Equity Research

Oil & Gas sectors

Dissemination: 18 Oct 2023

=, ¢
Tennyson

Block Energy (BLOE LN)

MARKET DATA

CODE BREAKERS

Bloomberg ticker BLOE LN
Share price p/shr 1.05
Target p/shr 4.0
TP upside % 281%
Shares out Million 724.7
Fd shares Million 888.1
Mkt cap USSm 9.6
EV usSm 9.0
DESCRIPTION

Block Energy is the largest oil and gas
company in the country of Georgia. The
company’s assets include 100% stakes in the
West Rustavi oil and gas field, as well as
licence XIB — historically Georgia’s most
productive licence, which has produced
over 180 mmbbls during Soviet ownership.
The asset base also includes wildcat
exploration opportunities, with multi-TCF
deep gas potential.

ANALYST

Block Energy is seemingly cracking the code to unlocking the substantial opportunity across
its vast acreage position in Georgia. Since listing on AIM c.5 years ago, the company has
enjoyed mixed successes at the drill bit. The company’s latest well however marks its third
success in a row, with its latest three wells flowing at initial sustained rates of c.344, 269 and
150 boepd, respectively. These wells are paying back over a period of around 3-8 months,
meaning that each successful well can have a snowball effect on group production and cash
flow. This ensures that at a minimum the company can be self-sufficient in its growth, with
discretionary cash becoming available for higher impact opportunities in due course. These
opportunities could include the appraisal and re-development of Block XIB — historically the
country’s most productive licence, and referred to by the Company as “Project 11” — or deep
gas appraisal drilling (Project Ill) which, having been confirmed by over 40 gas tests during
the Soviet period, is expected to offer multi-Tcf potential. Next year we forecast annual
EBITDA of US$6m, rising to US$S11m the following year as additional Project | development
wells come onstream. As discretionary cash flow builds, we see material catalysts added to
the near-term work programme, which should serve to reignite interest in the company. We
carry an updated 4.0p/shr target price, offering over 3x upside.

Figure 1: Summary financial forecasts

2023 2024 2025
Production boepd 591 653 1,089
Revenue usSm 10.9 12.1 18.9
Operating costs* UsSm (5.8) (6.1) (8.0)
EBITDA usSm 5.1 6.0 11.0
EV/EBITDA X 1.8x 1.5x 0.4x
Capex UsSm (5.0) (6.0) (6.0)
Free cash flow UsSm 0.1 0.0 5.0
Net cash (debt) UsSm 0.6 0.6 5.5
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Block has amassed the largest acreage position in Georgia, with 100% stakes in 4 PSCs, including
six oil and gas fields. The portfolio includes producing, development, appraisal and exploration
assets, which Block has pigeon-holed into four “Projects”. Project | is the development of the
main producing asset in the portfolio — the West Rustavi/Krtsanisi field. Since listing in late
2018, the company has drilled a number of successful development wells on the field, and
installed infrastructure including gas processing facilities. Project | sees the continual drilling of
low risk development wells, reinvesting cash flow to build production and provide the platform
for growth through the other projects. Project Il is the re-development of the Patardzeuli oil
field, which once produced 60,000 bopd during Soviet ownership and is estimated to contain
over 200 mmbbls of 2C resources. Project Ill is the appraisal of a number of legacy gas
discoveries, containing an estimated 860 Bcf 2C resources, and Project IV includes high impact
exploration of deep gas potential.

Project | — West Rustavi/Krtsanisi: A marked change in group production commenced over the
course of the first half of this year, with Block bringing onstream the development wells WR-
B01Za and WR-34Z, following on from last year’s successful JKT-01Z well. These wells were all
drilled on the West Rustavi/Krtsanisi field, and were the first drilled with the benefit of new 3D
seismic over the area. This new seismic has substantially improved subsurface imagery,
allowing for more accurate mapping of fracture zones in particular, which is key to reservoir
productivity. The latest three wells in this area have averaged initial production rates of 254
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boepd, and we would expect the next couple of wells in the drilling programme at least to be
broadly consistent in terms of productivity.

Block’s CPR on the Krtsanisi anticline assumed a total of five additional wells drilled in the area,
of which Block has now completed two. Assuming the programme continues to be followed,
Block’s next wells will include KRT-45Z, JKT-BB and WR-34_BS (see Figure 2, below). The CPR
assumed all five wells were drilled in quick succession, which contributed to total peak
production in H1 2023 at just under 900 bopd, plus 0.75 mmscf/d (c.125 boepd) associated gas.
Two wells in, Block is already at around 485 bopd plus ¢.150 boepd of gas, indicating that it is
well on track to surpass the 2P peak production outlined in the CPR. Furthermore, we believe
that, given the performance of JKT-01 and WR-B01Za to date there is a good chance that the
field performs closer to the 3P case, which sees oil production from a total of eight wells
peaking at a rate of just over 1,200 bopd.

Figure 2: CPR case drilling plan and oil production profile
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The core Krtsanisi area contains an estimated 3 mmbbls of 3P reserves according to ERCE, with
a further 19.5 mmbbls of 2C contingent resources across the rest of the West Rustavi field
based on an internal Block Energy estimate. This provides ample scope for continuous
development drilling in order to incrementally increase base production levels, above the CPR
reserve profiles outlined above. Block’s own internal forecasts suggest that under the full field
development scenario, production from West Rustavi is anticipated to continue growing over
the next seven or eight years, peaking at rates of over 3,000 bopd.

Project Il — Patardzeuli: The second leg to Block’s strategy is a redevelopment programme at
its Patardzeuli field, located in block XIB. Patardzeuli was developed by the Soviets in the mid-
1970s, with production growing steadily to a peak of just shy of 60,000 bopd in the early 1980s,
before declining rapidly — effectively to zero — over the course of just a couple of years. In total
Patardzeuli produced around 100 mmbbls before the collapse of the Soviet Union, with all
production coming from unsophisticated vertical wells, drilled without the benefit of modern
techniques and seismic. Logic dictates, therefore, that there are likely to be substantial volumes
remaining at Patardzeuli with the right re-development approach. Internally, Block has
quantified these remaining volumes at between 105 mmbbls and 320 mmbbls (1C-3C), with a
2C case of 201 mmbbls.

Since acquiring the asset from Schlumberger in 2019, Block has identified around 50 wells with
potential for re-entry and sidetrack, with a view to draining the voids left between production
wells. Because they are re-entries, drilling costs are expected to be modest, and well paybacks
fast. Accordingly, after a few successful wells the infill drilling campaign could quickly become
self-funding, with Patardzeuli effectively becoming a second development hub within Block’s
portfolio alongside West Rustavi. While group production is still modest, Block’s focus is on
Project | development drilling (i.e. the West Rustavi/Krtsanisi field). However as cash flow
builds, we expect Block to start to allocate capital towards Project Il development drilling.

Project lll — Lower Eocene and deeper gas appraisal: Underlying Block’s existing oil production
from Middle Eocene reservoirs in Projects | & Il is a significant gas resource contained within
Lower Eocene and Upper Cretaceous deposits. The gas is present across permits XIF & XIB and
has been confirmed by c. 40 gas tests during the Soviet period as well as more modern tests in
the early 2000s and the 2019 PAT-E1 test by Schlumberger.

Gas has been tested in each of the fields, often at high rates, but only limited production (in
the Samgori field as part of a Soviet era gas lift project) has been established. The reservoirs
are thick and extensive, with reservoirs being c.1km in thickness within some of the
accumulations. Block has been working on the gas potential of the licence for several years,
primarily through subsurface studies and seismic reinterpretation, and currently carries 860
BCF 2C contingent resources in the West Rustavi/Krtsanisi accumulation and the
Patardzueli/Samgori accumulation. An independent CPR by RISC Advisory has now been
commissioned which will provide independent validation and economic value of three
identified gas fields across XIF & XIB (West Rustavi-Krtsanisi-Rustavi / Patardzueli-Samgori /
Teleti).

We expect the CPR to be fundamental to a farm out process, which is likely formally commence
following the publishing of the report. A farm out would provide industry validation, as well as
an injection of capital to accelerate Project Il operations. Block, having inherited a significant
amount of Schlumberger work on the Project Il gas (including a conceptual field development
plan) believes that, as with Project I, the key to unlocking the gas resource will be to undertake
horizontal drilling into highly fractured parts of the reservoir.

Monetization of the gas resource will take place via a tie-in to the SOCAR/BP owned South
Caucuses pipeline which currently exporting gas from Azerbaijan to Turkey and onward to
Europe.
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Figure 3: Legacy gas wells blocks XIB and XIF
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Project IV — Deep gas exploration: There is also a potentially large deeper exploration play
covering a significant portion of Block’s acreage. Last year, Block signed a farm out agreement
with local operator Georgia Oil & Gas (GOGL). This deal saw GOGL acquire a 50% stake in a
portion of Block’s exploration acreage in return for US$3m of geological and geophysical
studies on the deep gas potential, including new 2D seismic. The Company is currently
progressing this project along with GOGL and we would expect an update on progress in due
course.

Cash flow forecasts and valuation — Our production profiles assume six new wells are phased
onstream over the course of the next two years. At an assumed average cost of US$2m per
well, these are comfortably funded through field cash flow. Our individual well profiles assume
average oil production of c.170 bopd in year one, declining relatively sharply over the first
couple of years before levelling out into the tail.

The result, as illustrated in our financial summary in Figure 4, is that we forecast in the region
of USS5m of operating cash flow this year, on EBITDA margins of around USS$24/boe. A
substantial portion of operating costs are fixed (we estimate corporate overheads of US$3m,
equivalent to around 50% of total cash costs), meaning that the forecast incremental increases
in production levels will disproportionally improve netback margins. Accordingly, at the end of
the six well program we have production peaking in 2025 at 1,089 boepd, generating USS11m
of EBITDA on margins of US$27.6/boe (net to Block’s 75% entitlement interest and based on
oil prices of US$79.5/bbl and a realized gas price of US$4/mcf).

At Block’s current share price of 1.05p/shr, the company is being valued on an enterprise value
of just USS9m (using our FYE23 estimate of net cash). Our FY23 forecast estimate EBITDA for
the year of US$5.1m therefore places the company on a FY23 EV/EBITDA multiple of 1.8x. This
multiple falls to 1.5x next year, as production builds to 653 boepd and EBITDA to US$6m, before
going below 1x in 2025.

The current share price, in our minds, undervalues Block’s prevailing production and cash flow
levels, and clearly ignores any value for future growth. Our target price of 4.0p/shr, set at our
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Figure #: Financial summary

Core NAV is conservatively based on the existing producing reserve base only, and even our
risked Total NAV of 18.4p/shr includes no value for contingent resources, or exploration
opportunities. Once the company is in a position to include firm plans for appraisal and
exploration activity (financed by cash flow, farm-out etc.) these can be added to our valuation
and target price, potentially triggering significant upgrades.

FYE 31ST DEC 2022 2023 2024 2025 2026
Oil production bopd 458 506 844 807
Gas production mmscf/d 0.8 0.9 1.5 1.4
Total production boepd 591 653 1,089 1,042
Entitlement interest % 75% 75% 75% 75%
Average realised price USS/boe 67.22 67.45 63.50 60.74
Revenue USSm 10.9 12.1 18.9 17.3
Operating costs ussSm (2.7) (3.0) (4.9) (4.7)
Unit opex USS/boe (12.7) (12.6) (12.4) (12.4)
G&A costs usSm (3.0) (3.0) (3.0) (3.0)
EBITDA usSm 5.1 6.0 11.0 9.6
EBITDA margin USS/boe 23.6 25.2 27.6 25.2
DD&A ussm (2.6) (2.8) (4.7) (4.5)
Profit before tax USSm 2.5 3.2 6.2 5.0
Income tax usSm - - - -
Net income usSm 2.5 3.2 6.2 5.0
Adjusted EPS (fully diluted) ¢/shr 0.22 0.27 0.54 0.44
Profit before tax USSm 2.5 3.2 6.2 5.0
Cash flow reconciliation usSm 2.6 2.8 4.7 45
Tax paid usSm - - - -
Net operating cash flow USSm 5.1 6.0 11.0 9.6
Cash flow margin USS/boe 305 32.5 356 325
Capex usSm (5.0) (6.0) (6.0) -
Free cash flow usSm 0.1 0.0 5.0 9.6
Movement of debt usSm 2.0 - - -
Net increase (decrease) in cash USSm 2.1 0.0 5.0 9.6
Net cash (debt) 0.6 0.6 5.5 15.1
Forecast EV ussm 8.9 8.9 4.0 (5.6)
P/E - fully diluted X 4.7x 3.8x 1.9x 2.4x
EV/EBITDA X 1.8x 1.5x 0.4x (0.6x)

Source: Tennyson Securities.
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Figure #: Valuation table

NET ASSET VALUE
Asset Net Unrisked Risked
mmboe US$/boe usSm p/share CoS usSm p/share
3P reserves (W. Rustavi) 3.4 14.4 48.4 4.3 100% 48.4 4.3
Add: net debt — YE23 0.6 0.0 0.6 0.0
Add: option proceeds 2.8 0.3 2.8 0.3
Deduct: G&A (3yr) (9.0) (0.8) (9.0) (0.8)
Core NAV 3.4 42.7 3.8 42.7 3.8
Upside (Block XIB 2P only) 60.6 10.8 653.3 58.4 25% 163.3 14.6
Total NAV 64.0 696.0 62.2 206.1 18.4
Valuation assumptions:
Brent: US$83.1/bbl FY23, US$83.3/bbl FY23, US$78.6/bbl FY24, US$75.1/bbl FY25 and US$65/bbl flat thereafter.
Domestic gas price: US$4/mcf flat.
Discount rate 10%.
1.26 US dollar / sterling.
724.7 basic shares, plus 163.8m dilutive options & warrants = 888.5m fully diluted.
Source: Tennyson Securities.
Figure #: Sensitivity table — Core and Upside NAV at various long term oil price assumptions (2027 onwards)
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Figure #: Tennyson production profile (annual and cumulative)
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DISCLAIMER

RECOMMENDATIONS HISTORY

Market index : FTSE AIM ENERGY
Date Market Share Target Opinion
Index Price Price
level (p) (p)
18 Oct 2023 703.86 1.05 4.0 BUY

RATINGS, CERTIFICATION AND DISCLOSURE
RATINGS SYSTEM
BUY: The stock is expected to generate absolute positive price performance of over 10% during the next 12 months.

HOLD: The stock is expected to generate absolute price performance of between negative 10% and positive 10% during the next 12
months.

SELL: The stock is expected to generate absolute negative price performance of over 10% during the next 12 months.
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INVESTMENT ANALYST CERTIFICATION

All research is issued under the regulatory oversight of Tennyson Securities, a trading name of Shard Capital Partners LLP (“Shard
Capital”).

Each Investment Analyst of Tennyson Securities whose name appears as the Author of this Investment Research hereby certifies that
the recommendations and opinions expressed in the Investment Research accurately reflect the Investment Analyst's personal,
independent and objective views about any and all of the Designated Investments or relevant issuers discussed herein that are within
such Investment Analyst's coverage universe.

INVESTMENT RESEARCH DISCLOSURES 1,2,3,4,10,11,12

The following disclosures relate to this document:
1. This is a commissioned or a non-independent research note/comment.

2. In the past 12 months Tennyson Securities or its affiliates have had corporate finance mandates or managed or co-managed
a public offering of the relevant Issuer's securities or received compensation for corporate finance services from the relevant
Issuer, excluding acting as a corporate broker, on a retained basis, for the relevant issuer.

3. Tennyson Securities expect to receive or intend to seek compensation for corporate finance services from this company in
the next 6 months, excluding acting as a corporate broker, on a retained basis, for the relevant issuer.

4, The Investment Analyst or a member of the Investment Analyst's household has a long position in the shares or derivatives
of the relevant issuer.

5. The Investment Analyst or a member of the Investment Analyst's household has a short position in the shares or derivatives
of the relevant issuer.

6. At the date of production Tennyson Securities or its affiliates have a net long position exceeding 0.5% of the issued share
capital of the relevant issuer.

7. At the date of production Tennyson Securities or its affiliates have a net short position exceeding 0.5% of the issued share
capital of the relevant issuer.

8. As of the month end immediately preceding the date of publication of this report, or the prior month end if publication is
within 10 days following a month end, Tennyson Securities and/or its affiliates beneficially owned 5% or more of any class of
common equity securities of the relevant issuer.

9. A senior executive or director of Tennyson Securities, or a member of his / her household, is an officer, director, advisor, or
board member of the relevant issuer and/or one of its subsidiaries.

10. Tennyson Securities acts as corporate broker, on a retained basis, for the relevant issuer.
11. This research note has been seen by the relevant issuer to review factual content only prior to publication.
12. Factual changes have been made by the relevant issuer prior to the distribution of this note/comment.

The Investment Analysts who are responsible for the preparation of this Investment Research are employed by Tennyson Securities,
a trading name of Shard Capital Partners LLP (“Shard Capital”), a securities broker-dealer. The Investment Analysts who are
responsible for the preparation of this Investment Research have received (or will receive) compensation linked to the general profits
of Tennyson Securities. A copy of Shard Capital’s Conflicts of Interest Policy can be obtained from the Compliance Department by
emailing compliance@shardcapital.com

For the valuation methodology and investment risks, please contact the primary analyst directly.
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IMPORTANT INFORMATION

ISSUED BY TENNYSON SECURITIES, A TRADING NAME OF SHARD CAPITAL PARTNERS LLP, WHICH IS AUTHORISED AND
REGULATED BY THE FINANCIAL CONDUCT AUTHORITY (FRN: 538762). A MEMBER OF THE LONDON STOCK EXCHANGE

© Tennyson Securities. All rights reserved. Any unauthorised use or distribution is strictly prohibited. This document has been
prepared and issued by Tennyson Securities or its associated companies and has been approved for publication in the United Kingdom
by Tennyson Securities, a trading name of Shard Capital, which is authorised and regulated by the Financial Conduct Authority (FRN:
538762). Neither the information nor the opinions expressed in this document constitute or intend to be an offer, or a solicitation of
an offer, to buy or sell relevant securities (i.e. securities mentioned herein and options, warrants, or rights to or interests in any such
securities). The information and opinions contained in this document have been compiled from and based upon generally available
information which Tennyson Securities believes to be reliable but the accuracy or completeness of which cannot be guaranteed. All
comments and estimates given are statements of Tennyson Securities or an associated company’s opinion only and no express or
implied representation or warranty is given or to be implied therefrom. All opinions expressed herein are subject to change without
notice. This document does not take into account the specific investment objectives, financial status, attitude to risk or any other
specific matters relevant to any person who receives this document and should therefore not be used in substitution for the exercise
of judgment by such person. Tennyson Securities nor any associated company accepts any liability whatsoever for any direct or
consequential loss arising from the use of its research publications save where such loss arises as a direct result of Tennyson Securities
or an associated company’s negligence. The value of the securities and the income from them may fluctuate. It should be remembered
that past performance is not a guarantee of future performance. Investments may go down in value as well as up and you may not get back
the full amount invested. Research publications are issued by Tennyson Securities or an associated company for private circulation to
eligible counterparties, professional clients and professional advisers, (“its clients”), and specifically not to private or retail clients.
Moreover, this document is not directed at persons in any jurisdictions in which Shard Capital is prohibited or restricted by any legislation or
regulation in those jurisdictions from making it available. Persons into whose possession this document comes should inform themselves
about, and observe, any such restrictions. They may not be reproduced, distributed or published by you for any purpose except with
Tennyson Securities’ express written permission. Tennyson Securities, an associated company, or their employees and officers may
have a holding (long or short) in an investment which it knows will be the subject of a published research.

Recommendation to clients. It may also have a consulting relationship with a company being reported on. Tennyson Securities or an
associated company may also act as agent of its clients and may have or have undertaken transactions in investments covered by this
document prior to your receipt of it. Additional information on the contents of this report is available on request. Tennyson Securities
and its affiliates may collect and use personal data that they receive by any means. Tennyson Securities will only use such data in
accordance with the Data Protection Policy, a copy of which can be found at www.shardcapital.com

IN THE UNITED STATES

Tennyson Securities, a trading name of Shard Capital, is not a registered broker-dealer in the United States and, therefore, is not
subject to U.S. rules regarding the preparation of research reports and the independence of research analysts. This report is provided
for distribution to major U.S. institutional investors ONLY in reliance on the exemption from registration provided by Rule 15a-6 of
the US Securities Exchange Act of 1934, as amended (the “Exchange Act”) and interpretations thereof by the U.S. Securities and
Exchange Commission (“SEC”).

MAJOR U.S. INSTITUTIONAL INVESTORS

The Information being furnished is for distribution to “Major U.S. Institutional Investors” within the meaning of Rule 15a-6 of the U.S.
Securities and Exchange Commission under the U.S. Securities Exchange Act of 1934.

By accepting this document, the recipient agrees to the foregoing disclaimer and to be bound by its limitations and restrictions.
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