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Jupiter Energy (JPR) offers investors significant exploration upside
from a high quality asset in the prolific Mangistau Basin in
Kazakhstan. The company has a line-up of high impact catalysts
expected in the near term with results from two exploration wells by
year end. Our valuation suggests that the stock has been
significantly undervalued, with the market heavily risking the value/b
potential of JPR.
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With current EV of ~$73 mm, we believe the market is pricing in
the company's 2P reserves of 24.2 mmb at $3.0/b. This compares
to average historical acquisition metrics of $5-7/b and our
valuation of $6.3/b (NPV10) from the Block 31 field model. Hence,
we believe investors are getting 2P barrels at a steep discount
and the remaining potential prospectivity on the block of ~100
mmb "for free". We are initiating coverage on JPR with a 78p
/A$1.18 12-month target price and a BUY recommendation.
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INVESTMENT SUMMARY
Jupiter Energy (JPR AU/ JPRL LN) is a dual-listed company (AIM and ASX) focused
on production, development and exploration activities in Block 31 (JPR 100%) in the
prolific Mangistau Basin of Kazakhstan. Located in what is known as the oldest oil
province in the country with major discoveries such as the Uzen oil & gas field (~1.2
bnb of 2P reserves, CPR Dec/10) and the Zhetybai gas condensate field (~1 bnb),
JPR's asset, Block 31, covers an area of ~123 sq km and is surrounded by existing
fields with proven prospectivity. The whole block is covered with 3D seismic, and to
date JPR has drilled four wells with all four proving to be commercial discoveries.
The company booked 2P reserves of 24.2 mmb (based on the first two wells,
Senergy CPR as of 9 May/11) and now has a producing field, Akkar East, in Block
31.
Exhibit 1: Block 31 location in Kazakhstan

Source: JPR

We believe Block 31 provides further significant exploration upside, and
management are estimating that it holds ~100 mmb of prospective resources (internal
estimates) in addition to already certified 2P reserves of 24.2 mmb and ~18 mmb of
possible reserves and resources. Two wells are planned in H2/12 in the southern part
of the block targeting ~10 mmb each, with the J-55 exploration well currently drilling
and the J-58 well scheduled for mid Oct/12. An updated CPR is expected to be
finalized in Q1/13 based on results of all 6 wells drilled on Block 31 and we anticipate
that the new CPR will see an increase in 2P reserves and resources.
JPR started generating revenue this year and it plans to have all four wells on
trial production licence by year-end. JPR anticipates a step-up in revenues and to
exit 2012 with domestic sales of ~1,400 b/d. Currently JPR is producing ~400 b/d
from one well, J-52, as the J-51 well (~600 b/d) has been recently shut in and is
awaiting trial production licence approval as per routine government requirements.
The remaining two wells, J-50 and J-53 (rates to be confirmed), are scheduled for
planned workovers in Q3-Q4/12. The company plans to export production by 2015
and we believe will need to raise more funds to invest in infrastructure development
and further drilling.
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JPR has a very clear strategy of value crystallization: the company wants to grow
its reserve base further, unlock the prospectivity that has been outlined, bring its asset
to an export-ready stage, and then sell it to a potential buyer at a premium.
Management believes they can bring the asset to a desirable acquisition value in a
three- to five-year horizon.
Our valuation suggests that the stock is significantly undervalued with the market
heavily risking the value/b potential of JPR. With current EV of ~$73 mm, we believe
the market is pricing in the company's 2P reserves of 24.2 mmb at $3.0/b. This is in
comparison with the average historical acquisition metrics of $5-7/b and our valuation
of $6.3/b (NPV10) which is based on the field model for Block 31 and incorporates the
current fiscal terms. Hence, we believe investors are getting 2P barrels at a steep
discount and the remaining prospectivity on the block "for free".
See exhibit below for our scenario analysis of the likely transaction value for JPR,
depending on the level of 2P reserves at the time.
Exhibit 2: Value crystallization strategy: likely scenarios

Base case NAV
Shares, mm
Current Market Cap, $ mm
Current 2P
$/b, 2P
GMP Valuation of 2P reserves only, $ mm
GMP Valuation of 3P and selective prosp. resources

156.4
75.7
24.2
3.1
141.7
200.4

Scenario 1: 40 mmb of 2P, assuming brought to export stage
Shares, mm
220.0
Increased 2P
40.0
$/b, 2P
6.0
Potential Market Cap, $ mm
240.0
Discounted potenital value, $ mm @10%, 2 years
198.3
Scenario 2: 60 mmb of 2P, assuming brought to export stage
Shares, mm
220.0
Increased 2P
60.0
$/b, 2P
6.0
Potential Market Cap, $ mm
360.0
Discounted potenital value, $ mm @10%, 2 years
297.5
Scenario 3: 80 mmb of 2P, assuming brought to export stage
Shares, mm
220.0
Increased 2P
80.0
$/b, 2P
6.0
Potential Market Cap, $ mm
480.0
Discounted potenital value, $ mm @10%, 3 years
360.6

Share price

31p

A$0.50

Target price

78p

A$1.18

Share price

56p

A$0.86

Share price

85p

A$1.28

Share price

102p

A$1.56

Source: GMP, JPR

We have provided an analysis of historic deals in Kazakhstan that indicates that most
of the transactions fall in the range of $5-7/b of 2P reserves, which gives an average
metric of ~$6/b (see page 25). One such example is Nelson Resources, a TSX-listed
company with assets in the Mangistau and Pre-Caspian basins, which was led by Mr
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Baltabek Kuandykov (who is on the board of JPR) and was sold in 2005 to Lukoil at
~$7/b.
Buyers of E&P assets in Kazakhstan include Western firms (Chevron, Eni),
Chinese (CNPC, Sinopec), Russian (Lukoil), Korean (KNOC, LG), Indian (ONGC,
GAIL India) and other companies. There is good demand for oil and gas assets
(mostly oil) that are producing and offer reasonable upside, are located close to
existing infrastructure and have a "clean" ownership structure (i.e. no debt attached,
100% interest, etc.). JPR's Block 31 fits this description perfectly, and with
management's plans to further de-risk the asset and invest in infrastructure
development, we believe there will be buyers interested in acquiring it. We expect that
the most natural buyers would be Chinese investors given that they already own
several E&P assets nearby, including the neighboring Akkar North field.
We believe that the company remains undervalued partly because of its
location. Kazakhstan, often lumped together with the rest of the FSU countries, tends
to be associated with higher risks in the investment community relative to other
developing countries; however, this view is not always justifiable. Most of the risks
associated with investing in Kazakhstan are so-called overground risks, mainly of the
political and execution variety. While we recognize the challenges of doing business
in Kazakhstan, we believe it is important to think of these risks in the context of each
individual company and weigh them against the strength and experience of the
management team. Strong in-country relationships, a track-record of value creation
and an understanding of the business environment in the FSU region will be the
factors that will differentiate the "bad apples" from the good ones. In this report we
provide an analysis of investment positives and investment risks for Kazakhstan
attempting to shed more light on this region which is often perceived as higher risk.
We also justify the use of a 10% discount rate to value JPR as opposed to higher
discount rates (usually 12%-15%) used to value the companies with assets in
Kazakhstan (for more information please see page 24 and page 31).
With an upside of 152% to our NAV base case valuation, we initiate coverage on
Jupiter Energy with a 78p /A$1.18 12- month target price and a BUY
recommendation. We believe JPR is well positioned to grow organically and prove
up the exploration upside it has identified in Block 31. Establishing an experienced
local team and strong in-country relationships is one of the critical factors of
successful operations in Kazakhstan and JPR has recognized the need early on to
assemble a strong local team with extensive industry knowledge. The company also
enjoys the backing of strategic investors such as Waterford Group (Waterford) and
Soyuzneftegas Capital (SNG) which understand the nuances of developing a
successful oil production business in Kazakhstan and have a three- to five-year view
on their investment in JPR. They provide financial and operational support and are
fully onside with the company's strategy to crystallize value through a potential sale.
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TOP 3 CATALYST EVENTS AND TOP 3 RISKS
Over the next 12 months we believe the following events are the most important
catalysts for investors to focus on and are events which could potentially drive
valuation levels forward. Of course, JPR’s longer-term endgame is to crystallize
value through a potential sale in a three- to five-year horizon.
Significant Exploration Upside - 2 wells in H2/12 and more wells expected next
year to unlock Block 31's full potential. In addition to its 2P reserves of 24.2 mmb,
3P of 32.1 mmb and prospective resources (P50) of 9.9 mmb in the Akkar East field
on Block 31 (Senergy CPR May/11), JPR is targeting upside of ~40 mmb (internal
estimates) in the Block 31 extension to the south of Akkar East on the block. The
extension is covered by existing interpreted 3D seismic and JPR identified at least 3
leads with 2 exploration wells expected to be drilled in H2/12 - J-55 (currently drilling)
and J-58. With the exploration licence approved until Dec/14 and a ~A$11.6 mm
rights issue completed, JPR is set to explore the extension area for more upside.
On 6 Aug/12, JPR spudded the J-55 well and it is anticipated that the well will take
~60 days with results expected early to mid October. This well could be
transformational if successful, adding up to 10 mmb of potential reserves and also
opening up the southern extension of the block for future drilling.
Given that the current 3P reserves and prospective resources combined amount to
~42 mmb and are based on the well data from J-50 and J-52 only (note JPR has
drilled J-51 and J-53 since then), we believe with encouraging results from J-55 and
J-58, the story may move to ~60 mmb of reserves and resources over the whole
extended area (see Exhibit 3). According to JPR's internal estimates the whole
southern structure (Block 31 extension) could contain ~40 mmb, thus if JPR drills
more wells in 2013/14, the story may move to ~80 mmb of reserves and resources
over the whole extended area.
But the southern extension is not the only upside for JPR. To the north of the Akkar
East field JPR plans to drill J-54 which is internally estimated to target ~40 mmb and
to the east of the Akkar East field there is also a prospect (East Akkar Extension
prospect) which is internally estimated to target ~20 mmb. To summarize, combined
prospectivity (in addition to existing certified reserves and resources of ~42 mmb) is
~100 mmb over the southern extension, the northern and eastern parts of the Block
31.
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Exhibit 3: Block 31

Source: JPR, GMP

Updated CPR, Q1/13 - anticipated increase in reserves and resources. Updated
CPR is planned to be finalized in Q1/13 based on results of all 6 wells drilled on
Block 31; by that time, namely, J-50, J-51, J-52, J-53, J-55 and J-58. We note that
the current reserves and resources certified by Senergy on 9 May/11are based only
on the first two wells, J-50 and J-52. Since then JPR drilled J-51 and J-53 wells. We
anticipate that the new CPR which will be based on all 6 wells (including J-55 and J58) will see an increase in 2P reserves and resources. Additionally, we note that the
Kazakh Government approved a reserves report using the Russian GOST guidelines
following the first four wells certifying 37 mmb of C1+C2 reserves. However, we
caution against drawing any direct parallels between the two different systems of
reserve certification.
With current EV of ~$73 mm, we believe the market is pricing in the company's 2P
reserves of 24.2 mmb at $3.0/b. This is a steep decline compared to the recent
acquisition metrics of $5-7/b and our valuation of $6.3/b. Hence, we believe investors
are getting 2P barrels at a steep discount and the remaining prospectivity on the
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block "for free". We believe that with the new updated CPR the market will get further
confirmation of the potential on the block.
Start of trial production from J-51 & J-53, late Q4/12 - potential step up in
production and revenues. The company has to date drilled four wells with
producing zone in Triassic, allowing for the booking of 24 mmb of 2P reserves
attributable to the Akkar East field. Two of them, J-50 and J-52, were approved for
trial production; the TPL applications for J-51 and J-53 have been lodged and JPR
expects approval to come through by the end of Q4/12. With all four wells on TPL by
year-end, JPR anticipates a step-up in revenues and to exit 2012 with domestic sales
of ~1,400 b/d. Given workovers on J-50 and remedial work on J-53 (rates to be
confirmed), as well as a planned shut-in of J-51 (~600 b/d; awaiting TPL approval),
production is currently running at ~400 b/d and this is all coming from J-52.
In order for JPR to move from trial production licence (and domestic sales) to full
production licence (and export sales), it will need to advance the Akkar East field's
infrastructure to the level required for production licence to be approved (for more
details on TPL see Fiscal Terms, page 16). The company plans to further invest ~$40
mm in order to bring the asset to export-ready stage by 2015 and start benefiting
from international oil prices and higher netbacks. We believe exporting production
also improves the company's chances to get a higher bid if and when it becomes a
takeover target.
Other investment highlights include:
Strong support from substantial shareholders. Waterford and SNG are
strategic investors who understand the nuances of developing a successful
oil production business in Kazakhstan and have a three- to five-year view on
their investment in JPR. They provide financial and operational support and
are fully onside with the company's strategy to crystallize value through a
potential sale.
Experienced board with strong in-country relationships. JPR
recognized early on that in order to successfully operate in Kazakhstan,
both a capable local team and a board with strong in-country relationships
are highly necessary. With some key people on the Board of Directors
providing in-country relationships, the CEO's hands-on approach to
management and an almost entirely local workforce, we believe JPR is well
positioned to continue to operate effectively in Kazakhstan.
Encouraging geology so far. The whole block including the extended area
is covered with existing 3D seismic. The block is surrounded by a number of
producing fields: the Akkar North field to the north, the North West Zhetybai
to the west and large producing fields like Zhetybai and Uzen further to the
south east. All four wells drilled on the block to date are commercial
discoveries with production from the Triassic. Hydrocarbons were also
identified in the Jurassic but have yet to be tested.
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In our opinion the top three risks facing the company in the next six months are the
following:
Exploration Risk. Exploration risk although common to all E&Ps differs depending
on the geology, technology and experience. The geology in which JPR operates is
not "frontier" geology as the Mangistau basin is a proven basin and Block 31 is
surrounded by a number of producing fields. JPR has to date drilled four wells that
were declared as commercial discoveries.
Operational Delays. Potential operational risks related to testing can cause delays
which lead to cost overruns and/or less than expected production rates that may
impact the company's value. Additionally, delays can occur because of bureaucratic
hurdles, e.g. when applying for government approvals. However, we believe that JPR
has enough experience of operating in Kazakhstan and has assembled a strong
management team in order to deal with operational issues in a timely manner.
Country Risk. JPR's asset is located in Kazakhstan and it is therefore susceptible to
country-specific risk factors, such as political, social and economic instability (see
Kazakhstan: Investment Risks section of this report for more details, page 31).
For a list of generic oil and gas industry risks please see the last section (Risks) of
this report.
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COMPANY OVERVIEW
Company History
Jupiter Energy is a dual-listed company (AIM and ASX) focused on production,
development and exploration activities in its wholly owned asset Block 31 in the
Mangistau Basin of Kazakhstan.
In Jun/08 JPR completed its purchase of Block 31 located in the Mangistau
Basin of western Kazakhstan. The purchase was funded through a A$7.6
mm capital raising in May/08.
Original contract area of Block 31 was ~105 sq km. After extending it to
~133 sq km in 2008, JPR relinquished ~70 sq km in 2010 based on 3D
seismic data. The new area of ~63 sq km was extended in 2011 to the
current ~123 sq km (this extension is referred to as 'Block 31 extension').
The company is also considering a new extension application post the
results of the J-55 well.
In Sept/08 JPR commenced the shooting of 3D seismic and in Oct/08, JPR
purchased an additional ~28 sq km of acreage (covered by 3D) situated
between JPR's initial exploration permit, Block 31, and the existing North
West Zhetybai oil field (for more information on Block 31 please see the
Asset Overview: Block 31, page 35).
During 2008 JPR expressed interest in purchasing the neighbouring North
West Zhetybai field to build up a contiguous area that they believed was
prospective. The company has done a lot of work to gain an understanding
of the geology and future prospectivity of the North West Zhetybai area. The
transaction was valued at $5/b of 1P reserves of ~4.4 mmb. However, due
to the global financial crisis and inability to access funds, JPR was not able
to proceed with the planned acquisition.
In May/09 JPR decided to re-enter the NWZ 2 well which was first drilled in
Soviet times and encountered 30 m of reservoir sand and flowed at ~17 b/d.
In Nov/09 the well confirmed the presence of hydrocarbons in the Jurassic
XIII interval, and oil samples were gathered. The company suspended the
well to get a better understanding of the Jurassic zone from upcoming
exploration.
Between 2009 and 2012, JPR drilled four wells that were commercial
discoveries in the mid-Triassic zone (J-50 in 2009, J-52 in 2010, J-51 in
2011 and J-53 in 2012). The Jurassic interval was also encountered in
some of the wells but was not tested, though the potential remains for this
horizon to be re-evaluated in future. All four wells were flow tested from the
mid-Triassic horizon, and two of them are on trial production. In May/11,
Senergy published a CPR certifying 32.1 mmb of 3P reserves and 9.9 mmb
of prospective resources attributable to the Akkar East field on Block 31 (for
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more information on the wells please see the Asset Overview: Block 31,
page 35).
In Aug/10 Waterford and SNG both became cornerstone strategic investors
by way of a placement and the underwriting of a rights issue taking 27% and
5% stakes respectively in JPR, which have since been increased to ~30%
(Waterford) and ~20% (SNG). In Jul/12 JPR announced a rights issue to
raise ~A$11.6 mm (before costs) which was jointly underwritten by
Waterford and SNG. This was followed by the conversion of $3.45 mm of
convertible notes held by SNG to equity (for more details please see the
Shareholders and Capitalisation, page 12).
In Nov/11 JPR's entire issued share capital was admitted to trading on the
AIM market of the London Stock Exchange under the ticker 'JPRL'.
In Aug/12 JPR spudded the J-55 exploration well located in Block 31
extension, which was granted in Jul/11 and brought Block 31's total area to
123 sq km. This well, if successful, will provide encouragement for the
extended area which may contain up to 20 mmb (internal estimates) with
three leads identified.
Exhibit 4: Share Price History

$1.6

4.5

20-Apr-10 J-50 well hits 43 m
net pay and JPR completes a
A$6.5m placement

$1.4

04-Jan-11 J-52 well finds
~60 m of net pay

$1.2

7-Jun-12 J53 well frac
propagates below OWC,
workover required

2.5

$0.8

2.0

$0.6

1.5
19-May-08 JPR raises
$7.6 mm

$0.2

1.0
5-Apr-11 2P reserves
increased to over 24 mmb

6-Aug-12 exploration well J-55 in
Block 31 extension started drilling

0.5

$0.0
0.0
Apr-08 Aug-08 Dec-08 Apr-09 Aug-09 Dec-09 Apr-10 Aug-10 Dec-10 Apr-11 Aug-11 Dec-11 Apr-12 Aug-12

Source: JPR, GMP, Factset
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Shareholders and Capitalisation
JPR is supported by two major shareholders who have taken strategic positions in the
stock and have supported the story both financially and operationally since 2010.
Exhibit 5: Top 12 Shareholders and Free Float

1
2
3
4
5
6
7
8
9
10
11
12

Waterford Petroleum Ltd.
Soyuzneftegas Ltd.
Trans Pacific Option Pty Ltd.
Mr Geoff Gander
Slade Technologies Pty Ltd.
Mr Alastair Beardsall
Glennbrown Pty Ltd.
FIL Investments International
Mr Erkin Svanbayev
Mr Athol James
Domson Pty Ltd.
BlackRock Investment Management (UK) Ltd.
Total

Shares held
42,822,992
28,742,212
7,234,278
3,147,224
1,352,638
1,250,000
1,081,761
969,833
743,711
660,124
608,491
593,927
89,207,191

O/S %
29.50
19.80
4.98
2.17
0.93
0.86
0.75
0.67
0.51
0.46
0.42
0.41
61.45

Source: Factset

Waterford Petroleum Ltd.
30%

Soyuzneftegas Ltd.

39%

Management
UK/European/Asian/Australian Funds
8%

20%
3%

Other

Source: Factset, GMP, JPR

The largest shareholder is the Waterford Group with a ~30% stake in JPR. The
Waterford Group is an established investor in the resource sector with current listed
investments including Petroceltic International (PCI LN), Sterling Energy (SEY LN)
and Gulfsands Petroleum (GKP LN) and is controlled by Russian investor Michael
Kroupeev. Its approach is to establish long-term relationships with companies and, if
required, offer its active assistance for projects, particularly at the critical points of
their development. Most importantly, the group has a history of investing in the FSU
and understands the business environment there.
The other key shareholder is Soyuzneftegas Capital (SNG), a Russian oil & gas
group headed by former Russian energy minister Yuri Shafranik. SNG has been
involved in a number of oil & gas projects in Kazakhstan, including the exploration of
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the Fedorovsky block in the south-western Kazakhstan and the South-Karpovsky
block in partnership with KNOC and Meridian Capital. SNG holds ~20% of JPR.
Exhibit 6: Capitalisation (post-rights issue)

Shares O/S (Basic, mm)
Management Share options
Warrants
Shares O/S (fully diluted, mm)
Current share price
Market cap. (Basic, mm)

GBp
31.00
47.5

A$
0.50
76.6

153.1
1.0
2.3
156.4
US$
75.9

Source: JPR, GMP

The unlisted options expire in Dec/2012 at A$1.50 - A$2.775/sh and warrants
(performance rights) only vest on achievement of agreed share price performance
milestones. Subject to a minimum increase of 25%, the performance rights for each
holder shall vest in proportion to the % increase in the share price of the company
above 73.5 cents on a post-consolidation basis. In respect of the vesting condition,
the % increase in the share price of the company will be calculated by reference to
the volume weighted average price of shares in the 20 consecutive trading days
immediately prior to the vesting date. All executives (Mr Geoff Gander, Mr Scott
Mison, Mr Alastair Beardsall and Mr Baltabek Kuandykov) hold options and
performance incentives.

Financial Position
On 20 Jul/12, JPR closed a rights issue and raised A$11.6 mm (before costs). It was
fully underwritten by Waterford and SNG and resulted in issuing ~29 mm shares at
A$0.40/sh (on a 1:4 basis). Post the rights issue and conversion of the SNG
convertible notes, we estimate ~153 mm shares on issue and ~156 mm fully diluted
shares.
We believe that the proceeds from the rights issue and oil sales will ensure JPR is
fully funded for 2012; this covers drilling J-55 and J-58 and bringing J-51 and J-53
into trial production. Given a capex estimate of ~$25 mm for the period between
Jul/11 and Dec/12, we expect the company to have ~$0.8 mm in cash at 31 Dec/12
and no debt.
Post 2012, JPR budgets ~$40 mm in capex over the 2013-2014 period. These funds
will include infrastructure construction to the level required for production licence to
be approved during 2014 to move JPR's Akkar East field to export production from
current trial production status, as well as additional drilling of development wells and
further exploration wells on the block. Although the company will continue to
generate revenues from the producing wells via domestic sales, we believe JPR will
need to raise equity end of this year or early next year to take its production to export
by 2015. In our opinion, potential de-risking of the exploration upside in the Block 31
extension, will position JPR better for future raisings.
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Key Management
Establishing an experienced local team and strong in-country relationships is one of
the critical factors of successful operations in Kazakhstan. Jupiter Energy has
recognized the need early on to assemble a strong in-country team with extensive
industry knowledge.
Jupiter Energy started from the arrival of Geoff Gander as CEO in 2005 and the
company took a new strategic direction as an E&P group focussed on Kazakhstan.
Mr Gander recognized that to successfully operate in Kazakhstan and allow the
company to grow at a faster pace it would need financial and operational backing.
This resulted in the involvement of the Waterford Group, who have brought capital,
sector expertise and excellent in-country relationships with board seats granted to
their two representatives. One chair is taken by Alastair Beardsall, who has extensive
experience managing E&P companies and holds the chairmanship of Sterling Energy
(SEY LN). To solidify the company's presence in Kazakhstan, Waterford brought in
another key NED, Baltabek Kuandykov, who has held a number of key positions in
the oil & gas industry in Kazakhstan, including Deputy Minister of Energy and Fuel
Resources, and he was instrumental in the original Chevron Tengiz deal. Mr
Kuandykov previously was the President of Canada-listed Nelson Resources (assets
in Mangistau and Pre-Caspian basins) which was sold in 2005 to Lukoil at ~$7/b. Mr
Kuandykov brings his experience and established network further enhancing the
company's ability to operate effectively.
JPR's management has a hands-on approach, with Mr Gander spending a significant
amount of time in the operational centre in Aktau, a port city located on the Caspian
sea in the Mangistau Oblast (Aktau is an approximate 1.5 hour drive from Block 31).
The majority of the company's workforce are based in Aktau and are responsible for
all day -to-day functions including drilling operations, geoscience, engineering,
finance, legal and administration. The Aktau team is made up of 35 professionals and
a number of Aktau based subcontractors who work under the leadership and
supervision of the Aktau management team who in turn report as a group directly to
the CEO.
For more information on JPR's management, please see the Management Bios
section of this report (page 44).

Reserves and Resources
Senergy provided a CPR (as of 9 May/11) after reviewing Block 31 (JPR 100%) in
the Mangistau Basin. The report was based on the well data from J-50 and J-52 only.
Since the report was published in May/11, JPR completed the J-52 well test and
expanded the Block 31 licence area. Furthermore, JPR has drilled and tested J-51,
drilled but have not tested J-53 and spudded J-55. Both J-51 and J-53 were
commercial discoveries that were not included in current reserve and resource
estimates.
The new CPR, will incorporate all the progress the company has made on Block 31
and is expected in H1/13.
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Exhibit 7: JPR's Reserves and Resources as of 9 May/11

Reserves
Total, mmb
Prospective Resources
Total, mmb

P90
89.22
P90
31.81

STOIIP
P50
104.55
P50
42.75

P10
119.54
P10
61.07

Recoverable Oil
1P
2P
3P
9.82
24.21
32.05
Low
Best
High
6.25
9.92
15.31

Source: JPR, GMP

Long-term Strategy
Jupiter Energy's strategy is to grow organically and prove up the exploration upside it
has identified in Block 31. For the company with ~24 mmb in 2P reserves (note this
number is based only on two wells, J-50 and J-52, since then JPR has drilled J-51
and J-53 and spudded J-55 in the extended area) growing its reserve and resources
base to over 100 mmb potentially is significant. The company has recently started
trial production and has already seen some revenue from pre-selling part of the oil
volumes. It plans to export production by 2015 and will need to raise more funds to
invest in infrastructure development.
Most importantly, one of the ways for JPR to crystallize its value is to sell itself at a
premium, once the company has grown its reserve base and reached an exportready stage. Management believes they can bring the asset to a desirable acquisition
value in a three- to five-year horizon.
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FISCAL TERMS
Contract terms
In Kazakhstan, resources below ground level such as oil and gas are the exclusive
property of the state, but rights to exploit the subsoil may be granted on the basis of a
subsoil use contract with the Ministry of Oil & Gas following an investment tender.
The primary legislative act regulating the oil and gas industry in Kazakhstan is the
Law on the Subsoil and Subsoil Use. Although there is a model subsoil use contract,
each contract may be modified to meet the specific requirements of the transaction.
Exploration contracts are granted for six years with a right to extend it twice for twoyear periods (6+2+2). Initial production contracts last 25 years but can be extended
in line with any exploration licence extensions.
Once a discovery is made, testing is allowed for a maximum period of three months
during which any associated gas can be flared. After testing, the operator must apply
for a Trial Production Licence (TPL) during which oil is sold into the domestic market.
TPL lasts for a maximum of three years, and the operator is allowed to flare gas
during this period. Once the TPL expires, the operator needs to move to a full
production licence, which allows for export sales, though usually some percentage of
production is still required to be sold into domestic market. Gas flaring is not allowed
during the production stage and the issue of gas utilization needs to be addressed
before a full production licence can be granted (for more details on gas flaring see
Gas Flaring , page 17). There is also a local content requirement whereby companies
operating under contracts must organize tenders for most goods, works, and services
that they procure in the course of their oil and gas operations in Kazakhstan, and
they must give preference to local goods, works and services providers.
JPR's exploration licence was issued in 2006 and acquired by the company in 2008.
JPR has received approval for the first of the two-year extensions of the exploration
licence (6+2+2, therefore the licence is current through to Dec/14) and still can apply
for another two-year extension through to Dec/16. JPR has drilled four out of five
commitment wells with the fifth well currently drilling. Two of the drilled wells (J-50 &
J-52) were granted a TPL and the other two (J-51 & J-53) are under application with
approval expected by year-end. JPR plans to move to a full production licence
(increased from 25 to 27 years) and export oil from the Akkar East field by 2015.
In terms of local content, the targets are set as follows: 70% for goods, 80% for
services and 80% for works. In 2011, the company has fully complied with local
content targets, except for local content (Goods) where the actual achievement level
in 2011 was 26%. JPR is in discussions with the Ministry regarding the local content
(Goods) target of 70% which is proving impossible to achieve in practice due to lack
of availability of local goods. This problem is not specific to JPR as all E&P's in
Kazakhstan struggle to achieve this high target. Overall, JPR reached a target of
88.5% of local content and also complies with the local employment target by
maintaining a 97% KZ workforce.
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Trial Production Licence
As described above, after hydrocarbons are discovered and tested, the operator
must apply for a Trial Production Licence. TPL lasts for a maximum of three years,
and the operator is allowed to flare gas during this period. Oil produced under the
licence is sold into the domestic market (for more details please see the Oil Sales &
Netbacks - Domestic and Export, page 27).
The TPL application can be a lengthy multi-step process. Information gathered during
drilling and testing is presented to the relevant government authorities who review
the data for compliance. However, the very first step is to secure approval from the
State Reserves Committee of the oil reserves associated with the well. Once this is
confirmed and approved, the operator can proceed with the rest of the TPL
application covering other key areas governed by bodies such as the Ecological,
Economic and Environmental committees within the Kazakh Ministry of Oil & Gas.

Gas Flaring
When crude oil is brought to the surface, gas associated with the oil comes to the
surface as well. This gas may be used at the installation as fuel for generators, be
transported via pipelines and sold elsewhere, or may be injected into the ground. But
in areas of the world lacking gas infrastructure and markets, it is usually ignited
(flared or burned) and released into the atmosphere, producing high CO2 emissions.
Kazakhstan's Law of Subsoil and Subsoil Use (Articles 85 & 86) sets out rules for the
flaring of the associated gas and its utilization. To summarize, gas flaring is allowed
only during testing (maximum 90 days), the trial production period (maximum three
years), commissioning (a determined commissioning period), and in the event of any
hazardous situations that require flaring. During the production period, the
government insists that gas should be utilized to minimize the environmental impact.
The method of utilization may vary depending on the nature of the asset, and unless
explicitly defined in the contract, the associated gas belongs to the government.
JPR's Block 31 is an oil asset with a gas-oil ratio of 125-150 cm of gas/cm of oil, and
the future handling of the associated gas is still to be determined.

Current Fiscal Regime
Kazakhstan has moved away from Production Sharing Agreements (PSAs) and since
1 Jan/09 has had a new multilayered fiscal regime for almost all new and existing
contracts. The regime is applicable to all contracts except PSAs that became
effective prior to 1 Jan/09 and special contracts approved by the President, such as
TengizChevroil. JPR's Block 31 is subject to the new fiscal regime (see Exhibit 8).
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Exhibit 8: Key components of the current fiscal regime

Corporate Income tax (CIT)

Mineral Extraction Tax

Tax Rate
20% in 2010
20% in 2011 & 2012
17.5% in 2013
15% in 2014

Tax Base

Estimates for JPR

Aggregate annual revenue less deductible
expenses

20% in 2012
17.5% in 2013
15% in 2014

For export oil: sliding scale of
7% - 20% (2014 & beyond)
based on production

3.5% until 2015 (export
start date)

For domestic oil: 3.5% - 10%
(2014 & beyond)

The value of oil & liquids / natural gas produced 7% in 2015 and beyond

For export gas: 10%
For domestic gas: 0.5% - 1.5%

Export Rent Tax

Sliding scale of 0% - 32% based
The value of exported oil & liquids
on international oil price

21% in 2012 (Brent
$104.5/b); 19% in 2013
($95/b); 17% in 2014 &
beyond ($90/b)

Export Customs Duties or
Extra Export Tax

$40 /tonne of oil or $5.40/b
Volume of crude oil exported
(from 1 Jan/11, can be adjusted)

$5.40/b from 2015 &
beyond

Excess Profit Tax

Sliding scale of 0% - 60% based
on the ratio of annual income to Net Income for EPT purposes
annual deductions

Signature Bonus

Fixed amount

$3 mm

Commercial Discovery Bonus 0.10%

The value of the extractable resources duly
approved by the authorities based on the spot
price on the payment date

Reimbursement of historic
costs

Compensation of total costs which were incurred
by the state for geological surveys, etc. before
the conclusion of the contract

Fixed amount

12% on domestic
Domestic and export sales respectively
0% on export
Other taxes (incl. social tax, property tax, withholding tax, etc.)
Value added tax

Source: GMP, JPR

Mineral Extraction Tax is a function of production, while Export Rent Tax and Export
Customs Duty are determined based on the international oil price. The new fiscal
system seeks to reduce company value-dependence on oil prices and more evenly
spread the tax burden over the production cycle. This is in contrast to the
grandfathered PSA terms where the tax burden increases as production is ramping
up, thus being more favorable in the early stages.
The fiscal regime is multilayered and the government take varies depending on
individual contract terms - whether they are grandfathered PSA terms or current
fiscal terms. The exhibit below shows that government take is in the 75%-85% range
and Kazakhstan's fiscal stability is rated better overall than Russia and almost at par
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with the United Kingdom. We note that Kazakhstan and the United Kingdom showed
the highest degree of instability over the past five years compared to other countries.
Exhibit 9: Government Take Comparison and Fiscal Stability Index

Source: IHS CERA
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VALUATION
Valuation Methodology
In valuing our international E&P universe, we use a standard set of assumptions. A
10% discount rate reflects our broad views on the cost of capital for the group as a
whole. There are a number of other risks that must be recognized and incorporated
into our valuation of individual companies, projects, regions and ultimately our NAV.
We believe that one number (the discount rate) cannot capture every nuance of risk,
so we apply additional risking to each prospect and/or project on an individual basis
which is captured in our EMV tables that formulate our NAV.
Our current Brent oil price assumptions are US$104.25/b (Brent) for 2012,
US$95.00/b (Brent) for 2013 and US$90/b for 2014 and beyond (Exhibit 10). For
natural gas prices, we assume US$90/mcm in 2012 and US$85/mcm in 2013 and
beyond (note that JPR commercially produces only oil).
Exhibit 10: Commodity Price Assumptions

Brent (US$)
WTI (US$)
Kazakhstan Gas (US$/mcm)
FX Rate (£/US$)
FX Rate (A$/US$)

2012 E
$104.25
$90.00
$90.00
1.6000
0.9500

2013 E
$95.00
$85.00
$85.00
1.6000
0.9500

2014 E
$90.00
$85.00
$85.00
1.6000
0.9500

Long Term
$90.00
$85.00
$85.00
1.6000
0.9500

Source: GMP Estimates

Our valuation approach is to calculate a core asset value for the company based
predominately on its known 2P reserves and 2C contingent resources (using the
PRMS reserve and resource definitions), where the 2C resources are actively moving
towards commercialization, and adjusted for its net cash or debt position. We have
built an economic model to estimate the NPV of the full field developments using
known parameters where possible. Where these are not available, developments
have been modelled based on analogous fields. We use fully diluted share capital
taking into account potential options or warrants and include two years of G&A spend
to capture the ongoing cost of running the company in the absence of additional
funding.
We identify the potential upside for each company and classify this as our estimated
Risked Net Asset Value valuation. This includes any resources that the company has
and the potential for reserves upside. We have used a risked expected monetary
value approach in estimating a potential value of each of the company’s exploration
portfolios. In some instances it has been assumed that companies will farm down
their interests. Thus, we have calculated our Risked NAV based on the view of what
the company’s likely remaining net interest will be and have credited the company
with the associated reduction in drilling costs. This approach may undervalue
companies’ exploration portfolios, but we believe it is more realistic and reflects the
likely risk mitigation that each company’s management will carry out.
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Company Valuation
Based on a 2P case of ~25 mmb, a long-term Brent price of $90/b and a discount
rate of 10%, we estimate an NPV/b of $6.98/b for a proved producing barrel (fully derisked) that is exported. We summarize the main assumptions for Block 31 in the
following table:
Exhibit 11: Valuation Assumptions

Assumptions:
Field Size
Long-term Brent
Brent Discount
Transportation Cost
Opex
Dev. Capex
Expl. Capex (incurred and future)
Start of Domestic Sales
Start of Export
Peak Plateau Rate of
Production life
Discount Rate
NPV/b

25 mmb
$90/b
$5/b
$13/b
$8/b
$40 mm
$56 mm
2012
2015
4.1 mboe/d
25 years
10%
$6.98/b

(2P reserves)

(6 more dev/prod wells for a total of 10;
each well @ $6 mm;
additional $4 mm on infrastructure)
(80% of production is exported @ Brent
and 20% is sold domestically @ half of Brent)

Estimated Production Profile, 2P case
6.0 mb/d

5.0 mb/d

4.0 mb/d

3.0 mb/d

2.0 mb/d

1.0 mb/d

0.0 mb/d
2006

2010

2014

2018

2022

2026

2030

2034

2038

2042

2046

Source: JPR, GMP Estimates

In our EMV we break down Block 31's potential into reserves (Proved, Probable and
Possible) and resources (prospective P50 plus internal management estimates on
the block). Unrisked producing barrels are valued at $6.98/b, while future potential is
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valued at discounted NPV/b values depending on our assumption of how soon they
will be produced. Discovered but undeveloped barrels are further risked at a 70%80% chance of success (CoS) as there are still uncertainties from testing and
development. Our Risked Upside represents prospectivity from further exploration
that still needs to be proved. The exploration CoS rate we apply here is 30% given
that the asset is located in a proven basin with a number of discovered commercial
fields around it. However, we assigned the J-54 and East Akkar Extension prospects
a lower CoS as they are characterized by management as "higher risk" due to their
location on the other side of the fault (see page 41 for more information on both
prospects).
Exhibit 12: Risked Net Asset Value
Gross
Resource
(mmboe)

Country
Property/Prospect
Producing Assets
Kazakhstan
Block 31 (Proved)

9.8

Undeveloped Assets
Kazakhstan
Block 31 (Probable)
Kazakhstan
Block 31 (Possible)

Risked Upside
Kazakhstan
Kazakhstan
Kazakhstan
Kazakhstan
Kazakhstan

100%

14.4
7.8

Block 31 (Triassic Resources, P50)
Block 31 Extension (J-55 & J-58, internal estimate)
Block 31 Extension (remaining, internal estimate)
Block 31 J-54, internal estimate
Block 31 East Extension (internal estimate)

Working Overall Value/BOE
Int. (%) COS (%)
(US$)

100%
100%

9.9
20.0
20.0
40.0
20.0

100%
100%
100%
100%
100%

142
Fully Diluted Shares Outstanding (mm)
USD:GBP Exchange Rate
USD:AUD

$

80%
70%

40%
30%
30%
20%
20%

$
$

$
$
$
$
$

6.98

6.35
5.77

4.34
3.94
3.94
3.94
3.94

Net Risked
Resources
(mmboe)

p/sh
Risked NAV
Unrisked
(US$ mm) p/sh (FD)
(FD)

A$/sh
(FD)

A$/sh
Unrisked
(FD)

9.8

69

27.4

27.4

0.42

0.42

9.8

68.6

27.4

27.4

0.42

0.42

11.5
5.5

73
30

29.2
11.9

36.5
18.1

0.44
0.18

0.55
0.27

17.0

103.0

41.1

54.6

0.63

0.83

4.0
6.0
6.0
8.0
4.0

14
15
15
22
6

5.4
6.1
6.1
8.8
2.5

17.2
31.5
31.5
63.0
31.5

0.08
0.09
0.09
0.13
0.04

0.26
0.48
0.48
0.96
0.48

28.0

72.2

28.9

174.7

0.44

2.66

55

244

97

257

1.48

3.90

156.4
1.60
0.95

Notes
Estimates of Reserves and Resources are provided by third party engineering firms, management and GMP securities
Overall COS = Chance of success after taking all risks into consideration including geological risk, political risk, etc
Value/BOE is calculated from a field model in the specific fiscal regime of the host country after government take, all capex and costs have been removed, and the time value of money is applied
Risked NAV is equivalent to Expected Monetary Value (EMV). Risked NAV = (Reward*C.o.S.) - [Capital at Risk*(1-C.o.S.)]
Fully diluted shares outstanding = shares at period end + options + all dilutive securities
Cost % = the difference (if any) in costs paid versus working interest. Of relevance when farm-outs or farm-ins occur

Source: JPR, GMP Estimates

In our NAV we show the combined value of production and undeveloped assets
and account for the cash position as estimated at Dec/12 to arrive at our Core
NAV of 67p/sh / A$1.02/sh. Our Risked Upside, which includes all prospective
resources on Block 31, amounts to 29p/sh / A$0.44/sh. Thus, we arrive at a
Risked NAV of 95p/sh / A$1.45/sh and we set our 12-24 month target price at
78p/sh / A$1.18/sh as we only include the resource potential attributed to Block
31 in the CPR and the internal estimates for the J-55 and J-58 wells.
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Exhibit 13: Net Asset Value
Net Asset Value Breakdown
MMBOE
Production Assets
Cash/(Net Debt) *
Undeveloped Assets
Other items incl G&A
Core NAV

US$/BOE

US$MM

9.8

6.98

17.0

6.06

26.8

6.26

p/sh

A$/sh

69
0.8
103
(4)

27
0.3
41
(2)

0.42
0.00
0.63
(0.03)

168

67

1.02

Price to NAV (%)

46%

Option Proceeds
Risked Upside

28.0

2.58

(2)
72

(1)
29

(0.01)
0.44

Risked NAV

54.8

4.35

238

95

1.45

Price to Risked NAV (%)

33%
Current Stock Price
Unrisked

31.0p
254.4p

Notes
Reserves evaluated by Senergy as of May 9th, 2011.
Long term Brent flat price is US$90.00
All asset values are NPV10 After Tax and in USD unless noted.
Two years of G&A are deducted to ensure 'going concern' costs are captured.
* Estimated as at Dec/12
Source: JPR, GMP Estimates

Exhibit 14: Target Price
Target Price Calculation
Jupiter Energy

p/sh

A$/sh

Production Assets
Cash/(Net Debt)
Undeveloped Assets
Other Items incl G&A

27.4
0.3
41.1
(1.7)

0.42
0.00
0.63
(0.03)

67

1.02

Core NAV
Risked Upside - Included from EMV Sheet
Block 31 (Triassic Resources, P50)
Block 31 Extension (J-55 & J-58, internal estimate)
Option Proceeds
Sum of Parts

TARGET PRICE
Share Price

risked
5.4
6.1

unrisked
17.2
31.5

risked
0.08
0.09

unrisked
0.26
0.48

(0.9)

(0.9)

(0.01)

(0.01)

78
78

115

1.18
1.18

1.75

31.00

0.50

Source: JPR, GMP Estimates

Our valuation highlights that the stock has been undervalued, with the market heavily
risking the value-per-barrel potential of JPR. Based on the current EV of ~$73 mm,
the market values JPR's 2P reserves of 24.2 mmboe at $3.0/b. Our NAV calculations
show that we value JPR's 2P reserves at an average of ~$6.3/b.
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Sensitivity to Oil Price and Discount Rate
Companies with assets in the FSU region tend to be valued using higher discount
rates ranging from 12% to 15%, the main reason being country risk. In our base case
we use a discount rate of 10% - the same discount rate we use to value any E&P
asset regardless of its location. Our methodology argues that one number (the
discount rate) cannot capture every nuance of risk, and thus we apply an additional
risking to each prospect and/or project on an individual basis, which is captured in
the EMV tables that formulate our NAV (see Exhibit 12).
We note that quantifying country risk and applying a higher discount rate based on
that country risk is prone to the whims of judgment. We would argue that it's all
relative. Assets in the UK North Sea are valued using a 10% discount rate as are
assets in Somalia, a country with a challenging geopolitical climate characterized by
successive famines, warlord rule and a disastrous US intervention or those of
Algeria, which faces notoriously high levels of bureaucracy. Even the UKNS regime,
which is perceived as relatively safe and stable, has undergone numerous changes
since 1975, with the latest major change occurring just in 2011 and further changes
made this year. Thus, we do not see the need to apply a higher discount rate when
valuing assets in Kazakhstan as we do not see its political situation as being more
unstable than Somalia's, its bureaucracy levels higher than Algeria's or its fiscal
regime more prone to change than in the UK. Although Kazakhstan is not an "easy"
place to do business, we believe that each company and each asset should be
valued on an individual basis. For more information on country risk see Why Invest in
Kazakhstan, page 29.
Exhibit 15: Sensitivity to discount rate in two oil price scenarios
2P case, $90/b long term oil price
Discount rate
10%
NPV/boe
6.98
TP, p/sh
78
TP, A$/sh
1.18
Implied return
151%
Current SP, p/sh
31
Current SP, A$/sh
0.50
2P case, $100/b long term oil price
Discount rate
10%
NPV/boe
8.30
TP, p/sh
93
TP, A$/sh
1.42
Implied return
201%
Current SP, p/sh
31
Current SP, A$/sh
0.50

11%
6.40
71
1.08
128%

12%
5.87
65
0.98
108%

13%
5.40
59
0.90
90%

14%
4.98
54
0.82
74%

15%
4.59
49
0.75
59%

11%
7.63
85
1.30
175%

12%
7.02
78
1.19
152%

13%
6.48
72
1.09
131%

14%
5.98
66
1.00
112%

15%
5.54
61
0.92
95%

Source: GMP Estimates

In the exhibit above we provide the analysis of the sensitivity of our target price to the
discount rate in two oil-price scenarios. Even in the most pessimistic case of $90/b
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long-term Brent and a 15% discount rate, it can be seen that the stock still offers
substantial implied return. We believe that as the company further de-risks its
potential and monetizes its barrels, the market should start recognizing the real value
of the asset.

What's a barrel worth in Kazakhstan and who wants to buy it?
Jupiter Energy has a very clear strategy of value crystallization: the company wants
to grow its reserve base further, unlock the prospectivity that has been outlined, bring
its asset to an export-ready stage, and then sell it to a potential buyer at a premium.
So what's a barrel worth in Kazakhstan and who would want to buy it?
We provide a summary of historical deals in Kazakhstan to get an approximation of
the $/b paid for 2P reserves. We caution that the companies and assets sold all differ
in their quality, strategy and operational capabilities.
Exhibit 16: Historical deal values
Announced
Date
Buyer

Target

Sep-05
Oct-06
Dec-07
Sep-09
Sep-09
Jul-10
Jul-10
Jul-10
Sep-10
Feb-11
Mar-11

Nelson Resources
Nations Energy
CCEL (from CITIC Group)
PetroKazakhstan
KMG
Kazakhoil Aktobe
Kazakhturkmunai
Mangistaumunaigas
NBK
Emir-Oil (from BMB Munai)*
Altius Holdings

Lukoil
CITIC Group
KMG EP
KMG EP
China Investment Corp
KMG EP
KMG EP
KMG EP
KMG EP
MI Energy
Korea National Oil Corp

Interest
acquired

Price for net
interest

Net 2P
reserves
acquired

%
100%
100%
50%
100%
11%
50%
51%
50%
100%
100%
95%

$ mm
2,000
1,910
930
931.5
939
466
123
1660
35
170
515

mmboe
297
340
175
120
190
109
21
278
13
23
54

$/b
6.74
5.62
5.32
7.74
4.95
4.29
5.88
5.97
2.71
7.49
9.53

Average

6.02

Brent Oil Price
Price/2P (announced month)
$/b
64.25
60.19
91.32
68.54
68.54
75.22
75.22
75.22
77.78
104.10
114.58

*a consideration of $170 mm for proved reserves of 22.7 mmboe
All numbers are approximate
Sources: Various company press releases

Source: GMP Estimates

From the information given in the chart, it can be seen that most of the transactions
fall in the range of $5-7/b of 2P reserves, giving an average metric of ~$6/b. The
following transactions included assets located in the Mangistau Basin: Lukoil-Nelson
Resources ($6.74/b), KMG EP-MMG ($5.97/b) and MIEnergy-Emir-Oil ($7.49/b).
Additionally, in 2008 JPR wanted to buy the North West Zhetybai field, which borders
Block 31 and the transaction was valued at ~$5/b of 1P reserves. We believe that
these metrics provide a good proxy and if JPR were to sell its asset today, we think it
could easily get ~$4-5/b (vs. its current market value of ~$3.0/b). However, if JPR
proves up its exploration upside in the extension and starts export production, we
believe it could achieve a $6-7/b metric, dependent on market conditions.
Buyers of E&P assets in Kazakhstan include Western firms (Chevron, Eni), Chinese
(CNPC, Sinopec), Russian (Lukoil), Korean (KNOC, LG), Indian (ONGC, GAIL India)
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and other companies. There is good demand for oil and gas assets (mostly oil) that
are producing and offer reasonable upside, are located close to existing
infrastructure and have a "clean" ownership structure (i.e. no debt attached, 100%
interest, etc.). JPR's Block 31 fits this description perfectly, and with management's
plans to further de-risk the asset and invest in infrastructure development, we believe
there will be buyers interested in acquiring it. We expect most natural buyers would
be Chinese investors given that they already own several E&P assets nearby. For
example, we think MangistauMunaiGas, the owner of the neighboring Zhetybai and
Akkar North fields, is a potential buyer of JPR. MMG is owned by CNPC and KMG
(50/50) and is operated by CNPC.
The asset sale process in Kazakhstan was re-designed to make sure that the
country's interest in important assets is secured. National company KazMunaiGas,
through its listed subsidiary KazMunaiGas EP (KMG LI), has preferential rights to
acquire E&P assets in Kazakhstan when they go on sale (see exhibit below).
Exhibit 17: Sale process of E&P assets in Kazakhstan

Proposition of sale
KMG consideration (preferential rights)

KMG EP elects to acquire

KMG EP elects not to acquire

Price negotiation

Price not agreed

Deal completed

Tender in the open market

Sale
(KMG EP has the right to
acquire 50% at the auction
price)

Source: GMP

Although this is the official procedure, KMG does not get involved in every single
asset that goes on sale, especially if it is a smaller project. The process was put in
place more with large assets in mind to protect the country's interests in important
strategic projects like Kashagan and Karachaganak.
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Oil Sales & Netbacks: Domestic and Export
With all four wells on TPL by year-end, JPR anticipates a step-up in revenues and to
exit 2012 with domestic sales of ~1,400 b/d. Given workovers on J-50 and remedial
work on J-53 (rates to be confirmed), as well as a planned shut-in of J-51 (~600 b/d;
awaiting TPL approval), production is currently running at ~400 b/d and this is all
coming from J-52.
During the production testing period, oil was sold at the wellhead for ~$42/b (all costs
in relation to the transport and storage of oil are borne by the purchaser). In Apr/12,
J-50 and J-52 started Trial Production and JPR has entered into agreements with two
oil traders for ~$58/b (100% prepayment for the aggregated supply of 6,000 tonnes
of oil on the basis that each will take 3,000 tonnes; advance payment of $2.4 mm).
Under the agreement, the cost of storage and transportation is borne by JPR
(transportation and storage at ~$6/b, equates to a net price of ~$52/b). In Aug/12,
JPR pre-sold another ~14 mb (2,000 tonnes) of oil at a price of ~$52/b (~$46/b net of
transportation) for $730,000. When sold domestically only Mineral Extraction Tax (we
estimate 4% for domestic) and corporate tax (20%) is applied after production cost is
deducted. Domestic netbacks are prone to change depending on which processing
facility the oil is being sold to, as well as any possible changes to the fiscal regime.
Exhibit 18: Domestic netbacks
$/b

$/b

$/b

sold at the well head

sold as per Apr/12
agreement

sold as per Aug/12
agreement

Domestic Price

42.0

58.0

52.0

Transportation Cost
Production Cost
Mineral Extraction Tax
Corporate Tax

0.0
8.0
1.7
6.5

6.0
8.0
2.1
8.4

6.0
8.0
1.8
7.2

After-tax Netback

25.9

33.5

28.9

Source: GMP Estimates

Once the company starts exporting it will be selling oil at Brent minus the quality
discount and higher transportation cost which we estimate at ~$13/b. After production
costs are deducted, Mineral Extraction Tax is applied which we estimate at 7% for
export. At the export stage, JPR will also pay Export Rental Tax which we estimate at
17% for a $90/b oil price, at 19% for a $100/b oil price, and at 21% for a $110/b oil
price and Export Customs Duty at ~$5.4/b. For detailed information on fiscal terms
please see Fiscal Terms, page 16.
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Exhibit 19: Estimated export netbacks

Export

$/b

$/b

$/b

Brent
Discount to Brent
Transportation Cost
Production Cost
Mineral Extraction Tax
Export Rental Tax
Export Customs Duty
Corporate Tax
After-tax Netback

90.0
5.0
13.0
8.0
5.0
12.2
5.4
8.3
33.1

100.0
5.0
13.0
8.0
5.7
15.6
5.4
9.5
37.8

110.0
5.0
13.0
8.0
6.4
19.3
5.4
10.6
42.3

* GMP's long-term Brent forecast is $90/b
Source: GMP Estimates
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WHY INVEST IN KAZAKHSTAN?
Kazakhstan is located in Central Asia and is known for its rich mineral and fossil fuel
resources. It is ninth in the world by territory (~2.7 mm sq km) with a population of
only ~16 mm. It borders Russia, China, Uzbekistan, Kyrgyzstan, Turkmenistan and
the Caspian Sea. The capital city is Astana and other major cities include Almaty,
Aktau, Aktobe and Semey. The political system in Kazakhstan is officially a
presidential republic but displays some authoritarian characteristics. In comparison to
neighboring Central Asian countries, however, it is considered to be the most open
and to have made the most progress so far in terms of economic growth.
Exhibit 20: Major Economic Indicators
GDP Ind output (pct, real)
Inflation (pct)
Y/e Unemployment (pct)
Oil and Gas Condensate Output (mm tons)
Copper Output, ('000 tons)
Kazakhstan's long-term ratings
S&P (Nov/11)
Moody's (Apr/10)
Fitch (Nov/11)

2011
+7.5
+3.5
n/a
80.0
338

2010
+7.3
+10
5.5
79.5
323

2009
+1.2
+1.7
6.6
76.4
368

2008
+3.2
+2.1
6.7
70.7
398

2007
+8.9
+4.5
7.3
67.1
406

2006
+10.7
+7.0
7.8
65.0
428

2005
+9.7
+4.6
8.2
61.9
419

2004
+9.6
+10.1
8.4
59.4
446

2003
+9.3
+8.8
8.8
51.5
433

BBB+ stable outlook
Baa2 stable outlook
BBB positive outlook

Source: Reuters

Kazakhstan's economy, which is largely dependent on its energy sector, has enjoyed
high GDP growth figures buoyed by high world crude oil prices. This pattern
continued up until 2008 when the global financial crisis limited GDP growth. The
global recovery helped growth rebound to 7.3% in 2010 and to 7.5% in 2011.
Kazakhstan has performed well in international comparisons, given the small size of
its economy and a population of only 16 mm. It has received on average $11 bn
annually over the past five years and had a total stock of inward foreign direct
investment (FDI) of almost $89 bn (57% of GDP) at the end of Jun/11. Both FDI
inflows and outflows from Kazakhstan are still highly concentrated (>70%) in natural
resources, and exceed 55% in oil & gas. By mid-2011, China's FDI stock had
become the 5th largest in Kazakhstan; three Chinese companies participated in the
largest foreign M&A deals recorded in Kazakhstan between 2006 and 2011. The
strengthening of relations between the two countries reflects their complementary
interests: while China is keen to participate in exploiting Kazakhstan's abundant
natural resources, Kazakhstan seeks to diversify its economy and sources of
investment. Other FDI sources include Russia, India, Korea, UAE and Western
countries.

Investment Highlights: Kazakhstan
Large Hydrocarbon Resource Potential. Kazakhstan’s large hydrocarbon potential
positions it as an important player in the global oil & gas sector. The country holds
39.8 bnb of oil and 65 tcf of gas as proved reserves and produced ~1.8 mmb/d in
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2010 according to BP's Statistical Review 2011. It is ranked ninth in the world for its
oil reserves and 19th for production. The country's oil reserves have remained flat
since 2001, suggesting limited exploration work in the recent past. This also means
that there is a lot of potential for future exploration in the country which to this date
remains relatively under-explored. Continuously improving export infrastructure also
provides encouragement for more exploration.
Gradually expanding export capacity. Large reserves and modest domestic
demand set the stage for countries to become natural exporters of energy. One of
the common reasons for discrepancies between reserves and production rankings is
pipeline and infrastructure constraints in the face of historically limited investment in
oilfield services. In Kazakhstan, however, infrastructure investment has improved
gradually with oil reaching world markets by pipelines to the Black Sea via Russia; by
barge and pipeline to the Mediterranean via Azerbaijan and Turkey; by barge and rail
to Batumi, Georgia, on the Black Sea; and by pipeline to China. With the
government's ambitious plans to increase production to over 3 mmb/d by 2015,
expanding export capacity is of high priority.
Government support of oil & gas industry development. The oil & gas sector is of
particular importance to Kazakhstan as over the period of 1997 to 2007, oil & gas
exports comprised 30% of Kazakhstan’s GDP and oil & gas absorbed over 50% of
FDI inflow. As such, we believe the government will continue to support the sector's
development. The authorities realize that further development is not feasible on a
large scale without foreign investment. The importance of balancing the sources of
that foreign investment is also recognized by those in charge.
Western investments have always been welcomed by the government and all of the
major discoveries including Tengiz, Kashagan and Karachaganak are being
developed by consortia comprised mainly of and led by Western companies.
Recently China strengthened its position in Kazakhstan's oil & gas sector by
acquiring a number of assets and companies (including a stake in KazMunaiGas EP,
a London-listed subsidiary of the national oil company, KazMunaiGas) and securing
exports by constructing the Kazakhstan-China Pipeline. Given the country's large
resource potential, the need for foreign investment will remain strong and potentially
expand the scope of opportunities available not only to majors and large-cap
companies, but to small- and mid-cap companies as well.
Relatively attractive investment environment compared to other FSU countries.
Kazakhstan has been consistently moving up the World Bank’s Ease of Doing
Business Index, moving from 70th place out of 181 countries in 2009, and to 47th out
of 183 countries in 2012. It ranks well ahead of Eurasia’s other oil & gas-dominant
economies, Russia and Ukraine, as well as other Central Asian countries. When
viewed against Russia's more complex "oligarch politics" and the limited resource
potential (mostly gas) of the less Westernized Central Asian countries, Kazakhstan
represents a happy medium.
Kazakhstan’s legal regime governing the development of natural resources has
evolved significantly over the years. Certain significant amendments were introduced
to the Subsoil Law and the Oil Law in 1999, 2004, 2007 and 2008. Initially the
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contractual mechanisms in place in Kazakhstan to co-operate with foreign investors
were based on production sharing agreements (PSAs), like Kashagan and
Karachaganak, and participation agreements as with Tengiz which is governed by a
joint venture between Kazakhstan and Chevron.
In 2004, amendments to the Subsoil Law granted the state a pre-emptive right of
acquisition in the case of a direct or indirect transfer of a subsoil use right or shares
in a subsoil user, and we describe this process on page 25 of this report. As a result
of the 2007 amendments to the Subsoil Law, the state has been granted a right to
demand amendments to the terms and conditions of the contract when the subsoil
user’s operations result in a substantial change in the economic interests or threat to
the national security of the Republic of Kazakhstan. It should be noted, however, that
these new 2007 provisions apply only to so-called “significant and strategic” oil fields.
A more important amendment took place in 2008 with the elimination of PSAs,
except the ones which were consummated prior to these legislative amendments.
Other significant changes included legislation on the utilization of hydrocarbon
resources (including associated gas flaring) and changes to the tax system in 2005.
The overall trend was to move away from PSAs towards a more standardized regime
- albeit one where contracts are agreed on a case-by-case basis (see Fiscal Terms
section, page 16). All these changes were in parallel with the institutional evolution
of the Kazakh government and the sustained rise of oil prices. Kazakhstan still
requires large investments to develop its resources, and the new policies seek a
balance between the interests of the oil industry and the government (see the second
bullet point in the "Investment Risks" section).

Investment Risks: Kazakhstan
Succession Risk. Kazakhstan is officially a presidential republic but retains some
authoritarian characteristics. Since obtaining its independence in 1991, Kazakhstan's
first and only president has been Nursultan Nazarbayev. Early presidential elections
were held in April 2011 after a plan to hold a referendum to increase presidential
term limits to 2020 was rejected by the Constitutional Council. Nazarbayev was reelected for a third term with 95% of the votes and a 90% turnout against three
nominal candidates. His term will last until 2016, and he has the right to run for the
presidency an unlimited number of times.
While Nazarbayev's position does not appear to be in question for the foreseeable
future, he is 71 years old. At this stage, succession is a matter of mere speculation
as there is no clear favorite. Should the post be vacated, there are two likely
scenarios for the development of the political situation in the country. The first, and
we believe the most likely, scenario is that the position is filled by someone from
existing political circles. In this case, any transition is likely to go relatively peacefully,
with few changes to the political and business environment of the country. The
second scenario, a rather extreme one that has been circulating in the press, is a
political de-stabilization resulting in an "Arab Spring"-like situation. We believe that
the likelihood of the second scenario developing in Kazakhstan is low due to different
political and demographic factors, such as the insufficient maturity of revolutionary
conditions, a sparse population, etc.
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Increasing government control. Another risk that has been causing concern in the
investment community is increasing government control over the oil & gas sector. A
number of changes in the legislation and fiscal regime (see the fourth bullet point in
the "Investment Highlights" section) signified that Kazakhstan was seeking a greater
state role in its hydrocarbon sector. This coincided with disputes between national oil
company KazMunaiGas and consortia of foreign companies developing the giant
Kashagan and Karachaganak fields, resulting in KMG acquiring stakes in both. The
disputes took a long time to resolve, sparking more debates over the government’s
increasing assertiveness over its natural resources and the direction of the
investment climate. The problem is that back in the 1990s (when most of these giant
oil deals were made) Kazakhstan was in a position where it needed to attract FDI as
it was struggling as a new emerging "free economy". Now that the country has gone
through the learning curve, it realizes that in a world where energy sources are
limited and commodity prices are high, it has to secure a better position in order to
benefit from its own resources. We believe that although there is a trend towards
exercising more control, the government will have a balanced approach as it
understands the importance of a relatively safe investment climate for the continuous
development of the oil & gas sector in the country. Moreover, this trend will more
likely present more challenges to the majors operating large assets.
Execution risk. There are a number of execution risks related to doing business in
Kazakhstan that are usually associated with the FSU region and the rest of the
developing world. These include concerns over the interpretation of laws by local
officials, taxation and judicial concerns when it comes to the enforcement of contracts
and safeguarding of property rights. High bureaucracy levels are also a hallmark of
the FSU region. Although Kazakhstan is not an "easy" place to do business, we
believe that each company and each asset should be valued on an individual basis.
The processes may be slower but things are decidedly not at a standstill, and
management's ability to deal with local conditions and requirements becomes
important. Having strong in-country relationships and having a management who
understands the intricacies of doing business in Kazakhstan are critical factors of
effective operations.

Conclusion
Most of the risks associated with investing in Kazakhstan are so-called overground
risks, mainly of the political and execution variety (see above). Kazakhstan tends to
be associated with higher risks in the investment community relative to other
developing countries; however, this view is not always justifiable. While we recognize
the challenges of doing business in Kazakhstan, we believe it is important to think of
these risks in the context of each individual company and weigh them against the
strength and experience of the management team. Strong in-country relationships, a
good track-record of value creation and an understanding of business environment in
the FSU region will be the factors that will differentiate the "bad apples" from the
good ones.
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ASSET OVERVIEW
Mangistau Basin
The Mangistau Basin (or Mangistau-Usturt Basin) is located in south-western
Kazakhstan and borders the Caspian Sea. It is the oldest oil province in the country
with major discoveries such as the Uzen oil & gas field and the Zhetybai gas
condensate field discovered in the 1960s and producing to this date. Approximately
70 oil fields have been discovered in the basin, of which ~27 are being developed.
Most of the discoveries are contained within the Zhetybai-Uzen step itself, with the
two biggest fields being Uzen (~1.2 bnb of 2P reserves, CPR Dec/10) and Zhetybai
(~1 bnb). The basin has multi-billion barrel potential, most of which is oil.
Exhibit 21: Mangistau Basin

Source: GMP

Two major source rocks have been discovered in the region, with a Triassic failed rift
forming horsts and grabens and a syn-rift Jurassic clastic sequence overlain by a
Tertiary to Cretaceous cover. The bulk of the hydrocarbon reserves found in the area
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are in the lower-middle Jurassic siltstones and shales, with oil generated in the late
Cretaceous, and hydrocarbons have also been discovered in the lower-middle
Triassic shales, with oil generation in the late Jurassic.
While both Uzen and Zhetybai have their productive zones in the Jurassic, there are
a number of Triassic discoveries and combinations of both in the basin. The Akkar
North oilfield (~23 mmb) borders JPR's Block 31 to the north and is a producing oil
field from three Mid Triassic carbonate reservoirs, with no reported oil in the Jurassic
zone. The North West Zhetybai oil field to the south-west of Block 31 tested oil in two
Jurassic and two Triassic zones. The Kamenistoye field (~115 mmboe) close to the
Zhetybai field to the south-east has a Triassic carbonate reservoir and represents a
stratigraphic-structural play. The Zhetybai South field (~120 mmboe) saw
hydrocarbon discoveries in the Lower Triassic and Middle Jurassic reservoirs. Note
that JPR's commercial discoveries were made in the Triassic, but there were
hydrocarbons encountered in the Jurassic as well. This Jurassic potential has yet to
be tested.
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Exhibit 22: Mangistau Basin

Source: GMP, Deloitte

The port of Aktau is located on the eastern coast of the Caspian Sea and is the only
sea port in Kazakhstan designed for the international shipping of dry cargoes, crude
oil and other oil products. Annually the port handles ~12 mm tonnes of cargo, of
which ~8 mm tonnes is crude oil and products, but has the capacity to handle more
as long-term plans seek to increase annual capacity to ~60 mm tonnes solely for
crude. A possible export route for JPR's crude once it starts exporting is via this
seaport.

Block 31
Block 31 is located in the Zhetybai-Uzen area of the Mangistau Basin, on the same
trend as existing producing fields Uzen (~1.2 bnb of 2P reserves, CPR Dec/10) and
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Zhetybai (~1 bnb of reserves) and covers an area of ~123 sq km. The block is
surrounded by existing fields with proven prospectivity and is located close to existing
oil infrastructure such as road, port and pipelines.
Exhibit 23: Block 31 and its extension

Source: JPR

On the northern tip of Block 31 is the Akkar North field owned by
MangistauMunaiGas, which, until recently, was a pure exploration block discovered
by the Soviets in the early 1980s, and its prospectivity was based on 1970’s and
1980’s 2D seismic data. Akkar North was initially attributed 1P reserves of ~3 mmb.
In 2011, 3D seismic was shot over the area, and a target was identified adjacent to
Block 31. That target was drilled and subsequent development brought production
level to ~1,000 b/d and 2P reserves of 23 mmb.
To the west is another existing field, the North West Zhetybai (NWZ) oil field. The
NWZ field, like Akkar North, was discovered by the Soviets in 1982 with the NWZ 3
well and was initially logged as having 1P reserves of 4.5 mmb. The owner of North
West Zhetybai has completed 3D seismic over the area and re-entered the NWZ 3
well, which tested at 250-300 b/d.
Both of these fields are good examples of the prospectivity of the area as well as of
the strategy to bring these assets into production. These relatively small fields were
under the radar during the Soviet times and even after the Soviet Union collapse
were somewhat ignored by investors who were chasing multi-billion barrel fields.
Block 31 showed, however, that all that was needed to unlock these smaller fields'
potential was investment and technology (3D seismic, western style well completions
with acid fracs, etc. allowed for increased flow rates). Thus, after JPR acquired Block
31 in 2008, it started with 3D seismic. The company shot two 3D seismic surveys that
covered the entire acreage and some of the surrounding area.
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Drilling History and Current Status of the Wells
The first signs of hydrocarbons in Block 31 appeared during Soviet times with the
NWZ 2 well which was drilled at the same time as the NWZ 3 well on the adjoining
North West Zhetybai field and encountered 30 m of sand and flowed ~17 b/d without
acid or a pump. Based on the 3D data and the review of the logs from the NWZ 2
well, JPR decided to re enter the NWZ 2 well. In Nov/09, the well confirmed
hydrocarbons at the Jurassic XIII interval and oil samples were gathered. The
company suspended the well and decided to get a better understanding of the
Jurassic zone from upcoming exploration.
Exhibit 24: Wells drilled to date on Block 31

Source: JPR, GMP

The first commitment well was the J-50 well drilled in 2009. It encountered 55 m of
net pay in a gross 120 m column in the Triassic (2,911 m). The flow rate post
stimulation stabilized at ~435 b/d with peak rates of ~600 b/d, however, the rate has
declined over the years to ~100 b/d. Note that choke size has a lot to do with the
difference between flow rates and production rates: during testing oil flows using a
10-12 mm choke, while only a 5 mm choke is allowed during TPL. Currently, JPR is
in the process of installing an electric submersible pump (ESP) at the J-50 well in
order to optimize production. The ESP is expected to be installed in late September,
and JPR estimates that the well is capable of producing up to ~250 b/d.
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The J-52 well was drilled next in 2010 and encountered ~60 m of net pay in the
Triassic (2,848 m - 3,096 m; 108 m gross). The well flowed at a test rate of 750 b/d
from the mid-Triassic and later stabilized at a rate of ~400 b/d (due to restricted
choke size as mentioned above). At a shallower depth of 2,790 m - 2,819 m the well
intersected the Z-Sand zone, a reservoir correlating to the Jurassic XIII reservoir in
the NWZ 2 well. The Z-Sand zone remains untested.
In Apr/12, the Trial Production Licences for the J-50 and J-52 wells were approved.
In 2011, JPR spudded the J-51 well which confirmed 83 m of net pay (161 m gross)
in the mid-Triassic. The well was tested at a restricted rate of 340 b/d on a 5 mm
choke. In Dec/11, the well was producing 630 b/d on a 9 mm choke. In terms of
performance, J-51 is the best well JPR has drilled to date and the company is in the
process of applying for a TPL.
Exhibit 25: J-51 tank facilities

Source: GMP

The J-53 well, drilled in 2012, hit 56 m of net pay (87 gross) in the mid-Triassic zone,
which was fracture-stimulated, but production was intermittent, recovering oil and
water. The analysis indicated that during the frac and acid stimulation work during
completion, the zone from 2,996 m - 2,999 m propagated a fracture down to
penetrate the oil-water contact. The resultant water influx from this 3 m zone has
impacted the overall performance of the well as well as the composition and quantity
of the liquids produced. Selective water shutoff using a permeability modifier has
been determined as the most effective way to isolate the water within this zone such
that the flow of hydrocarbons is able to take place uninhibited. Stabilized flow rates
are expected in Oct/12. The J-53 well has also penetrated the shallower Z-Sand
zone which indicated three oil saturated sands but the zone remains untested to
date. The company is also in the process of applying for a TPL for J-53.
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Exhibit 26: Workover activity on J-53

Source: GMP

The company has drilled four wells to date and has booked 24.2 mmb of 2P
attributable to the Akkar East field (note that current 2P reserves are based on the
first two wells only). Given workovers on J-50 and remedial work on J-53 (rates to be
confirmed), as well as a planned shut-in of J-51 (~600 b/d; awaiting TPL approval),
production is currently running at ~400 b/d and this is all coming from J-52.
In Apr/12, JPR entered into agreements with two oil traders for the sale of oil for a
price of ~$58/b ($400/tonne). Both traders have agreed to a 100% prepayment for
the aggregated supply of 6,000 tonnes (47,400 b) (50/50 split). In Aug/12, JPR presold another ~14 mb (2,000 tonnes) of oil at a price of ~$52/b (~$46/b net of
transportation). Previously oil was sold at the well head, and the agreements provide
JPR with a higher domestic price per barrel, even after accounting for transportation
costs (~$6/b) to move oil by road tanker to a third-party processing and storage
facility. The company is constantly considering improvements to its domestic
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sales/delivery arrangements and may undertake certain changes to enhance the
process.
The oil has a 42º API gravity with 0% H2S content and a pour point of 29ºC, which
means that the oil is light, sweet but waxy. Waxy crude oil is typical for the Mangistau
region and when exported is sold at an estimated $5/b discount to Brent.
Exhibit 27: The third party processing and storage facility

Source: GMP

Typical Production Optimization Process
JPR's wells produce from Triassic Carbonate reservoirs and require acidizing,
fraccing and/or artificial lift in order to optimize production rates. First, the wells are
drilled, cased and suspended while the rig is demobilized (5-8 weeks), then the
workover rig is mobilized to run completion and perforation. Once this is done, the
workover rig is demobilized and the well is cleaned up and tested (2-3 weeks). To
improve reservoir productivity the well can be stimulated with acid (2-3 weeks) by
injecting it into the formation, and the reservoir interval is also fractured to increase
the production surface area (2-3 weeks). Production can then be boosted with
artificial lift devices such as electric submersible pumps (ESPs) or other pumping
units (2-3 weeks) if required.

Block 31 Extension
The original contract area of Block 31 was ~105 sq km. After extending it to ~133 sq
km in 2008, JPR relinquished ~70 sq km in 2010 based on 3D seismic data. The new
area of ~63 sq km was extended in 2011 to the current ~123 sq km (this extension is
referred to as 'Block 31 extension'). The company is also considering an application
for further land to the south west and will make a final decision post the results of the
J-55 well.
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The extension is covered by 3D seismic and the data has been processed and
interpreted. It is believed that the fault trend that traps oil in the mid-Triassic at J-50
and J-52 continues to the southeast, setting up similar traps in this extension area.
Three leads were identified and two exploration wells are planned before year-end
2012 (J-55 and J-58) in order to assess the prospectivity of this extended area.
Exhibit 28: Block 31 Extension to the south

Source: JPR, GMP

The fifth and last commitment well, the J-55 well, is currently drilling in the Block 31
Extension and thus is an important well as it has potential to add prospectivity to
already existing reserves and resources. This should be followed by the second
exploration well in the extended area, the J-58 well, in Oct/12. Exploration drilling in
the southern extension is expected to continue in 2013-14.

J-54 and East Akkar Extension
Exhibit 29 shows that there is a major fault (from NW down to SE) at the neighboring
Akkar North field which the owner, MangistauMunaiGas, maps as the NE edge of the
field. JPR argues that there is a mid-Triassic section to the NE of this NW-SE fault
and it is up-dip of the current wells. A well will be drilled to test this prospect.
The J-54 prospect is considered to be a higher risk prospect with the seal being the
main risk. Seismic data show that the producing mid-Triassic zone is tilted and
eroded in the lower Triassic, creating a sub-crop edge with Jurassic sediments
directly on top of the mid-Triassic reservoir. Therefore, there is a risk that the trap
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connected to a reservoir above that is not structurally trapped and hence there is an
increased risk of migration. Management believes that the sediment above is the
shale and sand of the Z sand zone and that this lower Jurassic Z section will top seal
and trap the deeper mid-Triassic reservoir. A well will be drilled to test this prospect.
Exhibit 29: J-54 prospect and East Akkar Extension prospect

Source: JPR, GMP

Other Future Activities: from Domestic Sales to Export
Besides workovers on existing producing wells and the exploration drilling discussed
above, JPR plans to build topside infrastructure to enable the transition to a full
production licence on the Akkar East field during 2013-14. The company plans to
move from domestic sales to export and thus infrastructure investment is necessary
to be able to utilize associated gas and address export transportation. JPR is
targeting peak production of ~4,000 b/d by 2015 and is budgeting ~$40 mm in capex
over the next two years. We believe the company will raise equity in order to finance
this.
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Recommendation
12-month target price
September 13, 2012
Year end 30 June 2012
Share Information
Market cap ($mm)
Shares O/S – basic (mm)
Shares O/S – float (mm)
Shares O/S – f.d. (mm)
52-week range

BUY
78p

$ 25.13

Valuation
Net asset value
Price/NAV
Enterprise value ($mm)
EV/2012E production ($k/boe/d)
EV/P+P reserves ($/boe)
Return on equity (%)
Return on capital employed (%)

Current price
Total projected return

A$1.18

$76
153.1
n/a
156.4
$ 50.29

$

nm
nm

95.1
33%
$73
$194
$3.01
9%
9%

Oil, Condensate & LPG (mboe/d)
First Half
Second Half
Annual

2011A
0
0
0

2012E
350
400
375

2013E
1,500
2,000
1,750

Natural Gas Production (mmcf/d)
First Half
Second Half
Annual

2011A
0.0
0.0
0.0

2012E
0.0
0.0
0.0

2013E
0.0
0.0
0.0

Total Production (boe/d) - 6:1
First Half
Second Half
Annual
% crude oil & liquids
Production growth

2011A
0
0
0
nm
nm

2012E
350
400
375
100%
nm

2013E
1,500
2,000
1,750
100%
367%

Reserves - 6:1
Equivalent reserves (mmboe)
Oil
Proved
9.8
Proved + probable
24.2
% Proved producing
nm
% Proved
41%
% Crude oil & liquids
Reserve life – P+P (yrs)
29
Finding Costs - including future development capital
Proved + probable FD&A costs ($/boe)
P+P reserve replacement ratio
Proved + Probable replacement ratio

31p
152%

A$0.50

Market Multiples
Discretionary cash flow multiple
Debt-adjusted multiple
Earnings multiple
Target multiple
Debt-adjusted target multiple

2011A

2012E
nm
nm
nm
nm
nm

2013E
10.9x
11.7x
17.0x
27.5x
nm

Net Income
Net income ($mm)
EPS (basic)
EPS (f.d.)

2011A
($9.8)
($0.04)
($0.04)

2012E
($2.3)
($0.02)
($0.02)

2013E
$4.6
$0.03
$0.03

Cash Flow
Cash flow ($mm)
CFPS (basic)
CFPS (f.d.)

2011A
($3.6)
($0.03)
($0.03)

2012E
($2.3)
($0.02)
($0.02)

2013E
$7.1
$0.05
$0.05

Capital Expenditures & Debt
Capital expenditures ($mm)
*Year-end net debt ($mm)
Year-end net debt/cash flow

2011A
$9.4
($14.0)
nm

2012E
$15.0
($0.2)
nm

2013E
$28.6
$9.7
1.4

2011A
2012E
$111.05 $104.25
$90.00
$90.00

2013E
$95.00
$85.00

*Excl. Unrealized Fin. Derivatives

Commodity Prices
Brent (US$/bbl)
Kazakhstan Gas (US$/mcm)
Netbacks ($/boe)
Revenue
Net royalties
Operating costs
Operating netback
Cash flow netback

(at May 9, 2011)
Gas
Total
0.0
9.8
0.0
24.2
nm
nm
0%
41%
100%
nm
29
1 Year
3 Year
nm
nm
nm
nm
nm
nm

2011A
nm
nm
nm
nm
nm

2012E
nm
nm
nm
nm
nm

2013E
$51.09
$6.00
$8.00
$37.09
$10.33

Management Team
Geoff Gander (Chairman/CEO)
Alastair Beardsall (NED)
Baltabek Kuandykov (NED)
Scott Mison (ED/CFO)

Prior Companies
Lindian Resources
Sterling Enegry, Schlumberger
Meridian, Nelson, KMG
Capital Investment Partners

Reserve Engineer
Senergy
Auditor
Ernst & Young LLP

Total Debt Capacity
nm

JPR-AIM

1.0

60.0

15.0

0.0

0.0
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Sep-12

0.3

Jun-12

30.0

Apr-12

0.5

Feb-12

45.0

Nov-11

0.8

Sep-11

Volume (Millions)

Jupiter Energy is a dual-listed company (AIM and ASX), focused on production,
development and exploration activities in its wholly-owned asset Block 31, in the
Mangistau Basin of Kazakhstan.

Closing Price

Comments

September 18, 2012

MANAGEMENT BIOS
Further to the Key Management section we provide summary biographies for Jupiter
Energy's management team:
Geoff Gander, Chairman/CEO
Mr Gander graduated from the University of Western Australia in 1984 where he
completed a Bachelor of Commerce degree. He has been involved in the listing and
running of public companies since 1994. Mr Gander was appointed as a Director of
Jupiter Energy Limited on 27 Jan/05 and is currently responsible for Group Corporate
Development, Group Investor Relations, Group Funding and overall Operational
Leadership.
Alastair Beardsall, Non-Executive Director
Mr Beardsall has been involved in the oil industry for 30 years. In 1980, he started
work with Schlumberger, the oil-field services company, and from 1992, he began
working for independent exploration and production operators, with increasing
responsibility for specific exploration, development and production ventures. Between
Sep/03 and Oct/09, Mr Beardsall was Executive Chairman of Emerald Energy plc. Mr
Beardsall is currently Executive Chairman of the AIM listed Sterling Energy Plc.
Baltabek Kuandykov, Non-Executive Director
Mr Kuandykov is currently President of Meridian Petroleum, a privately held Kazakh
oil & gas company. He was formerly President of Nelson Resources Limited, the oil
development and production company in Kazakhstan that was acquired by Lukoil in
2005. Mr Kuandykov has considerable experience in the oil and gas industry in the
region, having served as President of Kazakhoil (predecessor of the Kazakh State oil
company KazMunaiGas). He also worked in a senior capacity for
Kazneftegazrazvedka and was president of Kazakhstancaspishelf. Mr Kuandykov
also has extensive government experience in Kazakhstan, having served as Deputy
Minister of Geology, head of the oil and gas directorate at the Ministry of Geology,
and was Deputy Minister of Energy and Fuel Resources. He is a well respected
consultant to Chevron Overseas Petroleum on CIS projects.
Scott Mison, Non Executive Director/ Company Secretary
Mr Mison holds a Bachelor of Business degree, major in Accounting and Business
Law, is a member of the Institute of Chartered Accountants in Australia and
Chartered Secretaries Australia. Mr Mison was until recently an Associate Director of
Capital Investment Partners Pty Ltd, a corporate advisory firm which delivers a
comprehensive range of investment banking services including strategic capital
raising, merger and acquisition and financial advisory services, primarily to small-cap
emerging listed companies.
Sanym Bissenaliyeva, Managing/Finance Director
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Ms Bissenaliyeva is responsible for all finance and administration functions in
country. She has spent over 20 years in accounting, planning and budgeting, taxation
and audit roles. She has an in-depth knowledge of the oil and gas sector and has
been in management roles for the past eleven years. She was most recently working
for ENI in Turkmenistan as Finance Manager and before that was Deputy General
Manager of Finance for Nelson Petroleum before the company was purchased by
Lukoil.
Galina Belova, Legal Director
Ms Belova is responsible for all procurement and legal activities in Kazakhstan. She
has 19 years legal experience in petroleum operating companies, private practice
and also the regional court system in Kazakhstan.
John Kroshus, Technical Consultant
Mr Kroshus has 28 years of Canadian and International oilfield experience focusing
on development and operations management having worked in a multitude of
countries including Canada, Russia, Iraq and Kazakhstan. His most recent
successes have been the completion of a Russian Heavy Oil Pilot Project and the
development planning and remediation of a brownfield gas project and the
accelerated development of a 130 mmboe field in the Russian Arctic. Other projects
have included exploration drilling in the mountains of Kurdistan, the accelerated
development of a 100 mmboe Kazakh oilfield and the optimization of a Siberian
oilfield resulting in the additional production of 1.3 mmb of oil.
Mr Kroshus located in Aktau, fluent in Russian and is responsible for all Jupiter’s incountry drilling and production operations.
Izbergen Kubekbayev, Chief Geologist
Mr Kubekbayev is responsible for integrating the company's exploration and
production geo-science activities in country. He has 25 years experience working in
Kazakhstan in a variety of managerial and technical positions including a period as
Chief Geologist at JSC Mangistaumunaigas, the largest oil and gas producer in the
Mangistau region.

RISKS
Beyond the typical risks associated with commodity price and US dollar exchange
risks, there are several factors that might affect a company exploring for and/or
producing oil and gas in the international arena (outside North America), including:
Geologic and engineering risks associated with the finding and ultimate
recovery of oil and gas reserves in the quantities estimated which in turn
determine the company’s value.
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Dry holes during the exploration phase can severely limit not only the
company’s current prospects but also their ability to leverage into new
ventures and/or their ability to access additional capital.
Ability to secure drilling and completion services in a timely manner and/or
at a competitive rate.
Capital and operating cost inflation which can erode the economics of a
project, potentially reducing the return to shareholders.
Current conditions of capital markets may have a material impact on the
company’s ability to move forward if financing is needed. High levels of debt
through project financing are a standard method of financing development
projects and ability to access debt markets and the macro assumptions
used by the finance providers can have a material impact on a company’s
ability to move forward, realise value and/or face potential equity dilution
and/or realise full value through an industry sale process.
Sector rotation risk and market movements and the funds flow associated
with reallocation of capital. Additionally, liquidity risk can affect all
companies especially during aggressive market movements.
Loss of key employees is a major concern for all E&Ps as the specific skill
sets required for individual positions can make the recruiting and retaining of
select individuals difficult.
Changes to existing oil and gas fiscal regimes could defer foreign
investment, increase government take and reduce the company’s net asset
value attributable to a specific project.
Infrastructure risk and access to infrastructure can be a potential risk. This
can lead to delays in the sale of energy products to international and local
markets and can increase operating costs (such as when trucking is used,
for example).
Geopolitical and security risks are an issue in many countries and can
disrupt operations and activities for a considerable length of time or, in
extreme situations, result in the loss of property and assets.
While in most instances international oil prices are closely correlated, ability
to access international markets may impact crude oil realizations in some
jurisdictions. International gas prices are determined by a number of factors
including inter-alia, different linkages (time lags and energy ratios) to crude
oil prices, other competing fuels, coal and electricity and potential
requirements to supply local markets at rates well below international price
levels. Ability to commercialize gas reserves to a ready market can have a
significant impact on potential valuations.
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