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SQZ OIL & GAS £736.97m

Serica remains significantly undervalued

When it comes to finding high quality AIM stocks, you’d be hard pushed
to beat Serica Energy (SQZ).

The North Sea gas producer has an impressive asset base which
generates plenty of cash and profits are soaring.

And despite a Return on Equity just shy of 70% and operating margins
north of 50%, the stock continues to trade on a single digit forward PE
and a deep discount to Fair Value.

We've been big fans of the stock for several years and after taking profits in late 2021, we believe the time is right to buy
back in.

High-quality production base

Serica produces predominantly gas from five fields in the UKCS (UK

Serica net production (boe/d)

Continental Shelf) region located in the North Sea.

(known as BKR) which it bought from BP, Total and BHP via a five-year

Its high quality production base includes the Bruce, Keith and Rhum fields 25,000
staggered earn out in 2018. Serica also operates the Columbus Field and is 0,000
a partner in the Erskine Field

10,000
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

per day (boe/d) and Serica have set full-year 2022 net production guidance nnnnnannNANBRRRRRD R
at tO Qé/OOO _ 28/OOO boe/d ®Rhum Keith mBruce mErskine m Columbus

Production levels surged 40% in the second half of 2021 due to increased
uptime on BKR and new production from its Rhum R3 well and the
Columbus field.
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Net production is now consistent at around 26,000 barrels of oil equivalent
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Serica production assets
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Significant cashflows to self-fund growth and diversification

The completion of Serica’s BKR earn-out in 2022 coincided with an unprecedented rally in European natural gas prices.

Net profit has more than doubled within the last twelve months to £195m Cash, cash equivalents and hedging advances* / £ million
(TTM) and operating cashflows have tripled to £172m (TTM).

This has created a debt free, cash rich balance sheet which is now being used
as an acquisition war chest to grow and diversify its production base. 20

Last month, Serica agreed to buy privately-owned North Sea rival Tailwind in o
a mostly share-based deal worth £644m. w0

The deal will see Serica’s production grow to over 40,000 barrels of oil N - . I I I I I

equivalent per day (boe/d) in 2023 from around 27,000 boe/d in the first half T T SR R I S SR S

of 2022. It will also significantly grow its oil production, which contributes R0 TPt ooty oy o

15% of Serica’s output.

Buying Tailwind will allow Serica to offset its windfall tax burden through historic tax losses as well as investments in new
well drillings around Tailwind’s Triton oilfield.

And as part of the acquisition, energy trader Mercuria will become a 25% shareholder in Serica with two non-executive
board seats. Mercuria will also buy oil and gas from Serica and supply financial hedging.

Serica’s cash pile post Tailwind is close to £300m which will allow it to make further acquisitions according to CEO Mitch
Flegg:
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"We still have cash and we will have more from the enhanced portfolio going forward so we are in a good position to
make more deals”, he told Reuters.

Serica will focus on opportunities in other European countries and possibly North Africa, he added.

78% below Fair Value

Despite Serica’s cash generative asset base, investors are being asked to pay just over four times future earnings.

This looks very reasonable given the average forward PE multiple for P B T—
the Industrial Gas sector is closer to 7.

Serica’s valuation also looks attractive on a discounted cashflow (DCF)
basis - a financial model which that determines whether an investment is
worthwhile based on future cash flows.
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DCF calculates Serica’s Fair Value at £11.80, meaning the shares are
trading at a 78% discount.

There are of course a number of limitations to DCF analysis and we are
not ones for believing the market is inefficient.

However, the DCF analysis indicates that there is a significant buffer to support Serica’s share price in the long-term, even
if natural gas prices normalise.

It is also worth noting that Serica pay an attractive dividend and the shares trade on a forward yield of 6%.

The dividend is covered by four times future earnings, meaning there is scope for payouts to steadily rise should the right
acquisition opportunities not present themselves.

Serica pulls back to key support
Serica’s price action in recent months has seen the shares steadily pullback from their summer highs.

The sustained pullback has taken prices down into a key area of long-term support created by the October 2021 swing
highs and the May 2022 swing lows (see chart right).

Within the last month we have already seen prices start responding to the top of the support area, forming two small
swing lows since December.

Given the context of Serica’s powerful long-term uptrend, we believe this support zone will be well defended, creating a
bullish short-term catalyst from which to time our entry.
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SQZ 3-Year Chart

DISCLAIMER - All content is provided for general information only and should not be construed as any form of advice or

personal recommendation. The provision of this content is not regulated by the Financial Conduct Authority.
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All content is provided for general information only and should not be construed as any form of advice or personal recommendation. It does not take
into consideration your personal circumstances, including your investment objectives, risk profile, tax status, knowledge and understanding or financial
situation. Please ensure you fully understand the risks involved and seek independent advice if necessary.

Regency Research provides research for UK listed shares which can carry risk to your capital. The value of shares can fall as well as rise, which could
mean getting back less than you originally invested. No liability is accepted for any loss or detriment in any way related to the content provided by
Regency Research, the provision of which is not regulated by the Financial Conduct Authority.

Regency Research is a trading name of Regency Capital Group Ltd, registered in England and Wales (company number 11921999). Registered address
at 35 Berkeley Square, Mayfair, London, United Kingdom, W1J 5BF. Regency Capital Group Ltd is authorised and regulated by the Financial Conduct
Authority (FRN 916337). All prices quoted include VAT, charged at 20% (VAT number 397557923).
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