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Company data 

Price (US$) 
  

1.94 
Market cap. (US$mn) 

 
51.5 

Shares OS (mn) 
 

26.5 
52-week range ($) 

 
1.63 – 4.67 

Dividend yield (%)  -  
Enterprise Value ($mn)  76.9 
Avg 30-day vol. (‘000)  57.1 
Sector  Energy 
Industry  Oil, Gas and Coal 

Market data as of August 14, 2014 
 

Forecasts 
FYE Dec; US$mn 2013A 2014E 2015E 

Sales 0.74 18.9 24.1 
Net income  (16.8) 8.5 12.9 
Net margin  N/A 46% 54% 
EPS (US$) (1.07) 0.50 0.76 

Source: BlackOre Research, company filings 
 
 

Share price history 
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PEDEVCO Corp. 
 

Q2 update – maintained valuation based on development 
updates – Neutral rating and maintained target price of 
US$2.97  
  

August 15, 2014 

NEUTRAL 

Target price US$2.97 

Upside 53.0% 

 

 

We update our coverage of PEDEVCO Corp. (NYSEMKT: PED) maintaining our 
target price of US$2.97 from our last report on May 19, 2014. Our current target 
price implies an upside of 53.0% to PED’s current share price of $1.94 following 
PED’s issuance of its 10-Q report. In this update report, we will discuss: 

 Updates on reserve levels  
 Development on assets and progress of drilling plan  
 Restructuring of the Kazakhstan asset 
 Valuation 

 

We believe PEDEVCO Corp. (PED) is currently on track with its 2014 
development plan and has promising long-term prospects, given its ability to 
operate and fulfill development plans in the next 12 months. PED has begun to 
see significant increases in revenues over the past two quarters as a result of 
production from its Wattenberg and Niobrara assets, and we believe revenues 
will continue to grow at an increasing rate. 
 
However, PED is still in the investment stage and costs remain high. Though 
operating expenses grew at a lower rate than revenues over the past quarter, 
the firm still operated on a negative operating income and negative operating 
cash flows. Interest expense significantly increased as a result of the debt 
arrangement made to finance the Wattenberg asset acquisition. The possibility 
of a significant decrease in interest expense in the near future is unclear. While 
we look forward to the potential long-term upside to PED’s share price, the firm 
has to first achieve consistent and economic production to reach its fair value 
based on its reserve levels, operations, and management expertise. 
 
Numerically, our valuation came to a fair value per share of $3.75 but we 
maintained our target price at $2.97 per share. The difference between our 
valuation and our target price results from the difference in net debt levels 
between our previous estimate and PED’s most recent quarterly financial data. 
We believe that the difference does not affect the firm’s operations or cost 
structure, as PED’s reported financial performance was based on actual debt 
levels. Therefore, we believe that the value of the firm as perceived by the 
market has not changed since our previous valuation. 
 
However, upon the signal that PED is able to cover its expenses and fulfill its 
development plans, we would suggest a target price of $3.75 per share. 
   

 
 
 
 
 

All figures in the report are in US$ and all references to 

dates are for the year 2014, unless otherwise stated.  

Boris Miao 
Research Analyst 
boris.miao@blackore.com 
+1.604.229.2788 ext. 803 
 

Our full disclaimer and disclosure are at the end of this report.  
This report is for informational purposes only. The report is strictly intended to be viewed only in jurisdictions where it may legally be viewed and does not require any 
registration. BlackOre does not make any representation or warranty as to the accuracy or completeness of information relied upon in the report. BlackOre does not take 
responsibility for the use of any information in this report. Consult an advisor before making an investment decision. 
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UPDATES ON RESERVE LEVELS AND ASSET DEVELOPMENTS 
 
Upon the completion of the acquisition of the Wattenberg asset and the continuing 
development of the Wattenberg and Niobrara assets, PED has seen significant 
increases in reserve levels. As of July 1, 2014, PED held 5.6 million barrels of oil 
equivalent (mmboe) in Proved reserves (1P), in comparison to 115,000 boe at 2013 
year-end. PED also held 7.6 mmboe in Proved and Probable reserves (2P), and 13.5 
mmboe in Proved, Probable and Possible reserves (3P). Illustrated below is a detailed 
breakdown of PED’s reserve levels.  
 
Fig 1: PED’s reserve levels, July 2014  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Company filings, August 2014 

 

DEVELOPMENT ON ASSETS AND PROGRESS ON DRILLING PLAN 
  
Upon the acquisition of the Wattenberg asset in early March 2014, PED operated 16 
wells, had a non-operated interest in 14 additional wells, and had an after-payout 
interest in 15 wells, all of which were on the Wattenberg and the Niobrara assets. Of 
the 16 operated wells, 5 were drilled and completed by PED on the Niobrara asset 
and 11 were acquired with the Wattenberg asset. The 14 non-operated wells and the 
15 after-payout wells were acquired with the Wattenberg asset. 
 
In March 2014, Red Hawk Petroleum, LLC (Red Hawk), a wholly-owned subsidiary of 
PED which holds the Wattenberg asset, elected to participate to its full working 
interest of 0.45% in a currently-producing long horizontal well in the Wattenberg 
asset. In April, 3 new long horizontal wells were completed on the Wattenberg asset 
by a third-party operator and Red Hawk elected to participate in these 3 wells to its 
full working interest of 12.5%.  
 
In June 2014, Oil and Gas Conservation Commission of the State of Colorado granted 
approval to PED for drilling up to 79 horizontal wells covering 6,700 gross acres on 
the Wattenberg asset. Subsequently, PED established drilling plans for 3 horizontal 
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wells each with a lateral length of 4,000 to 4,500 ft and an 18-stage fracturing 
treatment. The wells would be drilled from a single pad and the gross cost of each 
well is estimated by the company to be $4.2mn. PED would have approximately 45% 
net working interest in each well. Drilling is planned to start in August and initial 
production results are expected for October 2014.   
 
For the year 2014, PED plans to drill and participate in a total of 16 gross (6 net) wells 
on the Wattenberg and Niobrara assets. Two gross well locations have been 
identified on the Niobrara asset for development this year. Furthermore, PED plans 
to complete 3 wells on the Mississippian asset by year-end to extend the primary 
lease term with Berexco LLC. Currently, the company can utilize its $5mn cash on 
hand and its $15.5mn line of credit provided by RJ Credit LLC. PED has also stated 
that future equity offerings, cash flows generated internally, and future debt 
financings are other potential sources of capital. 
 

RESTRUCTURING OF THE KAZAKHSTAN ASSET 
 
As a result of the Kazakhstan asset restructuring, PED’s previous equity investment in 
Asia Sixth as a major shareholder changed into a passive investment in Caspian. The 
details are as follows. 

As mentioned in previous reports, in September 2013, PED entered into a Shares 
Subscription Agreement (SSA) to acquire 51% of the issued and outstanding capital 
stock of Asia Sixth Energy Resources Limited (Asia Sixth), which held Aral Petroleum 
Capital LLP (Aral) jointly with Caspian Energy Inc (Caspian). Aral holds a 100% 
operated working interest in exploration and production licenses covering an area of 
380,000 acres in the Pre-Caspian Basin in Kazakhstan, expiring in 2034. Asia Sixth 
held a 60% interest in Aral, which was expected to increase to 66.5% upon the 
completion of certain transactions. Caspian held a 40% interest in Aral. In effect, PED 
would indirectly own an approximate 34.5% in equity interest in Aral provided the 
completion of transactions and the grant of regulatory approvals. PED had paid a 
$10mn deposit for the acquisition and was obligated to pay up to $20mn upon the 
completion of transactions dependent on production levels. PED’s equity interest in 
Aral had been referred to as the “Kazakhstan asset” in our previous reports. 
 
In August 2014, Caspian entered into a purchase agreement with Asia Sixth, PED, 
Groenzee B.V. and other firms to acquire 100% ownership in Aral (the Caspian 
Purchase Agreement). Asia Sixth’s direct and indirect ownership in Aral would be 
exchanged for Caspian capital stock upon the completion of the transaction. As a 
result, the SSA between PED and Asia Sixth was terminated and PED received a 
promissory note of $5mn, or 50% of the original deposit from Asia Sixth, due upon 
the termination of the Caspian Purchase Agreement. The other 50% of the deposit is 
due to Golden Globe Energy Corp. (formerly RJ Resources Corp.) in relation to PED’s 
financing arrangement for the Wattenberg asset acquisition. 
 
Under the Caspian Purchase Agreement, PED will assign the promissory note 
described above to Caspian to receive 5.0% of the common stock of the company. 
Other terms of the agreement include 1) the conversion of $25.4mn of Asia Sixth’s 
debt due to the termination of the SSA into Caspian capital stock, 2) the existing debt 

http://www.blackore.com/
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of Aral would be held by Caspian as the parent company, and 3) Caspian would 
provide up to $21.5mn in a debt arrangement to Aral to fund its operations. The 
transaction is expected to close no later than July 2015 subject to regulatory 
approvals. 
 

 
VALUATION 
 
We maintain our 12 to 18-month target price at US$2.97 per share and our Neutral 
rating. The target price provides an upside of 53.0% to the current (August 14, 2014) 
share price of $1.94. We have maintained our target price because the newly 
reported reserve levels were within our forecast range. We have accounted for PED’s 
2014 development plan on its Wattenberg and Niobrara assets in our valuation. We 
have valued PED’s Kazakhstan asset as a $5mn equity value in our previous valuation, 
which did not change through the asset restructuring. We eliminated the risk factor 
on the Kazakhstan asset because the $5mn deposit was converted into common 
shares in Caspian. We maintained our Neutral rating because we still see uncertainty 
in PED’s ability to fully fulfill its development plans. In our valuation, we have 
evaluated the Wattenberg asset as a part of the Niobrara asset to be consistent with 
our previous valuations. 
 
 
Fig 2: PED’s risk-adjusted NAV (US$ ‘000), August 2014 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 

 

Source: BlackOre Research 
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NAV
UNADJUSTED USD 

(000)
RISK

RISK-ADJ USD 

(000)

RISK-ADJ 

PRICE/SHARE % NAV

Niobrara asset 118,694 10% 106,824 $4.03 107%

Mississippian Lime 43,574 40% 26,144 $0.99 26%

Kazakhstan Caspian 5,000 0% 5,000 $0.19 5%

Management premium 16,727 16,727 $0.63 17%

  Management premium % of assets 10%

Net debt (23,359) (23,359) ($0.88) (23%)

Corporate costs (31,902) (31,902) ($1.20) (32%)

Value per share 128,733 99,434 $3.75 100%

Market discount 21%

Target price - 12 - 18mo $2.97

*BlackOre estimate based on 10% of assets

Fig 3: PED’s NAV analysis, August 2014 

 
 
 
 
 
 
 
 
 
 
 
 
 
Source:  BlackOre Research 
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DISCLAIMER AND DISCLOSURE 
 
BlackOre Research Inc. (“BlackOre”) is an independent equity research firm in Vancouver, Canada. We focus our 
research coverage on public companies, exempt private issuers, and private companies in Canada, China, and the United 
States. We do not engage in any fee-generating businesses from investment banking or corporate finance relationships 
with any issuers. We engage in issuer-commissioned research work for a fixed, upfront fee with no stock performance-
related compensation. This report is an issuer-commissioned report. 
 
The information and opinions in this report were prepared by BlackOre. The report is intended to be read in conjunction 
with other sources of public information. The information herein is believed to be reliable and has been obtained from 
public sources believed to be reliable. BlackOre does not make any representation or warranty as to the accuracy or 
completeness of such information. 
 
The opinions, estimates, and projections in this report constitute the current judgment of the author(s) as of the date of 
this report. They do not necessarily reflect the opinions of BlackOre and are subject to change without notice. The 
opinions, estimates, and projections may differ materially from actual events. BlackOre does not make any warranties or 
guarantees, expressed or implied, for any actions taken from using the information within the report; users of the 
information do so at their own discretion and accept full responsibility for the results obtained. BlackOre has no 
obligation to update, modify, or amend this report or to otherwise notify a recipient thereof in the event that any 
opinion, estimate, or projection within the report, changes or subsequently becomes inaccurate. 

 
Ratings 
 
For public companies, BlackOre uses a stock rating system of Overweight, Neutral, Not-Rated or Underweight in our 
recommendations. BlackOre uses the BlackOre Internal Rating (“BIR”) on most of its private issuers. BlackOre does not 
assign traditional ratings of Buy, Hold or Sell to the securities or issuances that we cover. Our ratings are not the same as 
the traditional Buy, Hold, or Sell; therefore, readers must consult our ratings definitions. Our analysts express 
comprehensive views about the market or the securities or issuances in the report that are beyond our ratings; 
therefore, the ratings should not be taken out of context of the report and are not representative of the analysts’ views 
if considered on a standalone basis. In addition, readers should not rely on our ratings or research content for 
investment advice. An investor’s decision to buy or sell a particular security or issuance depends on the investor’s 
personal circumstances, such as existing portfolio and risk tolerances. 
 
Unless otherwise specified, the time frame for price targets, stock ratings and BIRs included in our research is 12 to 18 
months. 

 
Stock ratings 
 
Overweight (OW): the risk-adjusted prospect of a security or issuance as determined by the BlackOre Internal Rating 
(BIR) is expected to be above that of a global or a relevant country index over the next 12 to 18 months. 
 
Neutral (N): the risk-adjusted prospect of a security or issuance as determined by the BlackOre Internal Rating (BIR) is 
expected to be in line with that of a global or a relevant country index over the next 12 to 18 months. 
 
Underweight (UW): the risk-adjusted prospect of a security or issuance as determined by the BlackOre Internal Rating 
(BIR) is expected to be below that of a global or a relevant country index over the next 12 to 18 months. 
 
Not-Rated (NR): the analyst currently does not have adequate conviction about the risk-adjusted prospect of the 
security or issuance over the next 12 to 18 months. 

http://www.blackore.com/
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No investment advice, solicitation or offer 
 
BlackOre does not provide individually tailored investment advice. This report was prepared without regard for the 
circumstances and objectives of those who receive it. The securities, issuances, or investment strategies discussed in 
this report may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in 
some or all of them. Past performance is not necessarily indicative of future results. Estimates of future performance 
are based on assumptions that may not be realized. Stock transactions can lead to losses as a result of price fluctuations 
and other factors. If a financial instrument is denominated in a currency other than an investor's currency, a change in 
exchange rates may adversely affect the investment. This report is not a solicitation or an offer to buy or sell securities.  

 
Independence 
 
For issuer-commissioned research reports, the fees are paid upfront without recourse. BlackOre and its analysts are free 
to issue any opinion on the security or issuance. The issuer is precluded by contractual obligation from interfering with 
the independent judgment of BlackOre and its analysts in regard to the research report. BlackOre seeks to comply with 
the CFA Institute Analyst/Issuer Guidelines (http://www.cfainstitute.org/ethics/codes/analyst/Pages/index.aspx), 
particularly governing independence in issuer-commissioned research. Compliance with these voluntary guidelines does 
not constitute an endorsement by CFA Institute of BlackOre or its research products, nor does represent that BlackOre, 
or the companies or issuers under its coverage, can meet such compliance at all time.  

 
Other 
 
The views contained herein are not intended to be, and do not constitute, advice within the meaning of Section 975 of 
the Dodd-Frank Wall Street Reform and Consumer Protection Act. 
 
BlackOre analysts’ compensations are based on multiple factors, including research quality, accuracy, value, firm 
profitability or revenues, client feedback, and competitive factors.  
 
To the best of our knowledge, neither BlackOre, nor any of its employees, own any securities or issuances under 
coverage unless part of a mutual fund or diversified fund portfolio which the beneficiary has no discretion over portfolio 
selection.  
 
This research report is based on public information. BlackOre makes every effort to use reliable, comprehensive 
information, but makes no representation that this information is accurate or complete. BlackOre analysts may 
participate in company events such as site visits and are generally prohibited from accepting payment by the company 
of associated expenses unless disclosed herein. 
 
The report is strictly intended to be viewed only in jurisdictions where it may legally be viewed and does not require any 
registration. 
 
This report may not be reproduced, distributed or published by any person for any purpose without BlackOre’s prior 
written consent. Please cite source when quoting. Copyright© 2014 BlackOre Research Inc. 

 
 
 
BlackOre Research Inc. 
355 Burrard Street, Suite 1000 
Vancouver BC, Canada V6C 2G8 
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