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Empire Energy Group Limited  Stock Rating  Buy   Price Target $0.04 
ASX: EEG OTCQX: EEGNY 

 
Empire Energy Group Limited (EEG) is an oil and gas production and exploration company.  Low risk, long life production 
ŀǎǎŜǘǎ ƛƴ ǘƘŜ ¦{! ǳƴŘŜǊǇƛƴ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǾŀƭǳŜ ǿƛǘƘ ŜƴƻǊƳƻǳǎ ǳǇǎƛŘŜ ǇƻǘŜƴǘƛŀƭ ŦǊƻƳ ƛǘǎ ǳƴŎƻƴǾŜƴǘƛƻƴŀƭ ƻƛƭ ŀƴŘ Ǝŀǎ ŀǎǎŜǘ 
in the McArthur Basin in the Northern Territory, Australia. 
 
  

  

 
 

Financial & Valuation Metrics 
FY year end 31 Dec  15a 16e 17e 18e 

Revenue US$M 19 16 17 16 
EBITDAX (US Ops) US$M 6 6 6 5 
EBITDA US$M 1 -2 1 -1 
NPAT (reported) US$M -27 -7 25 -6 
NPAT (normalised) US$M -5 -7 -5 -6 
      

Net Production Oil MBbls 140 110 120 110 
Net Production Gas MMcf 1.8 1.6 1.7 1.6 

See Appendix 1 for detailed financials 

 
 

Price Chart 
 

 

 

 

 

 

 

EEG.AX Buy 

Price (as at 4pm AEST, 21 DEC 2016) A$0.009 
Target Price A$0.04 
Up/Downside 344% 
52 Week Range A$0.024-$0.008 
Shares Outstanding  1,111M 
Market Cap  A$10.0 
Market Cap US$7.2M  
EV US$45M 
  

USA Conventional Assets ς The Tortoise ς Slow and Steady 
EEG’s conventional production assets are held within a wholly owned subsidiary, 
Empire Energy USA LLC (EE USA).  These comprise oil fields in Kansas and 
Oklahoma and gas fields in Appalachia (Pennsylvania and New York). Current 
production of around 1,200Boe/d from over 2,200 slow decline, long life wells 
remains cash flow positive.  The growth strategy is to pursue oil weighted 
opportunities with near term cash flow from low risk wells, adding value through 
management expertise.  This unit underpins our valuation of EEG. 
 
McArthur Basin ς The Elephant ς Waiting to Charge 
A new Farm-Out agreement with a private equity group to develop the area is 
considered high.  EEG’s McArthur Basin exploration tenements (100% interest) 
cover 14.6 million acres with an unrisked resource estimate of over 2 billion Boe, 
which is considered conservative. The opportunity for early commercialisation 
exists in the southern portion of the basin due to an existing pipeline over the 
tenement to current gas markets.  The development of the Northern Territory’s 
potentially significant petroleum assets will benefit all stakeholders by producing 
thousands of direct and indirect jobs and generating millions of dollars in 
royalties for both the NT Government and the Traditional Owners.  Although 
exploration activities in the basin are subject to a Northern Territory review of 
fracking, we believe that the economic imperatives in the region together with 
future anticipated gas demand, will result in a positive outcome for the oil and 
gas industry.  
 
USA Unconventional Assets ς The Bear - Hibernating 
EEG has around 160,000 acres of Utica Shale and 290,000 acres Marcellus shale 

in New York State.  The acreage has an 3P Reserve of 91MMbbls oil and a P50 

Prospective Resource of 1,221Bcf gas and 204MMBbls oil.   Although there is 

currently a ban on fracking in NY State, the asset remains of tremendous 

strategic, long-term value to the company.  

Management ς The Squirrel ς Hoarding Nuts 
The company has a strong, stable and experienced management team. The 
board and senior management have largely been in place for over a decade.  
Efficiency programs and well-managed systems have enabled margins to be 
maintained in the USA production units – a creditable performance in face of 
falling energy prices. These administration systems have adequate capacity to 
enable it to take on the production management of around 3 times as many 
wells. Not only will this be an extra source of income, it will also enable EE USA to 
leverage off this knowledge should adjacent assets become available for sale.  
 
The Oil Market ς The Monkey - Shenanigans 
OPEC has recently struck an agreement to rescue oil prices by reducing 
production by 1.2Mbopd, which appears to have bolstered confidence in the oil 
market.  Expected cuts by non-OPEC producers could further enhance belief in oil 
price recovery if discipline can be maintained. 
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Corporate Background 

  Introduction 

  EEG, through Empire Energy USA LLC, engages in the acquisition, development, 
production, exploration, and sale of oil and natural gas in the United States. It 
focuses primarily on onshore, low risk, long-life oil and gas fields and sells its oil 
and gas products primarily to owners of domestic pipelines and refiners located in 
Pennsylvania, New York, and Kansas states.  

The company, through Imperial Oil and Gas Pty Ltd, also holds 100% interest in 
14.6 million acres of prospective shale gas exploration acreage comprising two 
exploration licenses and five license applications located in the Proterozoic 
McArthur Basin, Northern Territory, Australia.  

EEG recently announced an 11 for 5 fully underwritten, renounceable rights 

offer at AUD0.008 to raise approximately AUD6.1M. The offer is open to all eligible 
shareholders registered as at 7.00pm (AEST) on 20 December 2016.  This will result 
in about 764M new shares bringing total issued ordinary shares to 1.1B.  The offer 
will close at 5.00pm (AEDT) on 20 January 2017.  EEG will use the funds for: 

- the repayment of US$1.5 million to either the existing debt facility or to 
be allocated to the acquisition of assets subject to the lenders approval;  

- ·to provide equity for the acquisition of undervalued USA oil assets that 
would be considered bolt-on opportunities for the Company’s existing 
Mid-Con operations;  

- ·to undertake development of existing oil assets held by the Company in 
Kansas and Oklahoma;  

-  for negotiations and work programs undertaken in the Northern 
Territory;  and 

- general working capital purposes.  

Empire Energy Group Limited is headquartered in Sydney, Australia.   

  History 

  EEG was first incorporated in New South Wales (Australia) in May 1981 as Jason 
Mining Limited.  The company underwent various name variations before changing 
its name to Imperial Corporation Limited in June 2006 and finally to Empire Energy 
Group Limited in March 2011.  EEG has 100% ownership of all its subsidiaries. 

  In Feb ’05 Imperial Energy Pty Ltd (at that point a wholly owned subsidiary of 
Imperial Corp Ltd) entered into a JV with American Natural Resources (ANR) with 
the Carroltown Prospect in which Imperial held a 75% working interest.  In Oct ’06 
the first 10 wells were transferred into a new company, Empire Energy USA LLC, in 
which Imperial Energy had 75% interest.  In Dec ’06 EE USA made its first 
acquisition of DK Gas for approximately USD6M.  In July ’07 EEG (operating as 
Imperial Corporation Ltd) assigned its future interest in the Carroltown JV to EE 
USA, consolidating its USA energy assets and identifying EE USA as its vehicle for 
USA oil and gas expansion with a 90% shareholding.  EE USA was consolidated into 
EEG’s accounts for the first time on 31 December 2009.  EEG increased its 
shareholding of EE USA to 100% mainly by financing the purchase of assets. 
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  FIGURE 1: CORPORATE STRUCTURE 

 
 
 
 
 
 
 
 
 
 
 
EEG has 100% ownership of all its 
subsidiaries 

  

 

  Source: Company Reports 

  In Dec ’09 Empire Energy LLC signed a Purchase and Sale Agreement to acquire 
approximately 303,000 gross acres of land in the Appalachian Basin, 1,805 natural 
gas wells producing approximately 5,000 Mcfepd or 1.8 Bcfepa for USD38M. The 
wells acquired are stable, long life gas producers in New York and Pennsylvania 
States. In addition, there are at least 250 proved undeveloped locations and over 
260 other prospective locations. Empire Energy also acquired a fully equipped field 
office and staff at Mayville, NY.  

In Dec ’10 Empire Energy USA completed the acquisition of oil producing assets in 
the Central Uplift Region in Kansas and a 35% working interest (27% NRI) in 17,000 
acres with Bakken potential in North Dakota for USD57M.  The Central Kansas 
Uplift included 19,280 gross acres (100% HBP /  66.4% NRI).  Production of around 
580Bbls were sourced from 268 wells producing >38API oil with significant 
opportunities for both proven and probable locations for working over and drilling.  

In July ’10 a tract of Marcellus Shale acreage, access to associated Rights of Way 
and pipelines where relevant was sold for USD25M which was largely used to repay 
the bridging loan 
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  FIGURE 2: VALUE CREATION HISTORY 

 
 
 
 
 
 
 
 
Stable management team with a 
history of value creation 

 

Source: Company Reports 
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Valuation 

  Summary 

  At this current point in the energy cycle and concerns surrounding the 
company’s unconventional plays, we value EEG at USD32M.  This 
translates to US$0.03 per share or A$0.04 per share at an exchange rate of 
0.75 AUD/USD. 

  FIGURE 3: ASSET VALUATION  

  Asset Value 
(USDM) 

Value 
(USc/share) 

Value 
(AUc/share) 

USA Conventional (NPV) 36 3.2 4.3 

USA Unconventional 0 0.0 0.0 

Australia Unconventional (Farm-
Out) 

47 4.2 5.6 

Net Debt -35 -3.2 -4.2 

Corporate Charges (NPV) -16 -1.4 -1.9 

Valuation 32 2.9 3.8 
 

  Source: EverBlu Estimates 
AUD/USD = 0.75 

  Corporate charges include the NPV of expected corporate costs over the 
next 10 years. 

  USA Conventional Production Assets 

  The valuation of the US based production assets have been done on 
different oil price scenarios and a range of discount rates.  The table below 
reflects the matrix of Net Present Values of estimated future cash flows. 

  FIGURE 4: NPV US CONVENTIONAL PRODUCTION (USDM) 

  Oil Price 
(US$/bbl) 

45 55 65 75 

Gas Price 
(US$/Mcf) 

2.80 3.20 3.80 4.50 

Discount 
Rate  

    

2.5% 41.2 43.0 45.2 47.5 

5.0% 34.5 36.0 37.8 39.7 

7.5% 29.4 30.6 32.1 33.7 

10.0% 25.4 26.4 27.7 29.0 
 

  Source: EverBlu Estimates 

  The oil price and gas price assumptions are based on different scenario spot 
prices and increased over time using the forward strip prices as a guide.  The 
current hedges are then incorporated to produce a received price deck. Oil prices 
are based on NYMEX West Texas Intermediate and gas prices are based on 
NYMEX Henry Hub.  We have also assumed a slow decline in both oil and gas 
annual production over the medium term (around 2%). 
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  As can be seen from the model, the NPV of the production operation is not 
sensitive to either oil / gas prices or discount rates.  This is partly a reflection of 
the low risk nature of the business and the ability of management to control 
costs within tight budgets, maintaining margins. We have highlighted our base 
case valuation case. 

  Australian Unconventional Assets 

  The Farm-Out agreement included cash of USD15M to be paid to EEG and 
USD60M to be directed towards exploration in the McArthur Basin in 
exchange for 80% working interest.  Using this metric (USD75M for 80%) 
would place a valuation of USD94M on the asset. Placing a 50% discount 
on the value due to the uncertainties surrounding the fracking review and 
the farm-out agreement, results in a valuation of USD47M.  

  USA Unconventional Assets 

  The current oil and gas market prices, the NY state ban on fracking and the 
depth of the shale have resulted in placing no value on this asset.  
Although this is regarded as a strategic asset in the company’s portfolio, 
we cannot see the market currently placing any value on it. 
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SWOT Analysis 

  Strengths 

  Long life, slow decline oil & gas production 

Production from 1800 gas & 250 oil wells 

~50% production hedged at attractive prices 

Current production still cash flow positive 

Operating in known and developed regions 

Strong development & exploratory pipeline 

Experienced management & operational team 

Proprietary operational systems 

USD200M credit facility, drawn to US$45M  

  Opportunities 

  Accretive acquisitions in Appalachia & Kansas ie Butler County (KS) and Kay County 
(OK) 

Marcellus & Utica Shales - 230,000/190,000 acres in NY and PA indicating 
significant oil, wet & dry gas development opportunities 

14.6 million acres shale oil & gas exploration play with low historic exploration 
maturity in the McArthur Basin, Australia 

A new Farm-Out Agreement for McArthur Basin will replenish cash and facilitate 
exploration 

  Threats 

  Timing in relation to land owner negotiations and structure in the McArthur Basin, 
Australia 

Northern Territory government review of fracking 

Renegotiation of the credit facility 

  Weaknesses 

  Low oil Price 

Low gas prices 

Low 3P reserves in US production assets 

Fracking prohibition in NY state 

Exploration and acquisition may be under threat due to low cash 
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Empire Energy USA LLC (100% owned) 

  Conventional Oil and Gas 

  Introduction 

  In the USA the company is focussed on conventional, long life, predictable assets. EE 
USA has a strategy of acquiring stable, long life, slow decline oil and gas assets, with 
upside through development drilling.  EE USA has two major producing areas.   

The Appalachian Region (Pennsylvania, West Virginia, Ohio, and New York) mostly 
produces gas.  Hydrocarbon production has existed for over 100 years in this region 
with thousands of wells having been drilled in the Appalachian Basin with success rates 
exceeding 95%.  Natural gas wells typically have a production life in excess of 40 years 
and the close proximity to market can result in price premiums.  

The Mid Continental region (Kansas, Oklahoma) is responsible for the lion’s share of oil 
production. 

 

EEG’s oil and gas acreage is criss-crossed by extensive gathering networks, ensuring 
future development drilling can be undertaken with little restriction due to lack of 
transportation. Empire will seek to implement a drilling program to increase income 
and PDP reserves.  Both the Appalachian and Mid-Continental regions are largely 
situated in energy producer friendly states with operations typically inexpensive with 
low risk drilling targets.  The producing reservoirs are generally very well understood.  

  Reserves and Resources 

  FIGURE 5: CONVENTIONAL PRODUCTION RESERVES 

   Oil (MBbls) Gas (MMcf) Boe (Mbbls) 

    

PDP 1,253 23,422 5,157 

PDNP 0 0 0 

PBP 0 38 6 

PUD 771 98 787 

Total 1P 2,024 23,558 5,950 

Probable 2,774 23,851 6,749 

Total 2P 4,798 47,409 12,699 

Possible 180 3,830 817 
 

  Source: Company Reports 
PDP - Proved Developed Producing  
PDNP - Proved Developed Non-producing  
PBP - Proved Behind Pipe  
PUD - Proved Undeveloped  

  Production Snapshot 

  The following table gives a broad overview of EE USA’s production statistics.  Numbers 
are estimates and have been sourced from both company reports and our estimates.  
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  FIGURE 6: PRODUCTION SNAPSHOT  

   Mid Con (KS, OK) Appalachia (NY, PA) 

Main Product Oil Gas 

HBP (Held By Production) 71% 75% 

WI (Working Interest) 75% 94% 

NRI (Net Revenue Interest) 66% 77% 

Net Acres ~22,500 ~282,000 

Wells Operated ~200 ~1800 

Annual Net Oil Production (MBbls) ~120 ~4 

Annual Net Gas Production (MMcf) ~13 ~1,600 

Lifting Costs incl Taxes US$21/Bbl US$1.55/Mcf 

Avg Sales Price (Spot) US$37/Bbl US$1.70/Mcf 

Avg Sales Piece (Hedged) US$62/Bbl US$3.10/Mcf 

Major Reservoirs Arbuckle, Kansas City, 
Lansing and Shawnee, 

Mississippi Lime 

Medina, Queenston, 
Speechley 

 

  Source: Company Reports and EverBlu Estimates 

 

  Growth Opportunities 

  EE USA still has the rights to buy into a JV in Butler County, Kansas - a county that has 
already produced approximately 625MMboe.  The opportunity consists of 70,500 net 
acres including 29 target fields identified from 3D over an area of just over 19,000 acres 
(outlined in red in figure below).  The new vertical oil wells are expected to have a 
drilling and completion costs (D&C) between USD300,000 (Mississippi Lime) and 
USD375,000 (Hunton / Viola) each depending on the formation.  F&D (finding and 
development) costs are expected to be around USD7.00/bbl.  

FIGURE 7: BUTLER COUNTY – POTENTIAL JV  

 

 

 

 

 

 

 

 

 

  Source: Company Report 
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  A drill ready 50/50 joint venture opportunity also exists in Kay County, Oklahoma.  The 
initial target will be vertical wells in the Mississippian Lime across about 8,000 acres 
with net 2P reserves of 8MMBoe.  The new vertical wells are expected to cost 
approximately USD375,000 and produce 70% liquids by value.   F&D costs are 
expected to be around USD11.50/Boe. 

 

  FIGURE 8: DRILL READY JV 

   

  Source: Company Reports 

  Unconventional Gas Assets 

  EEG has around 160,000 acres of Utica Shale and 290,000 acres Marcellus shale in New 
York State with the majority of the acreage ‘Held by Production’.  The acreage has an 3P 
Reserve of 91MMbbls oil and a prospective P50 Prospective Resource of 1,221Bcf gas 
and 204MMBbls oil.  

  In June 2015 the New York State Department of Environmental Conservation (DEC) 
officially prohibited high-volume hydraulic fracturing (fracking).   It is unlikely that the 
ban will be overturned in the medium term. 

  Marcellus Shale ς A Giant Gas Field 

  The Marcellus Shale is a Middle Devonian-age black, low density, carbonaceous (organic 
rich) shale that occurs beneath much of Ohio, West Virginia, Pennsylvania and New York. 
The Marcellus Shale also underlies small areas of Maryland, Kentucky, Tennessee, and 
Virginia. The shale contains largely untapped natural gas reserves, and its proximity to 
the high-demand markets along the East Coast of the United States makes it an 
attractive target for energy development and export.[ 
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In 2012 the Energy Information Administration revised estimates that the Marcellus 
Shale contained approximately 141Tcf. It is difficult to estimate the amount of gas in a 
rock unit that varies in thickness, composition and character, and is located thousands of 
feet below Earth's surface.  Companies have leased land, drilled wells, built pipelines, 
and made other investments that anticipate a much larger amount of gas in the 
Marcellus Shale.  

By early 2015, the Marcellus Shale was yielding about 14.4 Bcf of natural gas per day. In 
addition, wells in the western part of the play, near the Pennsylvania-Ohio border and 
westward, were yielding valuable natural gas liquids and small amounts of oil.  

  FIGURE 9: MARCELLUS SHALE EXTENT AND THICKNESS 

  

 

  Source: Geology.com 

  Utica Shale ς The Super Giant? 

  Although the Marcellus Shale is the current unconventional shale drilling target in 
Pennsylvania. Another rock unit with enormous potential is a few thousand feet below 
the Marcellus. The Utica Shale is thicker than the Marcellus, more geographically 
extensive and has already shown that it can be of commercial value.  

The Utica Shale is a black, calcareous, organic-rich shale of Middle Ordovician age that 
underlies significant portions of Ohio, Pennsylvania, West Virginia, New York, Quebec 
and other parts of eastern North America (see Figure 1). In the subsurface, the Utica 
Shale is located a few thousand feet below the Marcellus Shale, which has become 
widely known as a source of natural gas  

The Utica Shale has received a lot of attention because of yielding large amounts of 
natural gas, natural gas liquids and crude oil to wells drilled in eastern Ohio and western 
Pennsylvania. The USGS mean estimates of undiscovered, technically recoverable 
unconventional resources indicate that the Utica Shale contains about 38Tcf of natural 
gas, about 940 million barrels of oil, and 208 million barrels of natural gas liquids. 
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  FIGURE 10: UTICA SHALE EXTENT 

   

  Source: Geology.com 
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Imperial Energy Oil and Gas Pty Ltd (100% owned) 

  Introduction 

  EEG owns 100% of Imperial Energy Oil and Gas Pty Ltd registered in Australia.  Its major 
asset is its holding in exploration licences and applications covering a huge acreage in the 
McArthur Basin.  The region is largely unexplored and highly prospective for 
unconventional oil and gas accumulations.  The company is targeting 5 shale formations 
with strong analogies to the Marcellus and Utica shales.   

  Unconventional Oil & Gas 

  In 2010 Imperial Oil & Gas secured 100% interest in 59,000km2 (14.6M acres) of 
prospective shale gas exploration on acreage in the Proterozoic McArthur Basin 
(Exploration Permit Applications (EP(A) 180 – 188).  The McArthur Basin is a petroleum 
frontier basin at low exploration maturity and no prior shale gas activity.  It is an inverted 
Proterozoic basin with thick carbon-rich black shale petroleum source rocks also mined 
for Pb-Zn.  There are direct indications of oil and gas in the basin from previous drilling 
and cores.  Analogue shale gas basins suggest Imperial’s acreage contains of the order of 
24 Tcf of potential recoverable resources. For the permits to be granted and exploration 
work to start agreements must be negotiated with Traditional Land Owners.  This process 
has commenced. 

  FIGURE 11: MCARTHUR BASIN AND EXPLORATION LICENCES / APPLICATIONS 

 
 
 
 
 
 
 
 
 
 
Six EPAΩǎ ƛƴ ǘƘŜ aŎ!ǊǘƘǳǊ .ŀǎƛƴ 
covering 59,000km2 

 

  

  Source: Company Reports 

  The target gas resource is in 1,640 million year old Palaeo-Proterozoic organic-rich black 
shales of the Barney Creek For on and equivalents, proven gas-prone in the South 
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McArthur Basin.  Gas and oil bleeds are common in cores and hence shale oil offers 
secondary potential. 

The Meso-Proterozoic Velkerri Formation also contains carbon-rich black shales & 
siltstones and is present in the southern EP(A)s 187 & 188. This formation is the focus of 
shale gas exploration by others (Santos, Origin Energy, Amoco) in the adjacent Beetaloo 
Basin to the south. 

 
 
 
 
Initial exploration program expected 
to take 5 years 

 Once each permit is granted, the work programmes in all 7 permit areas are essentially 
the same. Years 1 & 2 of the 5 Year initial exploration programme will be concerned with 
demonstrating the quality of any potential gas shales by geological fieldwork, sampling, 
and by acquiring drill core samples. This work will form the basis for a Petroleum System 
Analysis to constrain whether, and in what locations, these shales may be capable of gas 
(or oil) production. The opton to exit can be exercised at the end of any permit year. 

Year 3 will focus on 2D seismic acquisition to define the basin shape and depth as well as 
subsurface targets for vertical test drilling in Year 4. If proven to contain shale-gas then 
Year 5 will include the drilling and evaluation of a deviated or horizontal well involving 
fracking and gas production testing. 

 
 
 
 
Land access and permit grant 
requires approval of Traditional 
Owners 

 Consistent with a frontier basin the regional extent, quality, and thermal maturity of the 
Barney Creek & Velkerri Formation shales have yet to be adequately constrained due 
chiefly to past focus on mineral exploitation from the former. Potential gas-prone sweet 
spots are yet to be delineated and hence Imperial’s strategy of acquiring a very large 
initial acreage position. 

Land access and permit grant in six of the seven permit applications requires approval of 
the Traditional Owners given they are in Aboriginal Freehold Land. This is a risk given the 
licenses may not be granted for some time or at all. If negotiations are successful then 
some permits could be granted and work could commence within 6 months if everything 
falls into place. 

  The Farm-Out Agreement 

 
 
 
 
 
 
 
 
The initial farm-out agreement is for 
expenditure of USD60M over 3 years 
to earn a 80% interest 

 In Dec ’15 EEG announced the finalisation of an agreement for the farm-out and 
development of EEG’s McArthur Basin oil and gas tenements between Imperial and AEGP 
Australia Pty Ltd (an Affiliate of American Energy Partners, LP).  The key terms of the 
agreements include: 

● 100% of Imperial’s petroleum tenements covering 14.6 million net acres of the 
McArthur Basin. 

● Imperial is to receive an upfront cash payment of US$7.5million to offset 
expenditure undertaken to date. 

● AEGP will carry 100% of Imperial’s working interest of expenditure during the 
first phase work program of US$60 million over a 3 year period (Phase One). 

● On completion of Phase One, AEGP will earn an 80% working interest in the 
Tenements and the parties will enter into an industry standard Joint Operating 
Agreement. 

● Imperial will receive a further US$7.5 million in cash payments subject to a series 
of benchmarks being achieved. 

● AEGP will assume operatorship upon closing. Imperial has the option to assume 
operatorship if AEGP does not earn at least a 50% working interest in the 
Tenements over Phase One. 

● Over the Phase One period AEGP will maintain the tenements in good standing 
with an estimated expenditure requirement of up to US$15 million over the first 
2 years. 

● At the end of Phase One, Imperial has the option to either fund its 20% working 
interest in the project or request AEGP to arrange the financing of Imperial’s 
share for the next US$500 million in project funding. 
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   The tragic death of fracking guru, Aubrey McClendon, has resulted in the current 
agreement with Imperial now being held by the McClendon Estate.  It is unlikely that the 
Estate will proceed with the agreement but EEG is currently in negotiations with two 
Private Equity groups with the intention of replacing the agreement.  We believe that 
that a replacement of the current agreement is highly likely within the 2017 calendar 
year. 

  Resource Estimate 

  The table below is an independent resource estimate that is considered to be 
conservative.  The total average thickness of the Velkerri & Barney Creek Shale is 
assumed to be ~150m, but in some sections these occur over 600m thick.  There is also 
no inclusion of possible conventional reservoirs in either underlying or overlying 
formations. 

  FIGURE 12: MCARTHUR BASIN RESOURCE ESTIMATE (UNRISKED) 

  Identified Formation  Geological 
Discount Factor 

(%) 

Area  

(M acres) 

P50 

Barney Creek  Bcf 50 - 90 3,559 8,669 

 MMBbl 50 - 90  174 

Velkerri  Bcf 50 315 1,192 

 MMBbl 50  24 

Wollogorang  Bcf 90 1,384 1,185 

 MMBbl 90  24 

Total MMBoe   2,068 
 

  Source: Company Reports 

  Gas Supply Opportunities 

 
 
 
 
 
 
Major gas demand is expected from 
the expansion of LNG projects in 
Darwin and Gladstone 

 The requirements for new onshore gas supply in the Northern Territory could be 
enormous.  The major demand centre in the medium term would be the additional LNG 
trains expected to be built in the Darwin area. 

Darwin ConocoPhillips, the operator of Darwin LNG is presently searching for new gas 
supply to backfill its existing train whose contracts run out in 2023, when gas from the 
offshore Bayu-Undan field that feeds it starts to run out.  Approval has also been granted 
for the construction of an additional 2 trains that would require an entirely new gas 
supply. 

The Ichthys LNG Project, operated by Total, is currently completing the construction of its 
2 LNG trains.  There is currently room for 2 more trains on site with an option for the 
purchase of adjacent land allowing further expansion by another 2 trains which would 
also require fresh gas feed. 

East Coast gas demand also looms large in the equation.  The developments of 3 LNG 
facilities in Gladstone are nearing completion with total expected production of about 
25Mtpa.  These LNG requirements are expected to boost east coast gas demand by over 
4Bcf/d,  likely resulting in a significant shortfall.  The NE Gas Interconnector, which would 
connect the Darwin pipeline with the eastern states, is a critical piece of infrastructure 
that still needs to be built but has been granted Major Project status by the federal 
government. 

There also remains the opportunity to supply surrounding mines with energy.  

  Fracking Review 
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Fracking review expected to be 
positive 

 One of the election promises of the new Northern Territory government was to initiate a 
fracking review in the state.  This will affect EEG’s tenements in the McArthur Basin.  Due 
to the expected shortfall of gas supply in the area as detailed above, together with a high 
state unemployment rate, we believe that fracking will be ratified within 12 months. 
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  5ƛǊŜŎǘƻǊǎ ŀƴŘ aŀƴŀƎŜƳŜƴǘ 

  

Board of Directors 

  Mr B W McLeod:  Executive Chairman - B.Sc (Maths), M.Com (Econ) 

Mr McLeod has had extensive experience in the Australian Corporate and 
Resource Capital markets. Over the past 20 years he has been involved in raising 
debt and equity capital for a number of property projects and companies, as well 
as the takeover and rationalisation of listed and unlisted companies. Prior to this 
he spent six years with a major international bank, where he was Executive 
Director, responsible for the financial and capital markets operations. 

Mr D Sutton: Non-Executive Director - B.Comm, ACIS 

Mr Sutton has many years of experience in sharebroking and investment banking. 
He currently owns and manages Avalon Pacific Capital Pty Ltd, a boutique financial 
services company focussing on the global resource sector. 

Mr K A Torpey: Non-Executive Director - B.E., MIE Aus., CP Eng, FAusIMM, (CP) 

Mr Torpey has over the last 40 years been involved in the development of many 
diverse major projects involving oil, iron ore, aluminium, nickel, lead/zinc, 
uranium, magnesite, coal and gold, located in Australia, Ireland and Indonesia. 
Most of these projects have been associated with major companies such as 
Consolidated Goldfields, EZ Industries, Alcan, International Nickel, Tara Minerals 
Limited (Ireland), Noranda, Denison Mines (Canada), Toyota and Mitsubishi. He is 
currently a Director of Latrobe Magnesium Limited and Camberwell Coal Pty 
Limited. 

  

Advisors 

  Dr John Warburton: Non- Executive Director Imperial Oil & Gas Pty Ltd - FGS, 
MAICD 

John was appointed as an advisor to the Company in February 2010. He is a Non-
Executive Director of the Company's wholly owned subsidiary Imperial Oil & Gas 
Pty Ltd which holds the Company's extensive petroleum exploration acreage in 
Australia's Northern Territory.  A Geoscientist by profession, John has 31 years of 
technical and leadership experience in International Petroleum E&P including with 
BP and as General Manager Exploration & New Business for Eni in Pakistan. John is 
a Director of Sydney based Petroleum Business Consultancy Insight Exploration 
which is a Sustaining Member of the Petroleum Exploration Society of Great 
Britain. 

John's extensive operated & non-operated petroleum expertise covers the Middle 
East, Kazakhstan, Azerbaijan, North & West Africa, Pakistan, Europe, Australia, 
New Zealand, PNG, SE Asia, China, Korea and Japan. John has been involved in the 
discovery of commercial oil & gas fields in Pakistan, UK, Kazakhstan, Azerbaijan 
and PNG and he has published 28 internationally recognised technical articles with 
particular focus on petroleum exploration in complex fold and thrust belts. 

John has a first class B.Sc. Honours Degree in Geological Sciences and a Ph.D. in 
Structural Geology. He is a Member of the Australian Institute of Company 
Directors, an Alumni of Cranfield Business School UK and a Fellow of the Geological 
Society of London and serves on the External Advisory Board at the Centre for 
Integrated Petroleum Engineering and Geoscience at the University of Leeds, UK. 
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Senior Management 

  Ms Rachel Ryan: Company Secretary 

Ms Ryan was employed in the Company's Corporate Finance division in 2006 and 
appointed Joint Company Secretary on 5 March 2012. 

Ms Kylie Arizabaleta: Financial Controller - B.Bus (Acct) (Fin) 

Ms Arizabaleta was appointed to the position of Financial Controller on 5 March 
2012. Before joining Empire Energy Group Limited she worked in the public 
practice as an external auditor and holds over 8 year experience. 

  

US Management Team 

  Bruce McLeod: Chairman and CEO 

Bruce McLeod serves as Chairman & CEO of Empire Energy (USA), LLC and is also 
the Executive Chairman of Empire Energy Group Limited. 

Al Boyer: SVP & Chief Operations Officer 

Al Boyer has been involved in the natural gas business for over 40 years. Al 
currently operates over 40 privately owned wells. In the early 2000's Al was 
involved in a well drilling program of 200 wells over a 20 month period for 
Somerset Oil & Gas Inc as well as the consolidation of their field operations until its 
takeover by EOG Resources. Al has drilled 1,000's of wells in western PA, NY, OH 
and WV and has previous experience with US Energy Exploration, EOG Resources 
Appalachia, Inc., Rochester & Pittsburgh Coal Company (Fortune 500 Company), 
Canyon Natural Gas Inc., Turm Oil, Inc., and Peoples Natural Gas Company 

Tim Hull: VP - Appalachia Operations 

Tim is responsible for the Company's Appalachia operations in New York and 
Pennsylvania. Tim was regional field manager for Range Resources Inc in New York 
State prior to its acquisition by Empire Energy in late 2009. Tim has had extensive 
experience in natural gas production and operations, currently managing around 
1,850 wells and 700 miles of pipeline, 14 compressor stations with 400 points of 
delivery. 

James Farthing: VP Mid-Continent Region 

Jim has served as District Manager and VP since mid 2013 and is responsible for 
Mid-Continent operations. Prior to joining the Company, James had been with 
Conoco-Phillips North America for 32 years. His experience includes onshore 
production operations, drilling and completions and management experience with 
respect to operating shallow low pressure wells, deep high pressure gas wells 
(18000’ / 13000# BHP), gathering systems, pipelines, booster stations, water floods 
and associated facilities and plants. Jim is proficient in Health Safety and 
Environment policies and procedures, various maintenance and project processes, 
SAP systems, asset control, litigation management and royalty compliance. Mr 
Farthing attended classes at Colby and Barton colleges, the University of Oklahoma 
and Louisiana State University. 

Denise Cox: Geologist (Consultant) 

Denise is a highly experienced exploration & development geoscientist specializing 
in the application of technology to carbonate reservoirs and unconventional 
resources. Leadership in project design, implementation & evaluation. Denise 
worked with Marathon Oil from 1984 to 2004 resigning as Advanced Senior 
Geologist. Based in Denver and Houston worked throughout the Mid-Con and Gulf 
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regions. Over her time at Marathon Oil she received 13 Excellence Awards. Denise 
received a M.S. Geology from University of Colorado; a member of the Association 
for Women Geologists Scholarship and received a B.S. Geology (Honors) from the 
State University of New York, Binghamton, NY. 

David Hale: Geologist & Geophysicist (Consultant) 

From 2005 David has been the lead geologist and manager of geosciences for the 
Kansas assets held by Empire Energy. David has developed prospects, designed 
and supervised 3-D seismic acquisition, interpreted seismic and incorporated 
geological models to develop prospects across the region the Company operates. 
David received a B.S. Geology from Midwestern State University (Awarded 
outstanding graduating geologist). 

 
Susan Gasper: Financial Controller 

Susan is responsible for Empire Energy's financial operations working with a team 
of 4 staff at the Company's Headquarters outside Pittsburgh PA. Susan joined as 
Accounting Manager in 2009, with extensive experienced in acquisitions and 
integration of new software, liaison and financial statements for reviews, audits, 
tax and all reporting. Previous to joining the Company Susan spent 12 years gaining 
audit experience with Schneider Downs, Pittsburgh, PA working with oil & gas 
clients, non-profit and profit corporations. Recently Susan has provided 
consultancy services to MDS Energy, an oil & gas corporation where she trained 
staff on accounting systems and processes.  

Shawn Streker: Landman 

Prior to joining the Company in 2012, Shawn spent 6 years as an independent 
landman covering 42 Kansas Counties. For Empire Energy Shawn has direct 
responsibility for all Landman services across the Mid-Continent Region 
specializing in lease acquisitions, joint operating agreements, farmout, surface 
agreements, due diligence and title curative. Shawn received a B.Sc from Wichita 
State University. 
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Appendix 1: Financial Information 
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Appendix 2: Glossary of Terms 

  Glossary 

  Bbl - One barrel of crude oil or NGL or 42 gallons of liquid volume. 

Bcf - One billion cubic feet of natural gas volume. 

Boe - Barrel of oil equivalent. 

Btu - British thermal unit. One British thermal unit is the amount of heat required to raise the temperature of one pound 
of water by one degree Fahrenheit. 

Completion 

Refers to the work performed and the installation of permanent equipment for the production of natural gas and crude oil 
from a recently drilled well. 

Exploratory well 

A well drilled to find a new field or to find a new reservoir in a field previously found to be productive of oil or gas in 
another reservoir. 

Fracture or Fracturing (fracking) - Procedure to stimulate production by forcing a mixture of fluid and proppant into the 
formation under high pressure. Fracturing creates artificial fractures in the reservoir rock to increase permeability and 
porosity, thereby allowing the release of trapped hydrocarbons. 

GIP ς Gas in place, not all recoverable 

HBP - Held by production – reference to the status of an oil and gas lease. 

HVHF – High volume hydraulic fracturing (fracking) 

Horizontal drilling - A drilling technique that permits the operator to drill a horizontal well shaft from the bottom of a 
vertical well and thereby to contact and intersect a larger portion of the producing horizon than conventional vertical 
drilling techniques and may, depending on the horizon, result in increased production rates and greater ultimate 
recoveries of hydrocarbons. 

EBITDAX - Adjusted EBITDA plus exploration expense, excludes gain/loss on sale of assets. 

MBbls - One thousand barrels of crude oil. 

MBoe - One thousand barrels of oil equivalent. 

Mcf - One thousand cubic feet of natural gas volume. 

MMBoe - One million barrels of oil equivalent. 

MMBtu - One million British thermal units. 

MMcf - One million cubic feet of natural gas volume. 

Net revenue interest (NRI) ςNatural gas and crude oil revenue owned, less royalties.  

Oil - Crude oil or condensate. 

Operator - The individual or company responsible for the exploration, development and/or production of an oil or gas well 
or lease. 

Proved developed reserves ς (PDP, PDNP) The combination of proved developed producing and proved developed non-
producing reserves. 

Proved reserves - Those quantities of crude oil, natural gas, NGLs and condensate, which, by analysis of geoscience and 
engineering data, can be estimated with reasonable certainty to be economically producible—from a given date forward, 
from known reservoirs, and under existing conditions, operating methods, and government regulations—prior to the time 
at which contracts providing the right to operate expire, unless evidence indicates that renewal is reasonably certain, 
regardless of whether deterministic or probabilistic methods are used for the estimation. 
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Proved undeveloped reserves (PUD) - Proved reserves that are expected to be recovered from new wells on undrilled 
acreage, or from existing wells where a relatively major expenditure is required for recompletion. 

Proved reserves to production ratio - The ratio of proved developed reserves to total annual production  

Prospective resource P(50)  - unrisked - Estimated quantities of petroleum that may potentially be recovered by the 
application of future development project(s) relate to undiscovered accumulations. These estimates have both an 
associated risk of discovery and a risk of development. Further exploration appraisal and evaluation is required to 
determine the existence of a significant quantity of potentially moveable hydrocarbons. 

PV0 - Net revenue is calculated net of royalties, production taxes, lease operating expenses, and capital expenditures but 
before Federal Income Taxes. 

PV10 - is defined as the discounted Net Revenues of the company’s reserves using a 10% discount factor. 

Reserves - Estimated remaining quantities of crude oil, natural gas, NGLs and related substances anticipated to be 
economically producible, as of a given date, by application of development projects to known accumulations. In addition, 
there must exist, or there must be a reasonable expectation that there will exist, the legal right to produce or a revenue 
interest in the production, installed means of delivering crude oil, natural gas, NGLs or related substances to market, and 
all permits and financing required to implement the project. 

Royalty - An interest in a natural gas and crude oil lease that gives the owner of the interest the right to receive a portion 
of the production from the leased acreage (or of the proceeds of the sale thereof), but generally does not require the 
owner to pay any portion of the costs of drilling or operating the wells on the leased acreage. Royalties may be either 
landowner’s royalties, which are reserved by the owner of the leased acreage at the time the lease is granted, or 
overriding royalties, which are usually reserved by an owner of the leasehold in connection with a transfer to a 
subsequent owner. 

Working interest - An interest in a natural gas and crude oil lease that gives the owner of the interest the right to drill and 
produce natural gas and crude oil on the leased acreage. It requires the owner to pay all of their share of the costs of 
drilling and production operations. 

  Conversion Factors 

  1 Boe  = 6 Mcf 

  $/Mcf   = 1.03 $/Bcf 
   

 

  

mailto:research@everblucapital.com


EverBlu | Research 
22 December 2016 | Gavin Van Der Wath 

 
EverBlu Research Pty Ltd | Level 39, 88 Phillip Street, Aurora Place, Sydney NSW 2000                     23 
Email: research@everblucapital.com  
 

Disclaimer & Disclosure 

This publication has been prepared by Everblu Research Pty Ltd (ACN 612 793 683), Corporate Authorised 

Representative (No. 1248778) of Mejority Securities Pty Limited AFSL No. 485760 (ά9ǾŜǊ.ƭǳέ). Everblu declares that it 

received remuneration for the compilation and distribution of this research report. Everblu and its associates also 

declare that they deal in securities as part of their securities business and consequently may have a relevant interest in 

the securities recommended herein (if any).  This may include providing equity capital market services to the issuing 

company, holding a position in the securities or acting as principal or agent and as such may effect transactions not 

consistent with the recommendation (if any) in this report. Everblu and its associates therefore may benefit from any 

increase in the price of those securities. Everblu and its associates may earn brokerage, fees, commissions, other 

benefits or advantages as a result of a transaction arising from any advice mentioned in publications to clients. 

Everblu declares that it may have acted as an underwriter, arranger, co-arranger or advisor in equity capital raisings, and 

will have received a fee for its services, for any company mentioned within this report.  

Any financial product advice contained in this document is unsolicited general information only. You should not act on 

this advice without first consulting your investment advisor in order to ascertain whether the advice (if any) is 

appropriate, having regard to your investment objectives, financial situation and particular needs.  Nothing in this report 

shall be construed as a solicitation to buy or sell a security, or to engage in or refrain from engaging in any transaction.  

This publication is not for public circulation or reproduction whether in whole or in part and is not to be disclosed to any 

person other than the intended recipient, without obtaining the prior written consent of Everblu. 

Everblu believes that the information and advice contained herein is correct at the time of compilation, however we 

make no representation or warranty that it is accurate, complete, reliable or up to date, nor do we accept any obligation 

to correct or update the opinions in it.  The opinions expressed are subject to change without notice.  Everblu, its 

officers, agents and employees exclude all liability whatsoever, in negligence or otherwise, for any loss or damage 

relating to this document to the full extent permitted by law.  We cannot guarantee that the integrity of this 

communication has been maintained, is free from errors, virus interception or interference.  
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