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Share Data

Recommendation BUY

Target A$ 0.30

Shares - (m, basic/f.d.) 433/574.2

52-week high/low 0.16/0.065

Market capitalisation (A$m) A$52

Net Debt (A$m) -A$7

Enterprise value (A$m) A$45

Total projected return 150%

Risked NAV A$ 0.28

Unrisked NAV A$ 0.51

P/NAV (Risked) 43%

Key fin/ancials 11A 12A 13E

Oil and NGLs (b/d) nm nm nm

Natural Gas (mmcf/d) nm nm nm

Total (boe/d) 6:1 80 342 1,410

Equivalent Growth nm 326% 312%

Total (mmboe) 0.0 0.1 0.5

WTI (US$/bbl) 95.05 90.00 85.00

NYMEX (US$/mmbtu) 4.03 2.50 3.50

EPS ($m - f.d.) (0.02) (0.00) 0.03

CFPS ($m - f.d.) (0.01) 0.00 0.03

Capex ($m) 2.1 11.5 24.9

Net debt ($m) (0.1) (11.8) (10.6)

Debt/CF nm -61.5 -0.8

P/CF (x) nm 379.4 4.0

EV/DACF (x) nm 70.7 3.1

EV/Reserves (boe 2P) 8.06

EV/Production (m/boe/d) 140,156

All figures in USD unless otherwise stated  
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  We are initiating coverage on AOK with a BUY recommendation 

and a price target of $0.30/sh. AOK is an emerging oil and gas 
producer with operations focused on the appraisal of the 
Mississippian Lime play across its 23,000net acres. Its primary 
focus is a 100% WI in the 5,500 acre Snake River Project in North 
Oklahoma where itôs drilling of both vertical and horizontal wells 
has delineated a highly productive and oil rich area of the play. In 
Kansas the play is at an early stage but AOK is highly leveraged 
to a successful outcome of Apacheôs current activities in 
surrounding acreage, given its additional 17,000 net acres.  

 Production at its Snake River project should continue to ramp-up, 
averaging 390boepd for the month of October but peaking above 
500boped and is well on the way to meeting guidance of 750-
800boepd by year end CY2012. AOK has drilled 13 vertical wells 
in the play with 7 wells online and others at various stages of 
completion. In addition, AOK has participated in the drilling of 2 
horizontal wells including its first, the Balder #1-30N (14.15% WI) 
which was very successful with a 30-day rate of 889boepd (70% 
oil) and reported a 67% return on capital after 90 days. Drilling and 
fraccing operations at its 2nd well, the Hod #19-1N, were recently 
completed, with production testing underway. AOK plans to drill 2 
vertical wells per month through 2012/2013 and has an agreement 
with Range for an initial 3 additional horizontal wells.    

 AOK presents a compelling and leveraged investment thesis with 
the RRC 2012 type curve suggesting an NPV of $8.0m per well 
and the potential for 34 net wells at 160 acre spacing and 110 

wells at a longer-term 50-acre spacing. Note that AOKôs acreage 
is located across ~25 sections so a horizontal development could 
see it participate with a 34%WI in closer to 100 wells at 160 acre 
spacing. The economics of a vertical development are also 
compelling with NPVôs of ~$1.5m per well and potential for 137 
wells at 40 acre spacing and 275 at a longer term 20 acre spacing.  
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INVESTMENT THESIS 

AusTex Oil Ltd (AOK) is highly leveraged to the ongoing appraisal of its 23,000net acres of 

prospective Mississippian Lime across North Oklahoma and Northwest Kansas, with its 

primary focus a 100% WI in the 5,500acre Snake River Project in Oklahoma. This project is 

located in the Kay and Noble counties, east of the Nemaha Ridge, in an area which is 

emerging as a sweet spot in the play, given its high production rates and high oil content. 

AOKôs production is currently ~500boepd and is targeting 750-800boepd at year end. Its 

existing production base largely underpins the companyôs value and has been built on 

economically robust vertical Mississippi Lime wells, which the company has proven it has the 

operational capability to deliver. Recent vertical wells have significantly outperformed averages 

for the play with the Blubaugh #20-1 peaking at 160boped and achieving a 30-day average of 

95boepd and a strong 75-day average of 85boepd - which at a cost of $0.6m provides a 50% 

return on investment. We believe full field development of the acreage utilising vertical wells 

would provide significant value given the very strong well economics and the potential for 275 

wells at a longer term 20 acre spacing. However, AOK is also currently assessing the potential 

for horizontal development of its acreage, for which it is utilizing RRCôs operational and 

technical expertise. The Balder #1-30N (AOK 14% interest) is RRCôs best performing well in 

the play with a 30-day rate of 889boepd (70% oil) and reported a 67% return on capital after 90 

days. The well outperforms Rangeôs 2012 type curve, which has an EUR of 600kboe and a 

NPV of US$8.0m. These indicative economics highlight a very compelling investment thesis for 

AOK, given the potential for 34 net well locations at 160 acre spacing or 110 net wells at a 

potential longer term 50-acre spacing. We believe that AOK will continue to re-rate as it 

executes the development of its acreage, delivers well performance in line with expectations, 

expands its drilling inventory and delivers production growth. It is also highly leveraged to the 

early-stage northern Kansas extension of the play, with a net 17,000acre position. 
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VALUATION SUMMARY 

We are initiating coverage on AOK with a BUY recommendation and a $0.30/sh price target, 

which is set in line with our NAV of $0.30/sh. Our valuation is based on a risked full field 

development of AOKôs Snake River project and a notional $/acre value for its early-stage 

Kansas acreage.While we have not included any value, additional stacked pay in the upper 

Pennsylvanian sands and lower Woodford shale provides additional longer term potential 

upside. Our valuation is discussed in more detail later in the report.  

Exhibit 1: Company Valuation and Target Price  

Austex Oil Ltd A$ A$/sh

Snake River - Mississippi Development (average of scenarios 1&2 )125 0.29

Cash 14 0.03

Convertible Notes -8 -0.02

Other Items incl G&A -8 -0.02

Core NAV 123          0.28          

Risked Upside $ $/sh

Kansas - Mississippi Potential (at $400/acre) 7 0.02

7 0.02

Other

Unpaid Capital 0 0.00

Total NAV 130          0.30          

TARGET PRICE 0.30          

Share Price 0.12          

Expected Return 150%

Target Price Calculation

 

Source: GMP Estimates 

TOP 3 CATALYSTS AND RISKS 

Over the next 12 months the following key events are expected to present the most important 

value drivers: 

 Production results from AOKõs 2nd and three subsequent horizontal wells with 

RRC. AOK recently completed the drilling and fracture stimulation of its 2nd horizontal 

well in the play. The Hod #19-1N was drilled to a TMD of 9,301ft and a 20-stage frac 

completed along its 4,000ft lateral. The well was completed with an ESP and 

production testing is now underway. The next well to be drilled is planned to be a twin 

to the highly successful Balder#1-30N, followed by an additional 2 wells alongside 

Hod #19-1N. The results of these wells could provide substantial catalysts for AOK, 

further derisking the play and validating the highly productive and liquids rich nature of 

its acreage.  
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 Ongoing results from AOKõs vertical wells, further production ramp-up.  In 

parallel with its horizontal appraisal program, AOK intends to continue its 2 well per 

month program through 2012 and 2013. These wells should continue to delineate and 

derisk the acreage, with individual well results providing key catalysts. The overall 

field production rate is continuing to ramp-up on the back of several very productive 

vertical wells and looks to be on track to reach a target  exit rate for CY2012 of 750-

800boped. Continued production ramp-up will provide an ongoing catalyst with 

exisitng production largely underpinning the current market capitalisation.  

 Transition through to full-scale development expected. Commitment to drill 

further horizontal wells should provide a key catalyst for AOK as it transitions from 

appraisal through to full field development. The upside for AOK is clear given 

indicative type curve NPVôs and a large number of  drill locations. The company 

should continue to re-rate as it drills wells and provides results in line with 

expectations.  

We believe that the top 3 risks facing the company over the coming 12 months are as follows: 

 Results from AOKõs Mississippi Lime development wells. AOK should continue to 

derisk and re-rate towards our unrisked full field development valuation as it delivers 

results that are (on average) in line with the markets expectations. Individual wells 

provide the building blocks for this ultimate value and based on early results we have 

encouragement that AOKôs acreage is located in a productive and highly economic 

part of the play. However AOK is yet to appraise its full acreage and despite early 

encouragement, delivering production results in line with market expectations remains 

a key risk.  

 Funding the development program. With $14m in cash, AOK is well funded to 

complete its current vertical and horizontal program into mid-2013. Funding presents 

a general risk for projects and we believe AOK has a number of options available to 

manage its capital outlay and to fund the development of its acreage, including: a 

steady ramp-up of drilling to limit capital outlay; lease pooling on horizontal wells will 

reduce its interest and outlay; a farmout of its 100% WI in its acreage; reserves base 

lending; plus further equity funding as the project derisks and AOK is subsequently re-

rated.  

 Lease Management. Management of AOKôs leases is standard operational practise, 

however negotiating on drilling locations, particularly where lease pooling is required 

may delay or restrict the drilling schedule. Meeting lease commitements within the 

term of the lease also poses a risk to AOK.   
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COMPANY OVERVIEW 

AusTex Oil Ltd (AOK) is an ASX listed exploration and production company with operations in 

the USA. It holds 23,000net acres of prospective Mississippian Lime across North Oklahoma 

and Northwest Kansas, with its primary focus a 100% WI in the 5,500acre Snake River Project 

in Oklahoma where it has drilled some 13 vertical wells and 2 horizontal wells. In addition to its 

Snake River Project, the company holds interest in several project areas in Kansas which total 

a further 17,000net acres of prospective Mississippi Lime formation. Production averaged 

390boepd over the month of October and is currently at ~500boepd with a target CY2012 exit 

rate of 750-800boepd. AOK listed on the ASX in 2008 and also trades on the OTC QX 

International. Its initial target was the stacked Pennsylvanian sands which sit above the 

Mississippi Lime formation and have a long history of production in the area. In 2011, it 

deepened two existing wells to target the formation and following some successful flow rates 

shifted in focus to concentrate solely on this formation. However the stacked pay is a key 

highlight of the assets and these upper sands and the underlying Woodford shale provide 

longer term potential upside.  

Exhibit 2: Mississippi Lime Play and Company Projects 

 
Source: SandRidge, AOK 

 

The company recently completed a 2 tranche equity placement to raise gross proceeds of 

$10m and an SPP which raised a further gross $2.5m. Together with the companyôs Sep Q 

balance of $3.2m its current cash position is ~$14m. Following the completion of the placement 

and SPP the company will have 433m ordinary shares and 141m unlisted options on issue. In 

2012, AOK issued US$7.5m in convertibles notes to a small number of North American based 

institutional investors with a 10% pa coupon payable quarterly, a A$0.15 conversion price and 

a maturity date of June 2014.    
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RESERVES AND RESOURCES 

In June 2012, AOK received independent reserves certification for its Oklahoma and Kansas 

leases performed by Denver based Integrated Petroleum Technologies Inc. The analysis 

highlights the significant upside from development of the companyôs assets with vast majority 

of reserve and estimated project value attributable to the Snake River Mississippian play. 

Hence there is also scope for material reserves upside in the Kansas leases.  

Exhibit 3: Independent reserves Certification 

 

Source: AOK 
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A PRIMER ON THE MISSISSIPPI LIME PLAY 

The Mississippian Lime play is a shallow carbonate oil play which covers some 17million acres 

from Northern Oklahoma, extending into Kansas targeting the oil and liquids rich bearing 

Mississippian limestone formation. The area was historically a significant focus of drilling 

activity, dating back over 100 years, with early success found in the more permeable upper 

óchatô section of the formation. More recently, advances in fraccing technology, horizontal 

drilling and better water disposal management has seen a resurgence of activity, targeting the 

lower less permeable carbonate reservoir. The economics of the play stack up well against 

other shale plays due to the solid well performance, high liquids yield and the relatively low 

drilling and completion costs, due to the shallow depth of the target formation at 4000-6000ft.   

Why we like the Mississippi Lime play  

The Mississippian Oil Play is at an exciting early stage of development, yet has big potential, 

with estimates suggesting resource potential of 5-6bnbbls of oil in place. It is differentiated to 

other onshore North American plays given its high oil content and by its shallow depth which 

provides lower costs, high rates of return and requires less upfront capital to develop. We view 

the play as early stage yet rate it as one of the top 3 oil plays given a number of factors. These 

and some other key themes are discussed below:  

1. Significant resource potentialñThe play is significantly larger by area than the Bakken or 

Eagle Ford, covering some 17m acres. Estimates suggest potential of 5-6bnboe of unrisked oil 

in place.  

2. High oil contentñImportantly in the current low gas price environment, the Mississippian is an 

oil play with a high oil content which ranges from approximately 40% up to 80%, broadly from 

the west to the east of the play.   

3. Shallow, quality reservoirñThe Mississippian formation ranges in depth from 3,000ft to 

6,000ft with gross thickness of 300-700ft. The upper chat section provides high porosities of up 

to 30%-40% with the lower lime section ranging 5-15%. The shallow depth means better 

access to rigs; less time and lower cost to drill wells; less up front capital and a more rapid 

return on investment.   

4. Strong well performance, compelling economicsñThe play is underpinned by strong IRRôs 

for both vertical and horizontal wells, driven by the factors above.  

5. Early stageñThe Mississippian is at an early stage of development with operators now 

beginning to define sweet spots in the play and at an early stage of optimising well and 

completion design.  

6. Play is open to small to mid cap companiesñGiven the early stage of appraisal, the play is 

open to small to mid cap companies providing leveraged investment opportunities.  

7. Stacked multi-pay potentialðThe Mississippian sits below a number of productive zones 

which have been historical targets and above the Woodford Shale, Arbuckle, and Wilcox 

formations which provide longer term potential.    



 
 
  December 5, 2012 
 
 

8 

Background geology 

The Mississippian Limestone of northern Oklahoma and southern Kansas is comprised of four 

basic depositional environments. These are the Mississippian ñChatò, Chester, Meramec and 

Osage.  The Mississippian òCható is the uppermost member at the unconformity between the 

Pennsylvanian and Mississippian aged rocks and is considered to be a very good hydrocarbon 

reservoir. These ñChatò reservoirs are very wide spread, vary in gross thickness from a few feet 

to 80ô thick and are heterogeneous in nature. Net porosity thicknesses greater than 5% range 

from a few feet to greater than 40 feet.  Porosities range from 3 to 35%. The Mississippian 

Lime underlies the ñChatò and is comprised of the Mississippian Chester, Manning, Meramec 

and Osage. This zone is also productive in the prospect area in addition to the Chat. Porosities 

range from 5 to 15% with water saturations ranging from 25 to 60%. Net porosity thickness is 

greater than 5% range from 10ô to 100ô with an average of 30ô to 50ô.  Due to the heterogenic 

porosity development within the Mississippian formations it is advantageous to drill horizontal 

wells to interconnect a larger percentage of porosity with one well bore. Fracture treatment of 

the formation during completion in addition to the horizontal placement of the well bore will add 

significant conduits for production of hydrocarbons adding significant recoverable reserves. 

These reserves would not be recovered with a conventional vertical well. 

Exhibit 4: Cross Section of the Mississippian Formation 

  

    Source: Vitruvian Exploration 

History of the play 

The Mississippian Lime play has really evolved over the past 2-3 years driven largely by 

SandRidge and also Chesapeake which drilled some of the earliest wells in the play in 2007.  

There has been significant historical drilling in Oklahoma targeting the upper Mississippian 

Chat section and shallower Pennsylvanian formations. However the play targeting the 

significant resource potential of the Mississippian Lime play has really taken off following 

recent advances in unconventional drilling and completion design and modern water disposal 

technology. This is due to the fact that the lime play is largely a water moving exercise with 

water cuts of 80-90%. Historical drilling anecdotes suggest that early wells would drill through 

the upper productive zones and only a few feet into the Mississippi pay to avoid tapping the 

significant water cuts, given the limited historical water handling capability. Significant 

infrastructure investment, submersible pumps and 3-phase power have facilitated the 

development of the necessary Salt Water Disposal (SWD) infrastructure which has allowed for 

the opening up of the lime play.  



 
 
  December 5, 2012 
 
 

9 

Key players  

SandRidge Energy remains the most active with 1.85m acres in the play, 11,000 net drilling 

locations and is currently running 26 rigs. It has drilled 507 of the industryôs total 1,140 

horizontal wells in the play and since 2011, it has monetized 530,000 acres via farm-

out/divestment for over $2 billion, including a $1 billion deal it completed with Repsol in early 

2012.  Chesapeake Energy, the largest operator in the play with approximately 2 million net 

acres, has drilled 158 horizontal wells and currently has 8 rigs active in the play.  RRC has 

152,000 net acres and is the most relevant company to AOKôs operations, given its focus on 

the core area of the play to the East of the Nemaha Ridge. Shell also made a splash late in 

2011 and early 2012 with its entrance into the play leasing hundreds of thousands of acres in 

south central Kansas.  The latest significant entrant is Apache which has leased 580,000 acres 

in northwest Kansas. SandRidge is also leasing acreage in this extension of the play and has 

now drilled 91 wells reporting ñmore of the sameò with an average 30-day rate of 291boepd.   

Exhibit 5: Key Acreage Positions 
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     Source: Company Data 

The following table provides an alternate way to look at acreage and is important in highlighting 
the leverage that AOK has to the Mississippi Lime play, by comparing company market caps to 
acreage positions. As per below, AOK, RFE and SandRidge provide the most leverage. 

Exhibit 6: Leverage to the Mississippi Lime Play  
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     Source: Company Data 
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AOKõs focus - East of the Nemaha Ridge 

AOKôs Snake River project is focused on a core area of the play to the East of the Nemaha 

Ridge in Oklahoma, which is emerging as a sweet spot in the play. This area is structurally 

higher leading to significantly higher observed oil to gas ratios and importantly the ridge area 

has a significant chat section which provides additional pay with 30-40% porosity. In addition, 

the area is thought to contain a higher degree of natural fracturing which leads to higher flow 

rates from the lime formation. RRCôs acreage is located in this uplift area, noting the comments 

on its slide below. The chat section presents a unique additional high porosity zone in this area 

of the play which AOK targets with both its vertical wells and its horizontal wells, as does RRC. 

Generally, the play is believed to get oilier from the west to the east with the following chart 

showing the number of wells deemed oil wells vs. gas wells. On a similar basis, regional 

geology reportedly suggests the potential for high oil content in the Northern Kansas area 

which is located up-dip of the Hugoton Embayment.  

Exhibit 7: Oil Wells as a % from East to West and Nemaha Ridge Focus 

 
Source: AOK, RRC 

 

Well parameters and indicative economics  

Well costs across the play generally range $3.2m to $3.4m for a completed horizontal fracced 

well and $0.6m for a vertical, including allowance for SWD infrastructure. With 507 wells drilled 

across the play, SandRidge has the largest data set to provide insight into its type curves and 

individual well economics. Based on 446 wells with production data, its average 30-day rate is 

a healthy 328boepd. In its latest Q3 report the company noted higher than anticipated gas % in 

its wells and as a result has lowered its type curve assumptions to an EUR of 422kboe from its 

456kboe curve. This is based on a lower oil percentage of 37% (previously 45%) and results in 

an IRR of 50% (down from 90%) at current strip pricing.  RRC has drilled some 20+ wells in the 

play and based on an average of 6 wells from its 2012 campaign has generated its 2012 type 

curve as detailed below. The type curve has an EUR of 600kboe and is comprised of 70% 

liquids, resulting in IRRôs of 121% and NPVôs of $8m at current strip pricing.    
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Exhibit 8: RRC Type Curves and Individual Well Economics. 

 
Source: RRC 

 

Vertical wells, particularly AOKôs vertical well program, also deliver very sound economics. 

While SandRidge has moved to drilling horizontal wells, it previously reported an average EUR 

of 66kboe from a dataset of over 1,400 wells with an average IP of 110boepd and a 30-day 

rate of ~50boepd. With a well cost of $0.6m, it suggests IRRôs are in the range of 60-70% with 

an NPV of $1.2m per well. AOKôs recent vertical wells have significantly outperformed these 

results with 30 day IPôs of ~90boepd and an oil content of ~70%.  

CORPORATE ACTIVITY  

The play is at an early stage of the M&A cycle with low lease costs, small companies 

assembling positions and little aggregation of these packages to date. Corporate activity has 

largely consisted of JV agreements including various farmouts / financing activities by 

SandRidge and Devon. Leasing activity currently drives acreage costs at $2,000-$4,000/acre 

in the core areas and Apacheôs lease costs reported at $400/acre in NW Kansas. Midstates 

$650m acquisition of Eagle Energyôs assets is the largest acquisition seen to date.  

  Exhibit 9: JV Transactions and M&A Activity  

Resource Working Total Net Acreage

Date Investor Holder Total Consideration Ownership Interest Land Land

($MM CAD) (acres) (acres) ($/acre)

24-Sep-12
Atlas Resource 

Partners
Equal Energy $40 Atlas - 100% 50.0% 8,500 4,250 $9,412

13-Aug-12
Midstates 

Petroleum 
Eagle Energy $650 Midstates  - 100% 100.0% 103,000 103,000 $6,311

4-Aug-12 Atinum Partners SandRidge $500
Atinum - 13.2%            

SandRidge - 86.8%
13.2% 860,000 113,520 $4,405

3-May-12 Unspecified PetroQuest Energy $6
Unspecified - 50%             

Petroquest- 50%
50.0% 18,000 9,000 $678

4-Apr-12
Atlas Resource 

Partners
Equal Energy $18

Atlas - 50%             Equal 

- 50%
50.0% 14,500 7,250 $2,483

30-Mar-12 ONGC CononcoPhillips MOU

31-Jan-11 Sinopec Devon $2,200
Sinopec - 33%             

Devon - 67%
33.0% 1,200,000 396,000 $5,556

22-Dec-11 Repsol YPF SandRidge $1,000
Repsol - ~19%             

SandRidge - ~81%
21.3% 1,710,225 363,636 $2,750

14-Dec-11Blue Grass EnergyMultiple Parties $10
Bluegrass - ~46.4%             

Other partners - ~53.6%
46.4% 6,320 2,932 $3,498

  

    Source: Company Data  
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SNAKE RIVER PROJECT (100% WI) 

AOKôs primary focus is a 100% WI in the Snake River Project, which covers 5,500 acres in Kay 

and Noble Counties in Oklahoma, in a core area of the Mississippian Lime play, east of the 

Nemaha Ridge. The project is well located adjacent to gas pipelines and compression and 

within close proximity to an oil refinery. The project is divided into the East Tonkawa production 

hub and its Blubaugh production hub. With a 90% water cut, the facilities include significant 

SWD (salt water disposal) infrastructure and each well is completed with an ESP (electric 

submersible pump), although many of its wells are yet to be turned to pump. The company is 

currently progressing concurrent vertical and horizontal drilling campaigns, drilling 2 vertical 

wells per month to delineate its acreage and deliver production, while moving towards a full 

field horizontal development via a partnership with RRC on select well locations. The success 

of its ongoing vertical program is driving production towards a target CY2012 exit rate of 750-

800boepd. 

Exhibit 10: Recent Vertical Well results vs. SandRidge Results 

  

Source: AOK 

Work to dateñVertical wells highly economic 

AOKôs first dedicated Mississippian drilling activity was in 2011 and consisted of the deepening 

of 2 existing wells (ETU #14-5 and ETU #15-4) into over 300ft of gross Mississippian Lime 

formation. The wells were simulated with a 2-stage frac which returned 30-day rates of 

50boepd and 90boepd, respectively. AOK has drilled a further 11 vertical in the play with 7 

wells online at the others at various stages of completion. These wells typically include a 2 

stage frac into high porosity steaks identified on the well logs. More recent wells have included 

a frac stage into the chat section which has resulted in consistently high oil content and strong 

production rate, as summarised in the table below, against SandRidgeôs previously reported 

results. Recent production data also suggests that the wells are maintaining these strong rates 

over an extended period with the #20-1 averaging 85boepd over its first 75 days, providing a 

return on investment of over 50%.  

A full summary of AOKôs well results and status is provided in the Appendices. 
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Exhibit 11: Recent Vertical Well Results vs. SandRidge Results 

  

Source: AOK, SandRidge 

Initial horizontal results are also very encouraging 

In May 2012, AOK participated in the drilling of the Balder #1 horizontal well at a 14.15% WI, 

which was drilled by RRC under an acreage pooling agreement. The well was drilled to a TMD 

of 8,952ft with a 3,911ft horizontal section and underwent a 19-stage frac. It returned one of 

the best results observed in the play and RRCôs best result to date with a 30-day IP of 

889boepd (70% oil) and a peak rate of 1,363boepd (782bbls of oil, 1,448mscf of gas and 

340bbls of NGLôs). After 90 days the well is reported to have made a 67% return on capital. 

Although AOK has only a small interest in the well, it has significantly derisked its acreage, 

highlighting a very liquids rich and productive area of the play. The following chart provides the 

ongoing production for the Balder well and its production vs. our modelled type curve, which is 

based on the RRC 2012 curve. 

Exhibit 12: Balder#20-1N Production Rate vs. GMP Type Curve 
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Source: AOK, GMP Estimates 

 

Development of resource plays is expected to produce varying production results and success 

is based on bringing the average results in line with expectations, rather than any individual 

result. Hence, while we are very encouraged by AOKôs first well performance, we anticipate a 

range in results. RRCôs 2012 type curve is based on an average of its 2012 results, which with 

an EUR of 600kboe results in an IRR of +100% and an NPV of $8.0m at current strip pricing. 

Even at this much lower assumed type curve, there is material upside from development of 

AOKôs 5,500acres given the potential for 34 net well locations at 160-acre spacing of 110 

locations at 50-acre spacing, as RRC suggest the play could be drilled to in the long term.   
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Forward planning 

Following the success at Balder, AOK entered into an additional 2 agreements with RRC. 

Drilling of the companyôs second well has been completed under an agreement which should 

see 1-3 wells drilled in ñSection 19 Township 25 North Range 1 East.ñ The Hod #1-19H (8.33% 

WI) has spudded in October, with a 4,000ft horizontal section drilled into the Mississippi Lime. 

The well was stimulated with a 20-stage frac and is currently undergoing testing. Under a 

second agreement AOK and RRC plan to spud the Balder#2-31N in December, a twin well to 

the first Balder well and may be followed by a 3rd well on this section in 2013.  These additional 

wells provide a low cost means of initially derisking AOKôs horizontal play while benefitting from 

RRCôs significant technical, commercial and operational capabilities.  

Following these wells, we anticipate AOK to negotiate with RRC and other adjacent operators 

to pool additional horizontal well locations for drilling. While AOK has a 100% WI in 5,500acres, 

its acreage does not always cover full 640 acre sections and in fact covers some 25 sections. 

Given the prescriptive allocation of drilling locations inside a 640acre section AOK will be 

required to pool its acreage with other operators within these sections when it permits 

horizontal well locations. For the purposes of modelling future drilling commitments, it is better 

to think of AOKôs acreage as a 34% interest in 16,000 acres (25 sections x 640acres). Hence 

while it has 34 net well locations based on 100% WI in 5500acres, in reality AOK could 

participate in ~100 wells at 160acre spacing at an average 34% interest, due to lease pooling 

requirements. However, as discussed previously, AOK is aiming to double its acreage position 

at Snake River by acquiring leases to complete full sections, which would simplify drilling 

permitting. We view this lower % interest in a larger number of wells as highly advantageous, 

limiting upfront capital for each well and providing a significantly greater number of catalysts. 

We must highlight that AOK has not yet decided on whether it will fully develop its field using 

horizontal or vertical wells, given it has only participated in the drilling of 2 horizontal wells and 

continues to get very strong economics from its verticals. With average 30-day rates of 

~90boepd and a 70% oil content, these $0.6m wells are more economic than many horizontal 

wells in the play.  At this stage, AOK suggests it will continue its vertical drilling program 

through 2012 and 2013 at a rate of 2 wells per month and continue to assess its options as it 

develops further knowledge from its additional horizontal wells.   

Third-party activity  

Drilling by other operators should also have a large impact on the Snake River project; in 

particular, RRCôs drilling activities, given its interests in and around AOKôs acreage and busy 

drilling program. RRC has 157,000acres concentrated in the Nemaha Ridge area and has 

drilled 18 horizontal wells in 2012 with 5 rigs active in the play. It intends to drill 51 wells in 

2013 before doubling its rig count to 10 rigs in 2014 and onto 15 rigs in 2015. In additional to 

further pooled wells with RRC, the drilling of successful wells in acreage surrounding AOKôs 

project will assist in further derisking the acreage.  
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KANSAS (53ð70% WI) 

Activity in the Mississippi Lime play has historically focussed in Oklahoma and extended into 

southern Kansas, however activity has more recently been ramping in the north. Key operators 

in Kansas include SandRidge, Shell and Apache which secured a 580,000acre position in 

northern Kansas. Following its entry into the play Apache highlighted the stacked pay 

objectives in the Mississippian, Cherokee and Upper Pennsylvanian formations for which it 

sees 2bnbbls of potential net EUR.  

AOK hold interest in a number of project areas in the northern areas of Kansas with a further 

~17,000net acres of prospective Mississippian acreage consisting of a 53% WI in the 

11,600acre Cooper area and a 70% WI interest in the 15,500acre Colby area. At Cooper, the 

company completed seismic in 2009 and drilled a number of wells including 2 wells currently 

producing from the Lansing Kansas City formation. In 2012, it drilled the Melanie #1 which is 

testing the Lansing Kansas City formation but also drilled through the Mississippi and will be 

tested at a later date. At Colby, it completed 3D seismic acquisition in the March Q 2012 and 

has identified 2 targets for drilling.  

Exhibit 13: Kansas Mississippi Lime Play, Stacked Objectives 

  

Source: SandRidge, AOK/Apache 

 

Both SandRidge and Apache are actively leasing acreage in and around AOKôs permits in the 

northern area of the play. Apache has permitted 3 wells for drilling and drilled its first well close 

to AOKôs Cooper Project, with results unknown at this point in time. SandRidge has now drilled 

91 wells in Kansas and is suggesting ómore of the sameô with a healthy 30-day average of 

291boepd. SandRidgeôs March investor presentation highlights the extended resource potential 

of the Mississippian play into NW Kansas, flagging a study of well core and DST results, which 

shows quality reservoir, high oil content and promising vertical well performance, at a shallower 

depth of formation. The region is thought to have a higher oil content due to its location, up-dip 

from the Hugoton Embayment.   

AOK has minimal appraisal activity planned at this stage and should benefit from others 

exploration activity. Hence we believe its net 17,000acre position provides free-leverage. 


