PANMURE GORDON & CO

/8 75 16 March 2016

Equity Research

Colin Smith

FLASH
OIL & GAS

Stock Rec Price Target Price
Faroe Petroleum Buy  63p 135 Budget tax changes benefit Parkmead and Faroe
Parkmead Buy 62p 105p

In today’s UK Budget, the Chancellor of the Exchequer, George Osborne,
Analyst announced a halving in the current rate of Supplementary Duty and a zero
Colin Smith rating of Petroleum of Revenue Tax. With respect to our UK North Sea

exposed coverage we increase our Target Prices for each of Parkmead and
Faroe by 10p per share taking them to 105p (from 95p) and 135p (from 125p)
respectively. Neither company is currently tax paying in the UK and we have
not adjusted our financial forecasts, although there could be a potential
impact on deferred tax balances.

Specialist Sales
Jamie Campbell

» Budget changes. Once again the UK government is tinkering with UK oil and gas
taxation. UK Oil & Gas, the industry body had called for the elimination of special
taxation rates for the North Sea and got a fair chunk of what it asked for with a
halving in the rate of Supplementary Duty to 10% and a zero rating for Petroleum
Revenue Tax (from 35%). The impact on the industry is marginal with an average
annual estimated reduction in tax paid of some £200m pa over the next five years.
However, under current industry circumstances, every little helps. The rate of Ring
Fence Corporation Tax remains at 30% and there was no Norwegian style change to
directly refund unutilisable tax allowances on Exploration and Appraisal activity.

p Target prices increased. Within our current coverage, Parkmead and Faroe are the
companies with UK North Sea exposure. Parkmead is most likely to benefit and our
NAV for the Company increases to 103p which we round to a Target Price of 105p
(from 95p). For Faroe, including minor additional changes, our NAV increases to
136p which we round to a Target price of 135p. We estimate indicative NAVs at a
flat US$50/bbl for Brent of 68p per share for Parkmead and 105p per share for Faroe
adjusting for the change in macro assumption only.

» Reiterate Buy. These tax changes confirm that the UK has a relatively dynamic tax
environment and that the government is trying to support the industry although it
has stopped short of anything radical. We reiterate our Buy recommendations on
Parkmead and Faroe on a twelve month view.
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From time to time, we may offer investment banking and other services (IBS) to all companies
mentioned in this report. We buy and sell these securities from customers on a principal basis.
Accordingly, we may at any time have a long or short position in any such securities. We may make a
market in the securities to all companies mentioned in this report.

The views expressed in this note accurately reflect the research analyst's personal views about any
and all of the subject securities and issuers. No part of the research analyst’s compensation was, is or
will be directly or indirectly related to the specific recommendations or views expressed by the
research analyst (or analysts) responsible for the content in the report.
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Distribution of investment ratings for equity research (as of 5 Jan 16) Rating: GUIDELINE (return targets may be modified by risk or liquidity issues)
Overall Global Distribution (Banking Client*) Buy Total return of >10% in next 12 months

Buy Hold Sell Hold Total return >-10% and <+10% in next 12 months

71% (41%) 20% (7%) 9% (0%) Sell Total return <-10% in next 12 months

* Indicates the percentage of each category in the overall distribution that were banking and/or corporate broking clients

All of the recommendations and views about the securities and companies in this report accurately reflect the personal views of the research analyst named on the
cover of this report. No part of this research analyst’s compensation was, is, or will be directly or indirectly related to the specific recommendations or views
expressed by the research analyst in this research report. This report has been prepared by a member of the Panmure Group (being Panmure Gordon (UK) Limited
("Panmure Gordon"), its "group" as defined in the Financial Services and Markets Act 2000 and each member of the Panmure Group's directors, employees, agents
and nominees). It may not be reproduced, redistributed or copied in whole or in part for any purpose.

We buy and sell these securities from customers on a principal basis. Accordingly, we may at any time have a long or short position in any such securities.

This report has been approved in the UK by Panmure Gordon solely for the purposes of section 21 of the Financial Services and Markets Act 2000. In the UK, this
report is directed at and is for distribution only to persons who (i) fall within Article 19(1) (persons who have professional experience in matters relating to
investments) or Article 49(2)(a) to (d) (high net worth companies, unincorporated associations etc) of the Financial Services and Markets Act 2000 (Financial
Promotions) Order 2005 (as amended) or (ii) are professional customers or eligible counterparties of Panmure Gordon (all such persons together being referred to as
"relevant persons"). This report must not be acted on or relied upon by persons in the UK who are not relevant persons.

Panmure Gordon is not a US registered broker-dealer. Transactions undertaken in the US in any security mentioned herein must be effected through a US-registered
broker-dealer, in conformity with SEC Rule 15a-6.

Neither this report nor any copy or part thereof may be distributed in any other jurisdictions where its distribution may be restricted by law and persons into whose
possession this report comes should inform themselves about, and observe, any such restrictions. Distribution of this report in any such other jurisdictions may
constitute a violation of UK or US securities laws, or the law of any such other jurisdictions

This report does not constitute an offer or solicitation to buy or sell any securities referred to herein. It should not be so construed, nor should it or any part of it
form the basis of, or be relied on in connection with, any contract or commitment whatsoever. The information in this report, or on which this report is based, has
been obtained from sources that the Panmure Group believes to be reliable and accurate. However, it has not been independently verified and no representation or
warranty, express or implied, is made as to the accuracy or completeness of any information obtained from third parties. The information or opinions are provided as
at the date of this report and are subject to change without notice. The information and opinions provided in this report take no account of the investors’ individual
circumstances and should not be taken as specific advice on the merits of any investment decision. Investors should consider this report as only a single factor in
making any investment decisions. Further information is available upon request. No member of the Panmure Group accepts any liability whatsoever for any direct or
consequential loss howsoever arising, directly or indirectly, from any use of this report or its contents.

By accepting this report you agree to be bound by the foregoing limitations.
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