EBITDA   (394) (1,220) (1,146) (363) 639 

              

Adj EBIT (LBIT)   (129) (582) (221) 1,491 3,197 

Rpdt EBIT (LBIT)   (342) (1,074) (271) 1,261 2,967 

              

Interest   0 (2) 0 (510) (338) 

              

Adj. PBT (LBT)   (129) (584) (221) 981 2,860 

Rpdt. PBT (LBT)   (342) (1,075) (271) 751 2,630 

              

Exchange differences   (11) 174 0 0 1 

              

              

Adj. EPS c   
(0.0) (0.1) (0.0) 0.1 0.3 

Rprtd LPS c   
(0.1) (0.2) (0.0) 0.1 0.3 

              

ordinary shares  (m)   363 691 883 911 911 

SOURCE: Northland Capital Partners Limited estimates 
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CASHFLOW STATEMENT 

Year end Dec 
 
($000s unless stated)   2011 2012 2013E 2014E 2015E 

              

Cash Flows from Operating Activities             

Loss before tax   (342) (1,075) (271) 751 2,630 

Impairment of mineral leases   225 228 50 230 230 

Depreciation   101 222 875 1,624 2,328 

Foreign exchange   (1) 158 0 0 0 

(Increase)/Decrease in trade and other receivables   20 (137) 0 0 0 

(Decrease)/Increase in trade and other payables   148 (19) 0 0 0 

Net Cash generated (used in)/from Operating Activities    150 (623) 654 2,605 5,188 

              

Capex             

Purchases of intangible assets   (365) (5,691) 0 0 0 

Purchases of property, plant and equipment   (214) (2,407) (6,280) (9,302) (9,626) 

Net Cash generated used in Investing Activities    (579) (8,099) (6,280) (9,302) (9,626) 

Cepx x depreciation   6 36 7 6 4 

              

Cash Flows from Financing Activities             

Proceeds from issue of ordinary shares   1,863 11,128 2,400 0 0 

Issue costs   (654) (995) 2,400 0 0 

Net Cash generated from Financing Activities    1,210 10,134 2,280 0 0 

              

Net Increase (decrease) in Cash and Cash Equivalents    782 1,412 (3,346) (6,696) (4,438) 

Cash and cash equivalents at the beginning of the period   98 874 2,293 22 126 

Financing   0 0 1,075 6,800 4,500 

Exchange gain/(loss) on cash and cash equivalents   (5) 7 0 0 1 

Cash and Cash Equivalents at the End of the Period   874 2,293 22 126 188 

SOURCE: Northland Capital Partners Limited estimates 
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BALANCE SHEET 

Year end Dec 
 
($000s unless stated)   2011 2012 2013E 2014E 2015E 

              

ASSETS             

              

Non–Current Assets             

Property, plant and equipment   862 3,438 8,746 16,243 23,282 

Intangible assets   1,112 6,201 6,201 5,581 5,023 

Total Non-Current Assets   1,974 9,639 14,947 21,824 28,305 

              

Current Assets             

Trade and other receivables   70 209 741 1,901 3,046 

Debtor days   106 108 110 110 111 

Cash and cash equivalents   874 2,293 22 126 188 

Total Current Assets   1,051 2,610 873 2,137 3,344 

              

TOTAL ASSETS   3,024 12,248 15,819 23,960 31,649 

              

Non-Current Liabilities             

Loans   (278) 0 (1,075) (7,875) (12,375) 

Total Non-Current Liabilities   278 0 (1,075) (7,875) (12,375) 

              

Current Liabilities             

Trade and other payables   (332) (601) (1,032) (1,529) (1,582) 

Creditor Days   209 27 60 60 60 

Total Current Liabilities   (332) (601) (1,032) (1,529) (1,582) 

              

TOTAL LIABILITIES   (54) (601) (2,107) (9,404) (13,957) 

              

NET ASSETS   2,971 11,648 13,712 14,556 17,692 

SOURCE: Northland Capital Partners Limited estimates 
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1. Northland Capital Partners Limited (“Northland”) acts as Nominated Advisor and/or broker to the company. 

2. Northland and/or its affiliates companies do beneficially own 1% or more of any class of the issuer’s equity securities, as of the 

end of the month immediately preceding the date of issuance of the research report or the end of the second most recent 

month if the issue date is less than 10 calendar days after the end of the most recent month.  

3. The authoring analyst or any associate of the authoring analyst does maintain a long or short position in any of the issuer’s 

securities directly or through derivatives, including options or futures positions. 

4. Northland, its affiliated companies, partners, officers, directors or any authoring analyst of Northland has provided services to 

the issuer for remuneration during the preceding 12 months other than investment advisory or trading services. 

5. Northland or any of its affiliated companies has performed investment banking services for the issuer during the 12 months 

preceding the date of issuance of the report.   

6. A partner, director, officer, employee or agent of Northland or any of its affiliated companies is an officer, director, employee 

or advisor of the issuer.  Disclosures are applicable for all companies 

7. The authoring analyst, or any associate of the authoring analyst, has viewed the material operations of the issuer.   

8. The authoring analyst, or any associate of the authoring analyst, received reimbursement for travel expenses. 

9. Northland makes a market in the securities of this company. 

DISCLAIMER    

This document is provided solely to enable clients to make their own investment decisions. It may therefore not be suitable for all 

recipients and does not constitute a personal recommendation to invest. It does not constitute an offer or solicitation to buy or sell 

securities or instruments of any kind. If you have any doubts about the suitability of this service, you should seek advice from your 

investment adviser. This document is produced in accordance with UK laws and regulations. It is not intended for any person whose 

nationality or residential circumstances may render its receipt unlawful. 

The past is not necessarily a guide to future performance. The value of shares and the income arising from them can fall as well as 

rise and investors may get back less than they originally invested. The information contained in this document has been obtained 

from sources which Northland Capital Partners Limited believes to be reliable. The Company does not warrant that such information 

is accurate or complete. All estimates and prospective figures quoted in this report are forecasts and not guaranteed. Opinions 

included in this report reflect the Company’s judgement at the date of publication and are subject to change without notice. If the 

investment(s) mentioned in this report are denominated in a currency different from the currency of the country in which the 

recipient is a resident, the recipient should be aware that fluctuations in exchange rates may have an adverse effect on the value 

of the investment(s). The listing requirements for securities listed on AIM or PLUS markets are less demanding, also trading in them 

may be less liquid than main markets. 

Northland Capital Partners Limited and/or its officers, associated entities or clients may have a position, or other material interest, in 

any securities mentioned in this report. Northland Capital Partners Limited does not provide recommendations on securities of firms 

with which it has a corporate relationship. More information about our management of Conflicts of Interest, Investment Research 

Methodology & Definition of Recommendations can be found at www.northlandcp.co.uk  

Northland Capital Partners Limited is authorised and regulated by the Financial Conduct Authority and a Member of the London 

Stock Exchange. 

Published by/copyright: Northland Capital Partners Limited, 2013. All rights reserved 

 

DISCLOSURES    
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CONTACTS 

 

    

RESEARCH    

Technology, Media & Telecoms David Johnson             +44 (0)20 7796 8840 djohnson@northlandcp.co.uk 

Support Services David Johnson             +44 (0)20 7796 8840 djohnson@northlandcp.co.uk 

Oil & Gas Andrew McGeary        +44 (0)20 7796 8843 amcgeary@northlandcp.co.uk 

Mining Andrew McGeary        +44 (0)20 7796 8843 amcgeary@northlandcp.co.uk 

Mining Ryan Long        +44 (0)20 7796 8847 rlong@northlandcp.co.uk 

    

SALES & BROKING    

 John Howes                 +44 (0)20 7796 8870 jhowes@northlandcp.co.uk 

 Alice Lane                    +44 (0)20 7796 8852 alane@northlandcp.co.uk 

 Mark Simpson +44 (0)20 7796 8854 msimpson@northlandcp.co.uk 

    

TRADING & MARKET MAKING    

 Zeg Choudhry             +44 (0)20 7796 8863 zchoudhry@northlandcp.co.uk 

 Ian Jones +44 (0)20 7796 8868 ijones@northlandcp.co.uk 

    

CORPORATE FINANCE    

 Luke Cairns +44 (0)20  7796 8820 lcairns@northlandcp.co.uk 

 Louis Castro +44 (0)20  7796 8821 lcastro@northlandcp.co.uk 

 Gavin Burnell  +44 (0)20  7796 8826 gburnell@northlandcp.co.uk 

 Edward Hutton        +44 (0)20  7796 8828 ehutton@northlandcp.co.uk 

 Matthew Johnson +44 (0)20  7796 8829 mjohnson@northlandcp.co.uk 

 Lauren Kettle +44 (0)20  7796 8830 lkettle@northlandcp.co.uk 

 William Vandyk            +44 (0)20  7796 8822 wvandyk@northlandcp.co.uk 

 

Northland Capital Partners Ltd research is available on Bloomberg, Capital IQ, FactSet, & ThomsonReuters on-line platforms.  

Please contact a Northland Capital Partners Ltd sales representative for entitlement through these channels 

 


