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Ops update drives NAV upgrade
A positive ops update from Savannah Energy demonstrates continued
impressive progress in Nigeria with record cash collections and production,
additional cost reductions and declining net debt. It has also revised favourably
one of its gas sales agreements, which is accretive to short and medium-term
cash flow. Our risked-NAV and price target rise 6% as a result, to 52p/sh.
 Record cash collections. Solid progress continues in Nigeria with cash collections
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for the 11 months to end-November of US$164m, up 32% y/y, and management
reiterating its 2020 total revenue guidance of US$200m+. Cash at end-November
stood at US$96m with net debt of US$420m, a further improvement on the US$85m
and US$427m reported respectively at end-August. Admin and opex guidance was
cut another US$25m, from US$68-72m to US$43-47m. Capex is also coming down,
from “up to US$45m” to US$8-10m due to rescheduling and the deferral of a new
Uquo gas well. Accugas compression has been accelerated to early 2021.
 Favourable gas contract revision. A revised GSA has been agreed with Lafarge
Africa on favourable terms, establishing a more sustainable long-term contractual
position. The daily contracted quantity is reduced from 38.7 to 24.2 mmcfd, which is
offset by a higher gas price until 2027 of US$7.5/mcf, up from US$5/mcf, plus a
US$20m upfront payment. The contract is also extended five years to January 2037.
 The reduced DCQ frees up 12 mmcfd of processing capacity at Accugas, which can
be used for future customers. The revised structure will allow Lafarge to utilise its
US$58m accumulated make-up gas balance on an accelerated basis and will
continue to be covered by an investment grade bank guarantee. Accugas’ aggregate
maintenance-adjusted take-or-pay volume reduces from 141.4 mmcfd to 131.8
mmcfd, but it continues to move towards the start-up of new gas sales to FIPL, while
another GSA is being finalised with a significant new industrial customer.
 Estimates and price target increased. Factoring the revised gas contract and lower
cost guidance into our estimates raises our 2020 EBITDA forecast by 16% to
US$154m. Lower 2020 capex, alongside the US$20m upfront cash payment, also
drives a sharp increase in our end-2020 cash forecast, which rises from US$30m to
US$95m. For 2021, lower Lafarge gas contract volumes are mostly offset by the
higher gas price, but our EBITDA forecast is cut 7% to US$154m. Rescheduling and
the acceleration of the Accugas compression result in 2021 capex rising to US$78m,
but year-end net debt still falls to US$374m. All else equal, our risked-NAV and price
target rise 6% from 49p to 52p/sh.
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Financial and ops update
Record Nigerian cash collections
Savannah continues to deliver solid progress in Nigeria with cash collections for the 11
months to end-November of US$164m, up 32% y/y. Further significant cash inflows are
expected in the coming weeks and management is reiterating its 2020 total revenues
guidance of US$200m+.
At the end of November, the balance sheet had improved further. Cash had risen to
US$95.6m from US$84.7m at the end of August, with net debt reducing to US$419.7m
from US$426.8m over the same period. We expect this trend to continue.
Cost performance remains strong with 2020 Group admin and operating cost guidance
reduced by another US$25m, from US$68-72m to US$43-47m. Capex is also coming
down, from “up to US$45m” to US$8-10m, but this is due to activity rescheduling and the
deferral of a new Uquo gas well. The Accugas compression project has been accelerated
to early 2021.
Favourable gas contract revision
A revised gas sales agreement (GSA) has been agreed with Lafarge Africa on favourable
terms, establishing a more sustainable long-term contractual position. The daily contracted
quantity (DCQ) is reduced from 38.7 to 24.2 mmcfd, but this is offset by a higher gas price
until 2027 of US$7.5/mcf, up from US$5/mcf, plus a US$20m upfront payment. The
contract has also been extended five years to January 2037.
As a result, Accugas’ current aggregate maintenance-adjusted take-or-pay volume
reduces from 141.4 mmcfd to 131.8 mmcfd, but the reduced DCQ frees up 12 mmcfd of
previously reserved processing capacity at Accugas, which can be used for future
customers.
Savannah also continues to move towards the start-up of new gas sales to First
Independent Power Ltd. (FIPL), while another GSA is being finalised with a significant new
industrial customer.
The revised structure will allow Lafarge to utilise its US$58m accumulated make-up gas
balance on an accelerated basis and will continue to be covered by an investment grade
bank guarantee.
Production target trimmed
Gross Nigeria production to end-November averaged 19.2 kboepd (88% gas), slightly
down from 21.3 kboepd in H1 2020 due to higher customer maintenance downtime, which
is outside of Savannah’s control.
Greater coordination of maintenance with Savannah’s customers should prevent this in
the future and volumes have normalised since, with November averaging 21.8 kboepd.
Nevertheless, 2020 production guidance has been trimmed from 21-23 kboepd to 19-20
kboepd, although this does not affect revenues due to the contract take-or-pay provision.
The flip side of this is higher longer-term volumes and visibility as a result of the five-year
extension to the Lafarge contract to 2037.
In Niger, an Early Production System on its R3 East development before end-2021
continues to progress, subject to market conditions and financing.
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Estimate and NAV changes
Factoring the revised Lafarge Africa GSA and lower cost guidance into our estimates
results in our 2020 EBITDA forecast rising 16% to US$154m. Cash flow from operations
increases by 18% to US$144m.
Lower 2020 capex expectations, alongside the US$20m upfront cash payment from
Lafarge Africa, drive a sharp increase in our end-2020 cash forecast, which rises from
US$30m to US$95m. This leaves end-2020 net debt at ~US$400m.
Figure 1: Savannah Energy estimate changes
FY estimates (December yr end)
Gross Production
Revenue
Defrerred revenue
Total Revenue
Cost of sales
Gross Profit
EBITDA
EBIT
Adjusted net profit
CFFO
Capex
Period-end cash
Period-end debt

boepd
US$m
US$m
US$m
US$m
US$m
US$m
US$m
US$m
US$m
US$m
US$m
US$m

New

2020
Old

% Chg

New

2021
Old

% Chg

19.3
152.2
56.8
209.1
-74.6
77.6
154.3
61.9
-8.5
144.1
-9.0
94.5
492.7

20.8
169.0
39.1
208.2
-94.9
74.2
132.6
56.4
-13.0
122.4
-32.0
29.8
492.7

-7%
-10%
45%
0%
-21%
5%
16%
10%
-35%
18%
-72%
217%
0%

24.9
177.5
37.7
215.2
-88.7
88.8
154.1
76.5
17.8
150.7
-77.6
77.2
450.8

26.5
183.8
39.0
222.8
-89.2
94.5
164.9
82.2
21.6
160.8
-57.6
42.6
450.8

-6%
-3%
-3%
-3%
-1%
-6%
-7%
-7%
-18%
-6%
35%
81%
0%

Source: finnCap

For 2021, the changes are smaller. The lower Lafarge gas contract volumes are mostly
offset by the higher gas price, but revenue falls 3% to US$215m and EBITDA by 7% to
US$154m.
Capex rescheduling and the deferral of the Uquo gas well into 2021, alongside the
acceleration of the Accugas compression facilities, result in 2021 capex rising to US$78m.
We estimate this leaves end-2021 cash of US$77m, with net debt falling to US$374m.
All else equal, our risked-NAV and price target rise 6% from 49p to 52p/sh. It must be
stressed that our NAV still does not factor in any additional gas contracts beyond the
current three take-or-pay contracts. With first gas deliveries under the new FIPL contract
expected to start next year and another gas sales agreement with a significant new
industrial customer being finalised, our NAV is still biased higher.
Figure 2: Savannah Energy net asset value
Net Asset Valuation

Net interest

Net WI reserves

EV/bbl

%

mmboe

US$/boe

Net cash / (debt)
G&A (3 years)

Unrisked NPV
US$m

p/sh

-442.1

-34.1

Geological

Commercial

Risked dry hole

CoS

CoS

US$m

Risked NPV
US$m

p/sh

-442.1

-34.1

-36.0

-2.8

-36.0

-2.8

677.4

52.3

677.4

52.3

Accugas (TOP case)

80%

Nigeria - Stubb Creek 2P reserves

51%

7.0

7.2

50.6

3.9

100%

100%

50.6

3.9

Nigeria - Uquo 2P reserves

80%

66.5

3.7

245.1

18.9

100%

100%

245.1

18.9

494.9

38.2

494.9

38.2

Core value:
Contingent resource:
Nigeria - Stubb Creek 2C reserves

51%

23.6

0.9

21.7

1.7

75%

100%

1.9

14.4

1.1

Nigeria - Uquo 2C reserves

80%

9.7

2.1

20.1

1.6

75%

100%

3.0

12.1

0.9

Niger - R3 East

95%

33.3

3.3

110.2

8.5

100%

75%

646.9

49.9

Core + contingent value:

4.9

82.6

6.4

604.0

46.6

Prospectice resource:
Nigeria - Stubb Creek prospective resource

51%

7.1

0.6

7.7

0.6

50%

100%

3.8

0.0

0.0

Nigeria - Uquo prospective resource

80%

77.2

1.6

120.5

9.3

41%

100%

7.1

42.0

3.2

Niger - prospective resources (10 well programme)

95%

76.0

3.2

239.8

18.5

50%

50%

33.3

26.7

2.1

368.0

28.4

44.2

68.7

5.3

1,015.0

78.4

49.1

672.8

51.9

Prospective value:
Total: Core + contingent + prospective value:

Source: finnCap
Discounted to 1/1/20 @ 10%.
Assumes long-term Brent oil price of US$50/bbl.
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* finnCap is contractually engaged and paid by the issuer to produce this material on an ongoing
basis and it is made available at the same time to any person wishing to receive it.
A marketing communication under FCA Rules, this document has not been prepared in
accordance with legal requirements designed to promote the independence of investment
research and is not subject to any prohibition on dealing ahead of the dissemination of
investment research.
This research cannot be classified as objective under finnCap Ltd research policy. Visit
www.finncap.com
The recommendation system used for this research is as follows. We expect the indicated target
price to be achieved within 12 months of the date of this publication. A ‘Hold’ indicates expected
share price performance of +/-10%, a ‘Buy’ indicates an expected increase in share price of more
than 10% and a ‘Sell’ indicates an expected decrease in share price of more than 10%.
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