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12 month target price upgrade to $1.15 

A reserve upgrade, earnings accretive infrastructure purchase and higher spot energy 
prices have underpinned an upgrade of our price target to $1.15.  

2P reserves upgraded by 250% 

An independent report has lifted Red Fork Energy’s 2P oil and gas reserves from 
10.4Bcfe to 36.4Bcfe. Total reserves (3P) have risen from 37.6Bcfe to 62.2Bcfe. A 
busy drilling schedule in place for the year ahead means that further upgrades are in 
the pipeline.  

Strategic infrastructure purchase is earnings accretive 

Red Fork Energy has purchased additional gathering and pipeline infrastructure in 
Oklahoma for US$0.6m. This will enable natural gas sales at the full Henry Hub spot 
price, meaning that payback on this purchase should take less than 12months. The 
acquisition includes two low pressure gathering lines extending 16kms, three sales 
lines, a compressor equipped stripper plant and taps into two purchasing entities. 

News flow galore to provide share price catalysts 

Land acquisitions, drilling activity, potential reserve upgrades and higher production 
rates should all provide a healthy pipeline of news flow to drive a further share price re 
rating. 

Oil and gas prices have risen  

Geopolitical conditions in the Middle East have triggered a rise in oil and gas prices. 

Projects are operating on schedule and within budget 

Red Fork Energy remains on schedule to drill 50 new wells over the next 12 months. 
Our DCF valuation continues to be based on forecast drilling of 15 oil wells, 56 coal 
bed methane wells, and 57 shale wells over the next 3 years.  

Investment view 

Red Fork Energy remains an excellent exposure to the oil and gas sector thanks to a 
low risk drilling schedule, strong management team and experienced local operational 
team. 

 

Red Fork Energy Limited 

Reserve upgrades have just begun.. 

 
Capital Structure 

Sector Oil & Gas 

Share Price  A$0.00 

12 Month Target Price A$1.15 

Fully Paid Ordinary Shares 71.7m 

Options on Issue 29.0m 

Market Capitalisation (diluted) $74.4m 

Av. Daily Value Traded $386000 
 

Management 

Michael Fry Chairman 

David Prentice Managing Director 

Perry Gilstrap President (Operations) 

Bruce Miller Director (Geology) 
 

Major Shareholders 

Maple Bar Asset Management 18.2% 

Golden Deeds 10.1% 

Top 20 Shareholders 74.9% 
 

Analyst 

Resources Analyst  
Simon Guzowski 

+61 2 8198 7245 

simong@rmwiseresearch.com.au 
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ASX Code: RFE 
12 month Target:  $1.15 
BUY 
 

Potential Earnings 2007A 2008F 2009F 2010F 2011F 

      
EPS (0.057) (0.01) 0.08 0.16 0.17 

EPS Fully Diluted (0.057) (0.01) 0.07 0.15 0.16 

P/E NA NA 8.10   4.30 4.00 

   Source: Red Fork Energy Limited, RMWise Research 
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 Financial Model 

Year Ending June 2007A 2008F 2009F 2010F 2011F 

$AUD Millions           

Profit & Loss       

Sales Revenue 0.7 4.9 14.9 21.4  

Interest Revenue 0.1 0.2 0.1 0.8  

Operating Expenses (0.7) (1.1) (1.8) (1.8)  

Corporate & Admin (1.0) (1.6) (1.7) (1.8)  

EBITDA (1.0) 2.4 11.6 18.6  

Depreciation (0.3) (2.8) (5.3) (6.3)  

EBIT (1.1) (0.4) 6.3 12.3  

Interest Expense - - - -  

Pre-tax profit (1.1) (0.4) 6.3 12.3  

Tax expense 0 (0.1) 1.9 3.7  

Abnormals (2.3) - - -  

NPAT (3.4) (0.5) 8.2 16.0  

      

Cash Flow      

NPAT (1.1) (0.5) 8.2 16.0  

Depreciation / amortisation 0.3 2.8 5.3 6.3  

Other (0.3) 0.0 0.2 -  

Operating cash flow (0.6) 2.3 13.7 22.3  

Capex (3.4) (12.6) (12.6) (5.1)  

Disposals / (Acquisitions) - (0.6) - -  

Working Capital (0.3) 5.8 21.7 32.4  

Free cash flow (4.2) (7.4) 9.1 27.2  

Dividends - - - -  

New equity 5.0 6.0 3.3 0.7  

Debt drawdown / (repayment) - - - -  

Net cash increase / (decrease) (0.6) (1.4) 12.4 27.9  

Cash End of Period 4.1 2.7 15.1 43.0  

Receivables 0.4 3.6 6.2 6.4  
 
Shares on issue             
Shares   65.4 71.7 96.6 98.6 100.4 

Options 28.0 29.0 12.8 11.2 9.4 

Total 93.5 100.7 109.4 109.8 109.8 

Production assumptions     

Natural Gas Production (Mmcf) 109 1,071 2,832 3,915 3,597 
 

Natural Gas Revenue ($m) 0.5 3.2 11.4 16.4 15.7 

Oil Production Barrels (000’s) 4.2 29.9 55.2 79.6 78.8 

Oil Revenue ($m) 0.03 1.5 3.0 4.2 4.5 
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Valuation Analysis  2008F 2009F 2010F 2011F 2012F 

            

Terminal value growth rate  - - - - 4% 

Projected free cash flow  ($m) - - - - 26.6 

Discount rate (WACC)  - - - - 14% 

Terminal enterprise value  ($m) - - - - 246.4 

Implied terminal value EBITDA multiple  - - - - 12.5 x 

       

Discounted cash flows at WACC  - - - - - 

Unlevered free cash flow  ($m) (17.6) (11.6) 4.4 13.4 12.3 

Present value of terminal value  ($m)  - - - - 128.0 

Total discounted cash flows ($m)  - - - - 128.8 

Equity value ($m):  $128.9 - - - - 

Fully Diluted Shares (m):  109.9 - - - - 

DCF value per share $AUD:  $ 1.15 - - - - 

 

 Forward Price Assumptions   

Gas Price Assumptions
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Oil Price Assumptions
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Research Analysts   

Guy Le Page Head of Resources Research +61 8 9321 3277 gtlepage@rmwiseresearch.com.au 

Michael Mech Resource Analyst +61 8 9321 3277 michaelm@rmwiseresearch.com.au 

Nick Jolly Resource Analyst +61 8 9482 0525 nickj@rmwiseresearch.com.au 

Richard Monti Resource Analyst +61 8 9482 0502 richardm@rmwiseresearch.com.au 

Dennis Trlin Industrial Analyst +61 8 9321 3277 dennist@rmwiseresearch.com.au 

Kevin Branton Industrial Analyst +61 3 9787 7455 kevinb@rmwiseresearch.com.au 

Simon Guzowski Equities Analyst +61 2 8198 7245 simong@rmwiseresearch.com.au 

Imran Valibhoy Equities Analyst +61 2 8198 7246 imranv@rmwiseresearch.com.au 

Sven Restel Equities Analyst +61 2 8198 7220 simonr@rmwiseresearch.com.au 

Tim Morris Junior Equities Analyst +61 2 8198 7214 timm@rmwiseresearch.com.au 

    

Registered Offices  

Sydney 
Suite 6.01 Level 6,  
233 Castlereagh Street 
Sydney NSW 2000 
 
Phone: +61 1300 306 308 
Fax:   +61 1300 304 306 

Perth 
1175 Hay Street   
West Perth WA 6005  
 
 
Phone: +61 8 9321 3277  
Fax:  +61 8 9321 8399 
 

 
GPO Box 154 
West Perth WA 6872 

Email / Website 
info@rmwiseresearch.com.au 
www.rmwiseresearch.com.au 

RMWise Research Recommendation Categories 

Care has been taken to define the level of risk to return associated with a particular company.  
Our recommendation ranking system is as follows: 

Buy Companies with ‘Buy’ recommendations have been cash flow positive for some time and have a moderate to 
low risk profile. We expect these to outperform the broader market.  

Speculative Buy We forecast strong earnings growth or value creation that may achieve a return well above that of the 
broader market. These companies also carry a higher than normal level of risk.  

Hold A sound well managed company that may achieve market performance or less, perhaps due to an 
overvalued share price, broader sector issues, or internal challenges. 

Sell Risk is high and upside low or very difficult to determine. We expect a strong underperformance relative to 
the market and see better opportunities elsewhere.  

  

Disclaimer / Disclosure 
This report was produced by RMWise Research Pty Ltd, which is a Corporate Aurthorised Representative of RM Capital Pty Ltd (Licence no. 221938). RMWise Research 
(Wise-owl.com) received payment for the compilation and distribution of this report of $30,000 (+gst). RMWise Research Pty Ltd has made every effort to ensure that the 
information and material contained in this report is accurate and correct and has been obtained from reliable sources. However, no representation is made about the accuracy 
or completeness of the information and material and it should not be relied upon as a substitute for the exercise of independent judgment. Except to the extent required by 
law, RMWise Research Pty Ltd does not accept any liability, including negligence, for any loss or damage arising from the use of, or reliance on, the material contained in this 
report. This report is for information purposes only and is not intended as an offer or solicitation with respect to the sale or purchase of any securities. The securities 
recommended by RMWise Research carry no guarantee with respect to return of capital or the market value of those securities. There are general risks associated with any 
investment in securities. Investors should be aware that these risks might result in loss of income and capital invested. Neither RMWise Research nor any of its associates 
guarantees the repayment of capital. 

WARNING: This report is intended to provide general financial product advice only. It has been prepared without having regarded to or taking into account any particular 
investor’s objectives, financial situation and/or needs. Accordingly, no recipients should rely on any recommendation (whether express or implied) contained in this document 
without obtaining specific advice from their advisers. All investors should therefore consider the appropriateness of the advice, in light of their own objectives, financial 
situation and/or needs, before acting on the advice. Where applicable, investors should obtain a copy of and consider the product disclosure statement for that product (if any) 
before making any decision. 

DISCLOSURE: RMWise Research Pty Ltd and/or its directors, associates, employees or representatives may not effect a transaction upon its or their own account in the 
investments referred to in this report or any related investment until the expiry of 24 hours after the report has been published. Additionally, RMWise Research Pty Ltd may 
have, within the previous  twelve months, provided advice or financial services to the companies mentioned in this report. As at the date of this report, the directors, 
associates, employees, representatives or Authorised Representatives of RMWise Research Pty Ltd and RM Capital Pty Ltd may hold shares in Red Fork Energy Ltd. 

 


