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MARKET MOVES 
AOC AND XST ANNOUNCE CALIFORNIAN GAS PLAY 

Australian Oil & Gas (AOC: ASX) and its partner in 
the Sacramento Basin Xstate Resources (XST: 
ASX), have finally delivered some detail on their 
much anticipated exploration plan. 
 
One of several Californian gas targets has been 
identified as the Demspey prospect, sitting at a 
depth of about 3,200 metres with potential to yield 
over 1 Tcf of essentially dry gas.  
 
Over the past five years, US gas has not been an 
attractive exploration target. Over that period, the US 
HH gas price has drifted between US$2 and US$6 per 
mmBtu, but was mostly around US$3.30/mmBtu. 
Shale oil producers and targeted shale gas suppliers 
have lifted their supply by about 30 Bcf per day since 
2008, with gas treated as a by-product to the more 
valuable liquids in many cases. However, last winter 
the gas price moved up to over USD$6/mmBtu in the 
face of physical shortages and high usage. The betting 
now favours higher domestic gas prices as the likely 
licensing and development of local LNG export plants 

progresses and more of the US’s major transport systems and power generation moves 
towards gas from more expensive petroleum liquids and dirtier coal. 
 
If LNG export gets the go-ahead at rates of around 40 mt pa, about 2.2 Bcf per day will 
effectively be taken out of the 70 Bcf per day US gas market, which is already a net 
importer of gas. StockAnalysis estimates that this competition for a 3% market share, 
combined with the underlying real cost of shale gas extraction of about US$5.50/mmBtu, 
is likely to boost the US HH gas price towards US$8/Gj by 2018 or even earlier as the 
market tightens up.  
 
The northern Sacramento Basin has been a prolific gas producer, with over 9 Tcf 
delivered from shallow, Upper Cretaceous sections. AOC and XST will target less well 
explored Lower Cretaceous  sediments where strong seismic and geological evidence 
suggests large gas targets. 
 
The companies suggest that the prospect, that has been mapped to have a 15 km2 
closure, could contain deliverable gas of over 1 Tcf. Favourable seismic interpretation 
gives some zones a 40% probability of success (POS). 
 

All Ordinaries S&P ASX 200 Energy Index Brent Crude Oil $A/barrel A$/US$ 

Indices and Prices 

All Ordinaries   5,608.20 

Energy Index 14,967.20 

Brent AU$/bbl 106.97 

AUS$/US$ 0.9205 

As at Close September 9th, 2014 

(Continued on page 2) 
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StockAnalysis passes the BS detector over this estimate and assumes 
a target of 780 Bcf with a 14% POS. Using an insitu value of $1 per 
Bcf and $19/bbl for a small amount of associate liquids, this prospect 
delivers a juicy target value of over $800 million for success. 
 

AOC and XST have options to increase their equities to 60% and 25% respectively in the 
project but only have about $2 million between them, which is hardly enough to pay the 
mobilisation costs for a drill rig, let along the estimated US$5 million required to drill the 
well. Predictably, the companies are now on the farm-out trail to entice an operator to 
earn an interest by funding a one or two well programme.  
 
StockAnalysis assumes perhaps harshly, that they are able to retain a 40% free carried interest 
in the programme, taking their respective interests back to 24% and 10% post farm-out. 
 
Success at Dempsey would be a 10-bagger event for both companies, while 
StockAnalysis calculates a risked valuation of 22 cps to AOC and 5 cps to XST, which 
coincidentally correlates closely with their short term trading targets. 
 
Dempsey is the first of a string of prospects identified through some excellent detective 
work, searching out old drilling and seismic records, as well as some old fashioned rock 
kicking geology. 

 
Clearly, both companies will be undertaking some 
corporate manoeuvres to fund their exploration 
ambitions and ongoing administration cost. This will 
inevitably involve an issue of new equity and could 
possibly see the companies merging to form a 
Californian focused gas entity. 
 
Directors of both companies have been amongst the 
most visible buyers of stock for over a year as they 
backed their judgement and quietly went ahead 
leasing tenements. StockAnalysis thinks that it might 
be time for Subscribers to follow them in and await 
an underwritten rights issue to come, on the back of 
announcing a farm-out funder. 
 
Recommendation: There are few sellers for 
both stocks since Directors have been quietly 
soaking up itinerant sellers leaving both stocks 
quite illiquid at the current share price point. 
Liquidity will improve as the stock prices rise 
30% towards risked valuation. Subscribers 
should buy carefully being aware that a new 
issue hanging over the market could deflate 
prices in the near term. 
 

 @ @ @ 

 

 

Dempsey Structure 

Source: AOC 

 

Interpreted Target Section 

 

Target Prospective Res POS NPV

mmbbl Bcf % $m

Dempsey 2 780 14% 818$  

In-ground Value Assumptions

Oil $A/bbl 19$      /bbl

gas $/GJ 1.00$   /PJ

Discovery Value per share AOC XST Retain

Equities post farm-down 24% 10% 40%

Dempsey 1.63$   0.37$   

 Total Risk Adjusted Value 0.22$   0.05$   

No of shares 92 182

No of Options 29 39

Current Price 0.155$ 0.040$ 

Discovery Leverage per share 1050% 926%

Source: Strachan Corporate

Dempsey Value Matrix  

Source: Strachan Corporate 
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Contact 
Peter Strachan:         Peter@stockanalysis.com.au 

Pex Publications:       oilinfo@pex.com.au 

     PO Box 813, Mt Lawley, WA 6929 
     Tel: 08 9272 6555 Fax: 08 9272 5556 

     Website:  www.stockanalysis.com.au 
       www.pex.com.au 

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. 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 ACE, SUN, RRL, AZZG modest holdings in HAV, RIC, IDR, SRI, ADX, OEL, COF, HZN, TAP, 

AWE, TSE, ANZ, PTM, WPL & AOC and larger holdings in CUE & FZR. 

mailto:pstrach@iinet.net.au
mailto:oilinfo@pex.com.au
http://www.pex.com.au/
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