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New Upleg in Place. S&P TSX Energy Index 
Target Remains 400+ for 2H/07. 
What’s Inside: 
 

1. Cold Weather is Lifting Commodity Prices. The Longer 
and More Severe the Winter, the Higher The Energy 
Commodities Will Go.  

 
2. International Political Problems Bode Well For Energy 

Bulls. 
 
3. Re-Introducing Coverage 

• Canadian Superior Energy 
 

4. Research Updates: 
• Accrete Energy 
• Niko Resources 
• Real Resources 

 
5. Top Picks: 

• Domestic: Galleon Energy 
• International: Oilexco 

 
6. Recommended Buy List  
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ason White, B.Sc., EIT 403.451.9287 jason@e-sami.com 
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Real Resources Inc. 
                                                                                                     Suite 700, 555 Fourth Ave. S.W 

 Calgary, Alberta T2P 3E7 
Phone: 403 262-9077   Fax: 403 262-6403 

Website: www.realres.com 
 Company History & Management Info: 

 Real Resources was founded in 1978 and the present team took over in 1997 when RER was producing 400 b/d.   
 Management:  CEO–Lowell Jackson  CFO–Pamela Orr   VP Exp-Frank Muller   VP Land-Mike Stone   VP Op-Dean Tucker   

VP Engineering – Rodger Trimble  
 Core Areas:  

• The company has 5 core areas: East Central AB, Central AB, Southern AB, West Central AB and SE Saskatchewan with 
471k net acres of undeveloped land. Corporate declines are estimated at 30% and approximately 1/3 of drilling is focused 
on exploratory wells.  

Key Impact Plays / Black Gold Wealth Creation: 
 In West Central AB, RER has had tremendous success in the Judy Creek/Whitecourt/Windfall area. RER holds interests in 

301k net acres of land with 276k acres of 3D seismic coverage. The current productive capability from the area is >3,500 
boe/d with current production >2,500 boe/d.  The company has drilled multiple high-impact plays targeting Devonian oil and 
gas with the two best wells testing at 1,400 b/d and 1,000 b/d. Recent success with the Nisku “A” pool could yield RER 15-
20 MB OOIP and has water flood potential.  At Sakwatamua legal & partner issues have finally been resolved and the key 
well is producing ~750 b/d of light oil with 1.1 mmcf/d of solution gas. RER believes that near term well optimization 
initiatives will result in 200 to 400 b/d of incremental production additions. Currently the production is being sold to Canadian 
Crude Separators (CCS) who is blending the light oil. Due to the nature of the sales arrangement, daily sales volumes 
fluctuate between 0 to 1,500 b/d. The RER team will meet with CCS to negotiate a sales agreement in the coming weeks to 
stabilize the sales rate. In the Carson Creek/Virginia Hills area Real is planning to drill 7 high impact wells; 4 will target 
Swan Hills anomalies and 3 will target Nisku reef anomalies. The first of the high impact wells has been drilled to total depth 
and has been cased (Jan/07). At this point RER is encouraged by what they see and a second deep rig will begin drilling 
high impact targets starting in early Feb/07. Further natural gas upside exists in the Jurassic, Gething and Notikewin with 
wells capable of 5 mmcf/d.   

 In SE Sask, Real has ~29k net acres and current net production of ~2,500 boe/d. Due to the high netback low-risk nature of 
the area Real will be making this project a major focus. The prize asset is a 40o API Alida-Frobisher oil pool with an 
estimated 55Mb OOIP. In the 1H/07 an additional 500 boe/d may be added as water handling facilities are brought online 
and optimized. Over the past several months RER has seen improved field pressure maintenance and the average per well 
production rate has increased from 80 b/d to 110 b/d due to the water handling improvements. Currently a 1.5 year inventory 
of 150m spaced infill horizontals exists. RER believes the pool can be further developed using tightly spaced (75m) 
horizontal wells which will more than double the drilling inventory. Ultimate recovery may be 35% to 50%. Due to the large 
drilling inventory (>200 locations) RER will have two rigs dedicated to this project full time. RER believes there is further 
potential in a deeper Kisbey sandstone (1,600 m) and Bakken formation and is planning 6 or 7 vertical exploration wells 
targeting >10Mb sweet light oil targets near Hastings and Rocanville.  

 In East Central, Central and Southern Alberta, RER is estimated to be producing 1,200, 2,300 and 3,500 boe/d 
respectively.  In East Central AB, RER has 24k net undeveloped acres and is chasing Glauc sands, Viking, Ellerslie and 
Colony gas and sees good potential in the up-hole Mannville CBM and Edmonton sands.  At Ferrybank RER estimates their 
two oil pool developments have 40 MB of 350 API oil. Currently the recovery factor is ~5% but RER anticipates this can be 
improved to 35% adding 10 MB of recoverable oil.  In Southern AB RER has a large low-risk inventory of shallow gas 
development targeting the Medicine Hat and Milk River shallow gas. The shallow gas and CBM drilling program will be 
curtailed until natural gas prices strengthen. 

Recent Operational & Financial Results:  
 Real raised $30M in June 2006, issuing 1.177M flow-through shares at $25.50/share.  
 In Q3/06 RER’s production was 11,566 missing our est. of 12,000 boe/d. Cash flow per share was $0.87 beating our 

expectation of $0.78 mostly due to their strong light oil weighting (50%) and some one time royalty recoveries. 
 Current production is in the 12,000 boe/d to 13,000 boe/d range with >1,500 boe/d behind pipe. Cash flow netbacks 

were modeled at $32/boe in 2007.  RER’s Q3/06 cash flow netbacks were ~$31/boe. 
 Our 12-month stock target of $24 is based on 6.0x our 2007 Q4 annualized cash flow estimate of $4.04. Using a 

more bearish commodity call of $60 WTI and $6/mcf we believe RER’s downside cash flow is ~$3.00/share for 2007. 
This floor is partially protected by having sold forward ~50% of natural gas production between $7.27/mcf and 
$7.54/mcf in early 2007.  RER is currently trading below the 2005 NAV estimate of $17.26. 

 
 

Balance of Evidence 
Growth Drivers Limits to Growth 

 High risk/reward drilling in W. Central Alberta could add 
substantially to production and reserves. 

 RER believes that the company has 39Mb of easily 
added reserves with existing development projects. 

 With strengthening commodity prices RER’s 
management is prepared to raise the 2007 CAPEX to 
$250M from $150M with $180M for drilling. 

 As RER grows, fighting the decline treadmill will 
become increasingly difficult. 

 Facilities and operational issues that have historically 
handicapped growth. 

 Reduced credibility with the “street” regarding growth.  
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5 Top Picks this Month 
 

 

Domestic Pick  »   

 
Galleon Energy (GO.A - T) 
 

 
www.galleonenergy.com

 
Present Price:  $16.55 
 

12-month Target Price:  $25.00 Upside: 51% 

Key Purchase Reasons: 
 

1. GO.A  is currently developing one of the largest sweet light oil pools found in Alberta in the past 10 years at 
Puskwa. GO.A will develop some with horizontal wells that should have higher initial rates of >500 boe/d 
which should help increase production prior to the granting of GPP. Current productive capability from the 
Puskwa pool is >11,150 b/d – while current production from this key field is only 2,000 b/d. They 
recently extended the field 5 miles from the initial well in the pool.  

 
2. In addition to the Puskwa discovery, GO.A has several high rate tight gas development projects with very 

favorable economics. The tight gas fairway runs between Dawson and Calais where GO.A possess a 
dominant land position (379k gross acres) and major infrastructure. GO.A sees >150 locations, and expects 
the inventory to grow as they continue drilling. 

 
3. Galleon’s stock is now oversold down from the $25 high. GO.A is an attractive intermediate with a 45/55 

mix between oil and natural gas, positioned with a large dominant position in the Peace River Arch. Current 
production is 13,000 boe/d and GO.A has a healthy balance sheet.    

International Pick  »   

 
Oilexco (OIL – T)  www.oilexco.com  

Present Price: $8.65      12-month Target Price:  $13.00       Upside: 50% 
 
Key Purchase Reasons: 
 

1. The Brenda development work is on the cusp of being completed. It is estimated that they need 5 days of 
decent weather required to finish final work before first oil. Initial production levels of 35,000 b/d expected by 
the company for Feb 2007. Once Brenda is completed, the running 12-month average production could be 
~30,000 b/d resulting in estimated cash flow/share of >$3.00 at these commodity prices.   

 
2. Encouraging appraisal results from Shelley. The formation was appraised with an 8-leg cluster with the final 

leg (extended reach) testing at 3,082 b/d of light oil. Oilexco is planning to fast track this development with 
first oil planned for late Q4/07 or early 2008. Additional development projects that will add near term 
production (1 to 2 year time frame) include Ptarmigan, Blackhorse & Bugle and the Sheryl discovery with 
Oilexco having the potential to exceed 50,000 b/d in the coming years. 

 
3. Other near term high impact exploration is at Kildare (50% WI) where the partners see 100 MB and 200 Bcf 

of gas in the Jurassic Ettrick and Tweedsmuir sands. We expect results this month. At Laurel Valley (75% 
for a 45% WI) the partners see 52MB, 200MB and 350MB in the Piper, Birch and Kopervik horizons. This 
play will be drilled Q1/07.  At Huntington Oilexco has a  40% WI and will be targeting oil in the Forties and 
Fulmar sands.  

 
4. Oilexco currently has the Sedco 712 contracted into 2010 and the Ocean Guardian tied-up with a 1 year + 1 

year option starting in April. OIL has enough exploration and development projects to keep both rigs busy 
well into 2008. 
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 Previous Top Picks  
 
 
The top picks featured in the December 7th edition of the Maison Monthly were Accrete Energy (GZ) @ 
$6.26 and Oilexco (OIL) @ $6.66. Since the recommendation, GZ is down 12% to $5.52 and Oilexco, is 
up 30% to $8.65.  
 
The weakness in Accrete’s stock is due to the recent sloppy natural gas markets and the juniors falling 
as a result of the income trust fiasco. Oilexco has shown considerable strength due to the excellent 
appraisal results at Shelley and near term production additions from the Brenda field (within the month). 
We believe that Accrete and Oilexco remain very attractive at these prices and would encourage 
investors to build positions.  
  
All of the previous top picks in the Maison Monthlies have significant upside for the future and we 
remain bullish on their prospects. Our focus on these monthly picks is to highlight those companies in 
our Universe with near term events that could materially add to shareholder value.  
 
 
 
 
 
 

 Buy the Junior E & P Sector 
 
 
We have clearly seen a bottom in the sector with the panic climax in early October, courtesy of the 
Amaranth collapse and subsequent portfolio liquidations. The October Index low of 277 was the absolute 
low for 2006 and we now expect the market to move upward into Q2/07 breaching 360.  We recommend 
investors to focus on both oil and gas stocks. The gas stocks have been hit hard by tax loss pressure and 
there are some wonderful bargains to be had.  
 
Our long term view remains that the S&P/TSX Energy Index will breach 1,000 – or a triple from current 
levels before this ongoing commodity bull market is over. We don’t have a specific time line for this cycle 
peak, but we feel it is years away. We recommend an orientation towards E&P companies with 
meaningful exploration projects, excellent experienced managements, large land spreads (if they are 
successful to give size to the wins), high working interest and are well financed to execute their programs. 
Our top picks and our recommendations highlight our best ideas.  
 

 
 
 

Be fully invested to enjoy this new up-leg! 
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6  Recommended Buy List 
 
 
 
 
Our Current Buy Recommendations include: 
 

▪ Accrete Energy 
▪ Bow Valley Energy 
▪ Canadian Superior 
▪ Cirrus Energy 
▪ Crossfire Energy Services  
▪ Defiant Resources 
▪ Delphi Energy   
▪ Galleon Energy  
▪ Gentry Resources 
▪ GEOCAN Energy 
▪ International Frontier Resources 
▪ Niko Resources 
▪ Oilexco  
▪ Questerre Energy 
▪ Real Resources 
▪ Sterling Resources 
▪ Vero Energy 
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