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Flash note

Interim results

Parkmead Group

Buy (n/c)

Growth Plans Being Delivered

We believe Parkmead's interim results (announced 28 March 2014) reflect the
steady growth of the company. The results provide comfort that the growth
trajectory of the company is being translated into financial results as
anticipated. We reiterate our 380p/share target price and our Buy
recommendation.

Skerryvore: In terms of operational updates, the company stated that they are
accelerating work on the high-impact Skerryvore oil prospect, which we value at
131.0p/share in a success case, but are including only 30% of that value in our target
price, 39.3p/share, to reflect risk. We believe it is possible that the company, which
operates the relevant licence area, could announce a rig has been secured to drill the
well at any time. Typically, that type of announcement galvanises investor interest
and serves as a catalyst. After reviewing this prospect in detail, we are bullish on
Skerryvore and would be delighted if a well could be drilled prior to 2H 2015, which
is currently factored into our financial outlook.

Gain from Lochard acquisition: The £2.6 million profit reported by the company
reflects, amongst other things, that a "gain on bargain purchase" of £5.0 million was
reported in relation to the acquisition of Lochard. This clearly demonstrates the
company's ability to secure attractive deals. In our experience, it is very unusual for a
producing oil asset to be acquired for less than its accounting value, but nevertheless
Parkmead has achieved this.

Free money: Based on our analysis, the acquisition of 20% of the Athena field from
EWE has already paid for itself. Effectively, we estimate that from the beginning of
November 2013 (the economic date of the transaction) to present, the field has
already generated more cash flow than the $11.2 million notional consideration the
company has agreed to pay for the asset upon completion.

Athena: The Athena field is producing in line with our conservative expectations and
we believe investors can feel comfortable with our valuation of this field. Our
valuation assumes that only 13% of the field's original oil in place is produced, which
is very conservative. We believe that drilling a fifth production well would increase
the recovery rate to 24%, which would add 37.7 p/share to PMG's value. The partners
in the field are discussing the location of a possible fifth well; however, in the
absence of a firm commitment to drill the well we still believe it is premature to
include any value for this potential in our target price.

Key financial data (Em) - IFRS

Year to June 2012A 2013A 2014E 2015E 2016E
Production (boe/d) 250 261 1,188 2,384 6,283
Qil production / total production 0% 0% 82% 88% 81%
Revenue (Em) 29 4.1 25.6 46.2 127.0
EBITDA (fm) -5.5 -5.6 10.4 24.2 84.0
Operating cash flow (Em) -1.0 -1.4 7.5 22.1 75.2
Earnings (Em) -4.9 -5.6 43 8.6 38.6
Brent oil price ($/bbl) 112.41 108.67 105.88 101.25 103.27

UK natural gas price ($/mcf) 9.23 10.40 11.21 11.24 11.46
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Growth Plans Being Delivered

m Completion of the EWE deal imminent: The EWE deal for 20% of the producing
Athena oil field is progressing and completion is "expected to be announced
shortly following the standard partner and government approvals process”. The
date of completion is irrelevant from an economic perspective because according
to the terms of the acquisition PMG is entitled to the economic benefits of the
relevant interest from 1 November 2013.

m  Athena: We believe that the Athena field is producing at around 7,000 bbls/d
(gross) which is a temporarily reduced rate that is consistent with the flow rate
announced by Trap Oil on 22 January 2014 (7,000 bbls/d). We expect the company
and the operator of the field, Ithaca Energy, to announce in the weeks/months
ahead that a rig has been secured to fix a current operational problem (a failed
electrical submersible pump package on the P4 well), which would increase
production materially. This has been factored into our valuation. We believe that
investors who have incorporated the above expectations into their valuations (as
per our 380p/share target price) should be comfortable with the situation at
Athena. We have been very conservative in our valuation of Athena by assuming it
is shut-in for mechanical reasons (not reservoir performance) at the end of 1H
2016, even though we believe that mechanical problems are easily fixed. In the
interim results, Parkmead stated that “locations are also being discussed for a
potential new production well on the Athena oil field to extend the life of the
field".

m Athena, read across from Ithaca Energy: Ithaca reported its annual results and
held an analyst meeting on 31 March 2014. The company's reserve evaluator
Sproule Associates reduced the amount of 2P reserves attributable to Athena by
6.6 million bbls (gross) to 12.9 million barrels. We are currently valuing Athena
(conservatively) on the basis that it will produce 6.0 million bbls (gross). We
believe that Sproule has taken the approach that the reservoir has the physical
potential to produce 12.9 million barrels assuming the field has no mechanical
challenges. Sproule's reserve write-down does not alter our forward-looking
expectations. Ithaca confirmed that the partners of the Athena field are currently
in discussions to secure a rig to replace the failed ESP pump package for the P4
well. However, we were somewhat disappointed to learn that despite being in
active discussions about the optimal placement of a fifth well, our sense was that
Ithaca would like more production history (particularly in relation to the water-
cut) and reservoir analysis before committing capital to that project. Therefore we
believe it is possible that the partners in the field might announce a decision to
drill a fifth well in calendar 2014; however, we believe investors should have
reasonable expectations relating to whether a well will be drilled in that year.

m Perspective on Athena: In our target price we have included 43.4 p/share of value
for Athena (only 11% of our 380 p/share target price). A detailed valuation table is
provided on page 3 of this note.

Our valuation is based entirely on our
discounted cash flow model and not
dependent on accounting conventions.

m  Accounting: The company will accrue the economic benefits of the EWE deal
starting in November 2013; however, we believe that revenue will only be
reported on the income statement from the date of legal completion. Given that
production from the Athena field is highly profitable, the longer it takes to
complete, the lower the company's reported income will be. We have somewhat
reluctantly changed all of our production and income statement estimates to
reflect this approach. Therefore our estimate of earnings for 2014 (£4.3 million)
understates substantially the economic profit we expect the company to generate
in that period due to accounting convention
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Asset, Valuation and Target Price Summary

Oil & Gas Assets Type

UK Oil & Gas Assets
Athena il
Perth Core Oil
Perth NW Terrace il
Perth NE Terrace Oil
Platypus Gas
P haros Gas

Total UK Oil & Gas Assets
Netherlands Oil & Gas Assets

Onshore Gas Gas
Geesbrug (2 wells) Gas
O ttoland Oil & Gas
Papekop Oil & Gas

Total Netherlands Oil & Gas Assets

Balance Sheet and Other Adjus tments
Investment in Faroe Petroleum

Aupec consulting business

General & Admin Costs (PV 10, four years, £3mn)
Cash (31 December 2013)

Cash assumed to be payable to EWE for 20% of Athena (notions

Cash assumed from option exercise
Loans excluding Gemini facility (31/12/2013)
Cash from January 2014 fundraise

Lower Visibility Oil & Gas Assets
UK Oil & Gas Assets

Possum Gas
S kerryvore Oil
Davaar il
Athena 5th Well il
Blackadder Gas

Total UK Oil & Gas Assets
Netherlands Oil & Gas Assets

Diever West Gas
Total Netherlands Oil & Gas Assets

Key assumptions:

Working
Interest

30.0%
52.0%
52.0%
52.0%
15.0%
20.0%

15.0%
15.0%
15.0%
15.0%

15.0%
30.5%
30.0%
10.0%
20.0%

Risked Value

Valuation Estimates

Total Value Netto Company (NPV10) Geological Commercial Market Combined Contribution to Total

Total Per Chance of Chance of Valuation Valuation TargetPrice Value Future

uUsSD GBP Share Success Success Factor Factor Total per Share $/boe Production
($mn) (Emn) (p/share) (%) (%) (%) (%) ($mn) (p/share) ($/boe) (mnboe; net)
66.5 40.3 43.4 100% 100% 100% 100% 66.5 43.4 36.94 10f8
169.2 102.5 110.5 100% 80% 100% 80% 135.4 88.4 7.87 21.5
101.9 61.8 66.5 66% 80% 100% 53% 53.8 35.1 12.58 8.1
87.6 5301 57.2 50% 80% 100% 40% 35.0 272.%) 12.70 6.9
21.0 12.7 13.7 100% 809% 100% 80% 16.8 11.0 8.50 2.5
40.1 24.3 26.2 66% 80% 100% 53% 21.2 13.8 6.74 6.0
486.3 294.7 317.5 328.7 214.6 85.3 46.7
4.4 2.7 2.9 100% 100% 100% 100% 4.4 2.9 13.03 0.3
2.0 1.2 1.3 100% 50% 100% 50% 1.0 0.7 3.45 0.6
0.7 0.4 0.4 100% 50% 100% 50% 0.3 0.2 2.44 0.3
11.5 6.9 7.5 100% 50% 100% 50% 5.7 3.7 15.70 0.7
18.6 11.2 12.1 11.5 7.5 9.66 1.9

7.2
30.0
(15.7)
21.0

(8.0)

(3.3)

12.0 7/od) 7.8 509% 809% 100% 40% 4.8 31l 11.88 11.©
200.6 121.6 131.0 389% 809% 100% 30% 60.2 39.3 11.06 18.1
541.4 328.1 353.5 25% 50% 100% 12.5% 67.7 44.2 9.75 55.5

57.8 35.0 37.7 100% 509% 0% 0% = = 19.93 2.9

40.7 24.7 26.6 339% 809% 100% 27% 10.8 7.1 6.90 5.9
852.5 516.6 556.6 143.5 93.7 10.21 83.5

1.7 1.0 1.1 519% 509% 100% 269% 0.4 0.3 7.64 0.2
1.7 1.0 1.1 0.4 0.3 7.6 0.2

380.6

Brent price of $100/bbl escalated at 2% p.a.; UK gas price of 68p/therm ($10.71/mcf) escalated by 2% p.a.; Exchange rate of $1.65 = £1.00
Assetvalues are based on after-tax discounted cash flow models for each asset using a 10% discount rate (a standard NPV 10 approach to oil & gas assets)

Charles Stanley Securities
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Financials

Balance sheet (Em)

Year to June 2011A 2012A 2013A 2014E 2015E 2016E
Cash and equivalents 1.3 7.7 13.3 50.2 76.1 19.3
Trade receivables 1.7 3.3 4.0 6.0 7.0 8.0
Inve ntories - - - 0.1 0.1 0.1
Other current assets - - - - - -
Inves tments 7.1 6.5 4.4 4.6 4.6 4.6
Long-term assets 2.3 5.5 31.7 61.3 87.0 228.6
Total assets 12.3 22.9 53.4 122.2 174.8 260.6
Trade payables 0.8 4.1 8.7 10.6 10.6 10.6
O ther current liabilities 0.3 0.1 0.4 0.5 0.5 0.5
Debt - 3.0 2.0 7.9 52.0 99.1
Long-term deferred taxes 0.0 0.0 1.6 1.6 1.6 1.6
O ther long-term liabilities 2.2 3.5 3.3 5.4 5.4 5.4
Total liabilities 3.3 10.7 16.0 25.9 70.0 117.1
E quity 9.0 12.3 37.3 96.3 104.9 143.5
Liabilities and equity 12.3 22.9 53.4 122.2 174.8 260.6
Company and Charles Stanley Securities

:
Income statement (Em) 2011A 2012A 2013A 2014E 2015E 2016E
Revenue 3.7 2.9 4.1 25.6 46.2 127.0
Cash opex (2.0) (1.4) (2.1) (10.9) (17.8) (38.3)
G &A costs (5.3) (5.5) (7.7) (4.2) (4.2) (4.6)
EBITDA (3.6) (4.0) (5.6) 10.4 24.2 84.0
Depreciation - (0.7) (0.7) (8.4) (13.6) (36.6)
Operating profit (3.6) (4.7) (6.3) 2.0 10.6 47.4
O ther 1.7 - 1.2 5.0 - -
Financial expenses 0.0 (0.2) (0.1) (2.0) (1.5) (6.5)
P rofit (loss) on inves tments 0.1 - (0.0) - - -
Income tax (0.1) 0.0 (0.3) (0.7) (0.6) (2.4)
Earnings (1.9) (4.9) (5.6) 4.3 8.6 38.6
Minority interes ts - - - - - -
Earnings for shareholders (1.9) (4.9) (5.6) 4.3 8.6 38.6
Company and Charles Stanley Securities

.
Cash flow statement (Em) 2011A  2012A 2013A 2014E 2015E 2016E
E arnings (1.9) (4.9) (5.6) 4.3 8.6 38.6
Depreciation 0.1 0.1 0.4 8.4 13.6 36.6
O ther 0.4 3.9 3.5 (5.3) - -
Deferred tax 0.0 0.0 0.3 0.1 - -
Cash flow from operations (1.3) (1.0) (1.4) 7.5 22.1 75.2
Changes in working capital 0.1 (1.5) (3.4) 3.2 (1.0) (1.0)
Cash from operations (1.2) (2.5) (4.8) 10.7 21.1 74.2
Dis posals 2.1 0.0 0.7 - - -
Inves tments (0.1) (2.9) (8.4) (10.8) (39.3) (178.1)
Cash from investments 1.9 (2.9) (7.6) (10.8) (39.3) (178.1)
Cash from equity raised 0.3 8.8 15.6 38.8 - -
Net cash from debt capital (0.0) 3.0 2.5 (1.7) 441 47.2
Cash from financing 0.3 11.8 18.1 37.1 44.1 47.2
Netchange in cash 1.0 6.4 5.6 37.0 25.9 (56.8)

Company and Charles Stanley Securities

Charles Stanley Securities
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Important Disclosures

Recommendation and target price history

Share price performance

300 4
230 -
200 -

150

- M’E’?[H - Target Price [p] Sep-12 Mar-13 Sep-13 Mar

Charles Stanley Securities rating distribution r—
Total Coverage Number Percent Banking Relationships Number  Percent

Buy 73 68.87 Buy 26 81.25

Add 10 9.43 Add 1 3.13

Hold 19 17.92 Hold 5 15.63

Reduce 2 1.89 Reduce 0 0.00

Sell 2 1.89  Sell 0 0.00

Charles Stanley Securities rating definitions - 12 month time scale r—
Buy +20% < expected absolute change

Add +10% < expected absolute change < +20%

Hold -10% < expected absolute change < +10%

Reduce -20% < expected absolute change < -10%

Sell expected absolute change < -20%

5
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Charles Stanley Securities Contacts

Institutional Research

Richard Hickinbotham (Head of Equity Research) Industrials 020 7149 6035
Peter Ashworth Smaller Companies 020 7149 6144
Samir Devani Healthcare 020 7149 6259
Michael Donnelly Support Services 020 7149 6225
William Game Industrials 020 7149 6824
Kieron Hodgson Commodities & Mining 020 7149 6939
Brendan Long Oil & Gas 020 7149 6763
Peter McNally Information Technology 020 7149 6624

Peter Smedley Consumers

020 7149 6992

Andy Smith Support Services

020 7149 6225

Institutional Sales

Jonathan Dighe

020 7149 6352

Bob Pountney

020 7149 6860

Hugh Rich 020 7149 6294
Frank Watts 020 7149 6416
James Wood 020 7149 6074

Sales Trading

Marc Downes

020 7033 4900

Paul Brotherhood

020 7033 4900

Chris Rylands

020 7033 4900

Paul Norman

020 7033 4900

Charles Stanley Securities
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This document is a marketing communication.

This research has not been prepared in accordance with regulatory requirements designed to promote the independence of
investment research.

This report has been issued by Charles Stanley Securities, a division of Charles Stanley & Co. Ltd. Except where mentioned,
all references to Charles Stanley Securities herein should be read as including Charles Stanley & Co Ltd.

This report has been forwarded to you solely for your information and should not be considered as an offer or solicitation
of an offer to sell, buy or subscribe to any securities or any derivative instrument or any other rights pertaining thereto
(“financial instruments").

Other than disclosures relating to Charles Stanley Securities, the information and opinions expressed in this report have
been compiled from publicly available information considered to be reliable, but, neither Charles Stanley Securities, nor any
of its directors, officers, or employees accepts liability from any loss arising from the use hereof or makes any
representations as to its accuracy and completeness.

Any opinions, forecasts or estimates herein constitute a judgement as at the date of this report. There can be no assurance
that future results or events will be consistent with any such opinions, forecasts or estimates. Past performance should not
be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied is
made regarding future performance. This information is subject to change without notice, its accuracy is not guaranteed, it
may be incomplete or condensed and it may not contain all material information concerning the company and its
subsidiaries. Charles Stanley Securities is not agreeing to nor is it required to update the opinions, forecasts or estimates
contained herein.

The value of any securities or financial instruments mentioned in this report can fall as well as rise. Foreign currency
denominated securities and financial instruments are subject to fluctuations in exchange rates that may have a positive or
adverse effect on the value, price or income of such securities or financial instruments. Certain transactions, including
those involving futures, options and other derivative instruments, can give rise to substantial risk and are not suitable for
all investors. This report does not have regard to the specific instrument objectives, financial situation and the particular
needs of any specific person who may receive this report. Investors should seek financial advice regarding the
appropriateness or suitability of investing in any securities, financial instrument or investment strategies discussed in this
report.

Charles Stanley & Co Ltd conducts a full service investment management, investment banking and brokerage business.
Charles Stanley & Co Ltd (or its directors, officers or employees) may, to the extent permitted by law, own or have a
position in the securities or financial instruments (including derivative instruments or any other rights pertaining thereto)
of any company or related company referred to herein, and may add to or dispose of any such position or may make a
market or act as a principal in any transaction in such securities or financial instruments. Directors of Charles Stanley & Co
Ltd and Charles Stanley Securities may also be directors of any of the companies mentioned in this report. Charles Stanley
Securities may from time to time provide or solicit investment banking, underwriting or other financial services to, for or
from any company referred to herein. Charles Stanley & Co Ltd (or its directors, officers or employees) may, to the extent
permitted by law, act upon or use the information or opinions presented herein, or research or analysis on which they are
based prior to the material being published.

As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity,
independence and impartiality of this report. Investors should consider this report as only a single factor in making their
decision. Our policy on managing actual or potential conflicts of interest can be found at:

www. charles-stanley.co.uk/charles-stanley-research-policy.pdf

Equity, bond and technical analysis use different research recommendations definitions. The equity research
recommendations are set out above, as are the proportions of current equity research recommendations from Charles
Stanley Securities only, which do not include the current research recommendations of other research divisions of Charles
Stanley & Co Ltd.

Our equity sales staff, traders and other professionals may provide oral or written market commentary or trading strategies
to our clients and our proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this
report. Our Asset Management area, our proprietary trading desks and investment advisers may make investment decisions
that are inconsistent with the recommendations or views expressed in this research.

Charles Stanley Securities may have issued other reports that are inconsistent with, and reach different conclusions from,
the information presented in this report. Those reports reflect the different assumptions, views and analytical methods of
the analysts who prepared them. Prior to publication, a draft of this report was provided by Charles Stanley Securities to
the subject of the report for factual corrections only.

This report is not an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an
offer or solicitation would be illegal. This report is not intended for use or distribution for US corporations that do not
meet the definition of a major US institutional investor in the United States or for use by any citizen or resident of the
United States.

© 2014 All rights reserved. No part of this report may be reproduced or distributed in any manner without the written
permission of Charles Stanley & Co. Ltd. Charles Stanley & Co. Ltd. specifically prohibits the re-distribution of this report,
via the internet or otherwise, and accepts no liability whatsoever for the actions of third parties in this respect.

Charles Stanley & Co. Ltd is registered in England no. 1903304
Member of the London Stock Exchange * Authorised and regulated by the Financial Conduct Authority
Registered office: 25 Luke Street, London EC2A 4AR Tel: 020 7739 8200 Fax: 020 7953 2822
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