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Recommendation:
Horizon Oil’s net
high debt level creates an opportunity
and a threat. Estimated servicing costs
of ~A$10 million pa equate to a cost of
about $7 per barrel of production at
current rates, but the company has
huge leverage to oil price recovery and
trades with an EV of $4 per barrel of 2P
plus 2C Reserves and Resources.
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Last week’s ‘StockAnalysis Feedback’ question concerning proposed refinancing and
repayment of Horizon Oil’s convertible note facility was indeed prescient since the
company has since outlined a new debt facility with which it plans to repurchase US$80
million of low cost, 5.5% pa convertible note debt using a facility that is likely to cost the
company closer to 4% pa.
It is now highly likely that the bonds will not convert to shares, avoiding any further
equity dilution. Horizon will redeem its notes for cash on or before June 2016 when they
mature. The company is well placed to achieve this outcome since:



It has a cash balance of approximately US$40 million at 1 April 2015 and additional
undrawn debt capacity of US$10 million under the revised debt facility,



The company’s forecast net operating income to June 2016, inclusive of hedging
gains, amounts to over US$110 million (assuming current oil prices),



Horizon has reduced its budgeted capital expenditure profile over the coming 15
months to approximately US$50 million,
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The company has eliminated scheduled amortisation under the renegotiated
debt facility and to the extent required,



Horizon has potential to draw down up to US$50 million of additional debt capacity
under an “accordion” feature of the newly negotiated revolving cash
advance facility.

Since issue in 2011, Horizon’s Bonds have provided unsecured financing of Beibu Gulf
development in China at a rate of 5.5% pa. These oilfields are now strong cash
generators with upside development and exploration appeal.
Horizon valuation matrix
Based on a long term
valuation that assumes an
oil price of around US$100/
bbl as a sustaining price for
t h e
i n d u s t r y ,
StockAnalysis assesses
an underlying value of
43 cps for the company’s
known oil Reserves and
Contingent Resources that
are mostly in PNG. The
company
holds
strong
development appeal for
PNG
gas
assets
and
additional
e xploratio n
appeal around its Maari
oilfield, where no further
work is likely for 2-3 years,
in the Beibu Gulf, where recent discoveries are likely to be tied in during 2017 and in
PNG, where drilling of a duster at the Nama prospect does little to reduce overall
prospectivity of its permits for additional gas and condensate.
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Small research operations/investment publications like StockAnalysis depend on the cooperation of their subscribers to
stay in business. If you pay for and value the information we provide please don’t copy StockAnalysis to others.
The information or advice (including any financial product advice) herein is believed to be reliable and accurate when issued however,
Strachan Corporate Pty Ltd ABN 39 079812945; AFSL 259730 (“Strachan”), does not warrant its completeness, reliability or accuracy.
Strachan, its Directors and their Associates from time to time may hold shares in the securities mentioned in this report and therefore
may benefit from any increase in the price of those securities. Opinions and estimates constitute Strachan’s judgment. The author
certifies that the views expressed in this document accurately reflect the analyst's personal views about the subject company and are
subject to change without notice. Strachan, 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. This material is not intended as an
offer or solicitation for the purchase or sale of any financial instrument. The investments and strategies discussed herein may not be
suitable for all investors. In preparing such general advice no account was taken of the investment objectives, financial situation and
particular needs of a particular person. Therefore, before acting on the advice, you should consider the appropriateness of the advice,
having regard to your objectives, financial situation and needs. There may be a product disclosure statement or other offer document
for the securities and financial products we write about in StockAnalysis. You should obtain a copy of the product disclosure statement
or offer document before making any decision about whether to acquire the security or product. If you have any doubts you should
contact your investment advisor. The investments discussed may fluctuate in price and changes in commodity prices and exchange
rates may have adverse effects on the value of investments.
Recent Strachan Corporate commissioned research or corporate advisory services have been supplied to the following companies, for
which it has received a fee. Aurora Mines, Real Energy Jacka, Neon, American Patriot, Titan Energy, Carnarvon Petroleum, Lion
Energy, FAR Ltd, Nexus Energy, Tungsten Mining, Strata-X Energy, Sumatra Copper & Gold, Galaxy Resources. In addition, over that
period Strachan Corporate has delivered lectures at several Universities, provided expert witness statements and confidential financial
services and advice to listed companies, several private investment companies and institutions as well as private investors. Disclosure
of interests in these confidential actions by Strachan Corporate is only appropriate should Strachan Corporate determine a potential for
conflict of interest.
The author has small holdings in shares of SUN, RRL, AOC modest holdings in AZZG, HAV, TDO, RIC, IDR, SRI, ADX, COF, HZN, TAP,
AWE, TSE, ANZ, PTM, & WPL and larger holdings in OEL & FZR.
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