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BUY 
Twelve month target: $1.25  Canext Energy Ltd. (CXZ: TSX-V) 

Updating Coverage 
  
 
 

Market Data
Last Price (April 16, 2008) $0.67
52 Week High $1.15
52 Week Low $0.33
Share Capital - MM
Shares Outstanding - Basic 76.2
Shares Outstanding - FD 82.0
Capitalization - $MM
Net Debt (Pro-Forma YE 2008) 16.4
Market Value 51.1
Enterprise Value 67.4

 

 

 

 
 
Stock chart courtesy of GlobeInvestor.com 
 

 
Robb Moss, CFA, Oil and Gas Analyst  
(403) 571-8399  rmoss@acumencapital.com 
 

 

Operations 2006 2007 *2008E *2009E
Oil & NGL - BOPD 030 090 130 350
Natural Gas - MCF per Day 1,052 4,080 6,180 7,200
BOE per Day 6:1 205 770 1,160 1,550
Reserves (P+P) -  MM BOEs 0.85 3.09 n/a n/a
Financials - $MM
Revenue (Net of Royalties) 1.7 9.6 16.5 22.5
Net Earnings 0.5 -13.5 -0.7 0.8
Cash Flow 0.6 4.4 9.9 14.6
Net Debt -3.5 10.2 16.4 21.7
Capital Expenditures 7.6 15.7 16.0 20.0
EPS - FD $0.03 -$0.25 -$0.01 $0.01
CFPS - Basic W/A $0.03 $0.08 $0.13 $0.19
CFPS - FD $0.03 $0.08 $0.12 $0.18
Market Valuations
P/E - FD (x) 39.1 -2.5 -74.8 67.0
P/CF - Basic W/A (x) 30.0 7.7 5.2 3.5
P/CF - FD (x) 30.0 7.7 5.6 3.8
DACFM - FD (x) 33.0 9.2 6.8 4.9
EV per BOEPD - $M $157.3 $74.8 $58.1 $47.0
EV/DACF (x) 39.0 12.7 6.7 4.9
Net Debt to Cash Flow -4.23 2.32 1.65 1.48
Pr ice Assumptions
WTI - U.S.$ $66.10 $72.23 $90.00 $88.00
Natural Gas - C$ per MCF $6.70 $6.46 $7.50 $7.50
Exchange Rate (U.S.$/C$) $1.12 $1.06 $1.00 $1.00

 
 
 - *2008E – 2009E Fully diluted share calculations assume “ all-in”  options and warrants 
 -  Market & Enterprise Values are based on total basic shares outstanding 
 - Historical market values based on weighted average share prices 
 - Net Debt includes all debt plus working capital (negative value implies cash surplus) 
 - DACFM (debt adjusted cash flow multiple) 
 - Oil price assumptions adjusted for corporate differential 

  

Despite an operational setback at Clear Prairie, we remain confident in the resource potential of 
the newly discovered light oil pool in this area and the Montney resource gas play at Pouce Coupe. 
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CANEXT REPORTS 2007 ANNUAL FINANCIALS – We are updating our previous March 17, 2008 
research report to reflect Canext’s annual financial results.  Highlights are as follows: 
 

�  Production averaged 770 BOEPD for 2007, up 274% from 2006 
�  Production averaged 1,052 BOEPD for Q4 2007, up 381% from Q4 2006 
�  Cash flow in 2007 was $4.4 million of $0.08 per share - diluted 
�  Capital expenditures for the year were $15.7 million 
�  Net debt as at December 31, 2007 was $10.2 million 

 
OPERATIONS UPDATE – Canext updated the status of the second well in the Clear Prairie light oil 
discovery announced in March 2008.  The well was cored and logged, but encountered mechanical 
problems when running production casing. Upon perforating and swabbing, the well produced only water.  
Based on analysis performed by three independent labs, Canext has determined that the water source is 
from the uphole Cretaceous/Gething formation and not from the targeted Triassic zone.  The core in the 
primary zone indicated oil shows consistent with the initial discovery well, which was also supported by 
log analysis.  The step out well will likely be shut in but could be used as a water source for a waterflood 
program in the future.  Canext intends to continue with its previously announced plan to drill two to three 
step-out wells this summer and shoot a 3D seismic program in the area next winter. 
 
The Company has reiterated plans to drill five (2.1 net) wells and recomplete five (2.3 net) wells at Pouce 
Coupe targeting the Triassic/Doig and Montney formations, but has indicated that drilling plans may be 
expanded pending the results of planned asset dispositions.  The new royalty credit for deep natural gas 
wells could positively impact a horizontal program in this area; management estimates that a 3,500 meter 
horizontal well could receive a 17% royalty compared with 42% for a vertical well targeting the same 
zone (assuming $8.00/mcf gas prices and a 500 mcf per day well).  The Company is still evaluating 
whether to drill vertical or horizontal wells at this time.  Applying recent land sale prices to Canext’s land 
base, the Company estimated a land value of over $10.0 million ($0.13 per share) at Pouce Coupe. 
 
DISCUSSION &  VALUATION – With a minor mechanical setback at Clear Prairie, we are reducing 
our average production estimate for 2008 from 1,200 BOEPD to 1,160 BOEPD.  Despite the previous 
announcement that the Company is planning to sell 500 BOEPD of production through Canaccord 
Enermarket, we are not assuming any dispositions in our model at this time pending successful 
completion of a sale.  We are now forecasting 2008 cash flow of $9.9 million or $0.12 per share – fully 
diluted.  With some uncertainty remaining with respect to the timing of asset dispositions and production 
additions at Pouce Coupe and Clear Prairie, we are reducing our 2009 average production estimate from 
1,700 BOEPD to 1,550 BOEPD, generating cash flow of $14.6 million or $0.18 per share – fully diluted. 
 
Using the April 16, 2008 closing price of $0.67, Canext is currently trading at 3.8 times forecast 2009 
cash flow per share – fully diluted.  We estimate a pro-forma 2009 net debt to cash flow multiple of 1.5 
times, noting that this is prior to any proceeds from the non-core asset disposition process. 
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RECOMMENDATION – Reflecting our continued confidence in the development upside at Clear 
Prairie and the Montney natural gas resource play at Pouce Coupe, Acumen Capital Par tners is 
maintaining its BUY recommendation on Canext Energy L td. with a revised twelve month price target 
of $1.25.  This translates to 6.9 times forecast 2009 cash flow of $0.18 per share – fully diluted.  We note 
that this higher multiple reflects the resource potential at Clear Prairie – between 20.0 – 40.0 million 
barrels of light oil in place plus 8.0 – 16.0 BCF of associated gas and Pouce Coupe – up to 4.0 BCF of 
recoverable gas per section on four wells per section spacing over 7,240 net undeveloped acres (11.3 net 
sections).  Our target implies a 86.6% increase in value from the closing April 16, 2008 share price of 
$0.67.�  
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Acumen Recommendation Structure:  Buy       Speculative Buy          Hold-positive bias       Hold-neutral bias      Hold-negative bias   Sell   Under Review     Tender 
Full Recommendation Structure explanation can be found at the Acumen Capital Partners website:  www.acumencapital.com 
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Company: Canext Energy L td. 
 
 Disclosure Requirements 

 

Is this an issuer related or industry related publication? Issuer  Industry  

Does the Analyst have a financial interest in securities of the subject issuer? 
If yes, nature of interest: Ownership of common shares. Yes  No 

 

 
 

Does the Associate have a financial interest in securities of the subject issuer? 
If yes, nature of interest:  

Yes  No 
 

 
 

Is Acumen Capital Partners a market maker in the issuer’s securities at the date 
of this report? 

Yes  No  

Does Acumen Capital Partners beneficially own more than 1% of any class of 
common equity of the issuer? Yes  No  

Does Acumen Capital Partners or the Analyst have any actual material 
conflicts of interest with the issuer? 
Explanation: 

Yes  No  

Does the Analyst or household member serve as a Director, Officer, or 
Advisory Board Member of the issuer? 

Yes  No  

Has the Analyst received any direct compensation from the subject Company in 
the past 12 months?*  

Yes  No  

Has Acumen Capital Partners managed or co-managed an offering of securities 
by the issuer in the past 12 months? 

Yes  No  

Has Acumen Capital Partners received compensation for investment banking 
and related services from the issuer in the past 12 months? 

Yes  No  

Other disclosures:      

*  Acumen has a pool for compensation purposes, which includes research analysts, investment banking personnel 
and institutional traders. Revenue in the pool includes trading commissions, advisory fees, new issue commissions 
and broker warrant proceeds.   
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