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Source: Peel Hunt estimates
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VALUATION & PERFORMANCE
Dec 23E Dec 24E Dec 25E

Oil price (US$/bbl) 75 75 65
Total production (Mboe/d) 1417 1318 122.6
Liquids production (Mbbl/d) 205 9.2 17.8
EV/EBITDAX 4.6 55 4.7
FCF yield 36% 25% 29%

Company Update
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OIL & GAS TP: 175p

Source: Company accounts, Peel Hunt estimates, Refinitiv

USA trip highlights upside across the portfolio

e Peel Hunt recently visited Diversified’s operations and headquarters,
meeting with key members of the management and technical teams.

e We saw a company focused on stewardship and operational progress.
Topics discussed include; adding value through SAM, monetising
undeveloped locations, plugging strategy and emissions reductions.

e We also update for the buyback and US$40m sale announced this week.

Drifting commodity prices and a weak market mean the shares now trade
on extremely attractive 2023E FCF and dividend yields of 36% and 16%.
The current share price is a very attractive entry point into this material,
well run and FCF generative business, which is insulated from commodity
prices by sector-leading hedging (c.85/80% of 2023/24E gas production
hedged at US$3.5/3.1/MMBtu). We reiterate our 175p TP and Buy rating.

SAM is adding value to Central Region assets. Smarter Asset Management
(SAM) is Diversified’s program to maximise value from the existing asset base via
low cost and fast payback projects such as digitalisation, production optimisation,
restarting shut-in wells and well workovers. We were shown numerous examples
of SAM in action and the impact this has had on production, costs and emissions.

Undeveloped well locations are material organic catalysts. There are
¢.200 net undeveloped well locations in the Central Region, which we value at
48-96p/sh risked-unrisked. On our trip we discussed monetisation options,
including sales and third-party drilling. The locations are guided to typically add
€.0.7-1.0Mboe/d production each and be economic at ¢.US$3.0-4.0MMBtu.

Next LVL offers plugging upside. Diversified acquired a number of well
plugging companies during 2022 and integrated them into its subsidiary Next
LVL, increasing internal capacity from 40/year (one crew) at YE21 to 450/year
(15 crews) currently. This strategy has reduced costs, lowered inflation risk and
generates third-party revenue (the former and latter are upsides to our model).

On track to meet GHG targets. We saw and discussed with operational staff
two key projects to meet Diversified’'s GHG reduction targets; namely well
handheld surveys and the pneumatic valve conversions. 100% of the wells have
now been surveyed (target reached ahead of guidance) and last year 38% of the
pneumatic valve conversions’ five-year target was achieved.

Buyback and US$40m sale. We also update for the buyback and sale of
3Mboe/d non-core assets — resulting in a 2p increase in Core NAV to 176p.

SUMMARY FINANCIALS

Dec 21 Dec 22 Dec 23E Dec 24E Dec 25E
Sales ($m) 1,008 1919 998 1165 1091
EBITDAX ($m) 343 503 509 415 450
EPS —adj. dil. (c) 33.7 274 20.6 9.9 15.1
Free cash flow adjusted ($m) 252 219 338 261 300
Net (debt)/cash (US$) (m) (1,010) (1435) (1,326) (1,235) (1,104)
Dividend yield 14% 16% 16% 16% 16%

This document must be treated as a marketing communication for the purposes of Directive 2014/65/EU (as enacted into the laws of England and Wales, Scotland and Northern Ireland by regulations
made under the European Union Withdrawal Act 2018) as it has not been prepared in accordance with legal requirements designed to promote the independence of research; and it is not subject to any
prohibition on dealing ahead of the dissemination of investment research.
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Overview of Peel Hunt’s visit

During the week commencing 12 June, a team from Peel Hunt visited a number
of Diversified’s Central Region assets in Texas and Oklahoma, in addition to
Diversified’s corporate headquarters located in Birmingham, Alabama. As a
general comment, we were extremely impressed with both the competence and
enthusiasm of all the Diversified employees we met, following the company’s four
guiding principles of Safety, Production, Efficiency, Enjoyment.

In Texas, we visited numerous wells and a salt water disposal (SWD) plant from
the Blackbeard asset package (Figure 1), and spent time with Nate Burger,
Diversified’s Director of Upstream Operations for the region. The Blackbeard
asset was acquired in July 2021 for US$166m. It provides 2023E net production
of 15Mboe/d (c.1% oil) from ¢.850 net wells, producing from the Barnett Shale
reservoir (see our initiation note for details). We also visited Oklahoma where we
viewed multiple wells from the Tapstone asset package, in addition to spending a
day with Colt Carpenter, SVP of Upstream for the Central Division, and his team
of c.10 operational managers in Oklahoma. The Tapstone asset was acquired in
December 2021 for US$181m. It provides 2023E net production of 8Mboe/d
(c.18% oil) from c.550 net wells, producing from Mid-Continental carbonate
reservoirs (see our 7 October 2021 note for details).

During our day at corporate headquarters we spent time with members of the
senior management, business development and finance teams. This included
Brad Gray (COO), Eric Williams (CFO), Randy Baron (SVP Finance & Strategy),
Travis Bartlett (VP Strategic Planning), John Crain (VP Treasury) and Doug Kris
(VP Investor Relations). Brad Gray also shared information and pictures from his
recent visit to Diversified’s well plugging subsidiary Next LVL (details included
in this note).

Figure 1: Assets visited in the Central Region and the Alabama headquarters
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SAM is Diversified’s program of utilising
low-cost, high-return projects to add value
to the existing asset base

Gas lift and plunger workovers utilised to
boost production at Blackbeard

ESP and pump jack workovers utilised to
boost production at Tapstone

Figure 2: Gas lift and plungers at Blackbeard
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Source: Peel Hunt

Adding value through SAM

Smarter Asset Management (SAM) is Diversified’s program of maximising value
from the existing asset base, which is a key differentiator for the company given
the focus on producing (rather than exploration or appraisal) assets. Projects
included with the program are typically low cost and fast payback, such as
digitalisation, production optimisation, returning to production (RTP) shut-in
wells and well workovers. This program has helped maintain Diversified’s low
group production decline rate and in the Appalachian assets alone, Diversified
estimates that SAM contributed US$58m during 2018-20. At the 2022 full-year
results, Diversified provided a number of recent examples of SAM, including 305
Central Region workovers (adding c.6.7Mboe/d gross production for an average
of US$45k/well, average payback two months), RTP c¢.340 Central Region wells,
optimising Central Region compression (US$1.5m annual savings) and re-
routing Appalachian volumes (annualised revenue uplift of US$15m).

At the Blackbeard asset we were shown how production has been optimised by
working over wells to add gas lift or plungers. Gas lift works by injecting natural
gas into a well’s annulus, reducing pressure and viscosity at the bottom of the well
hence increasing production rate. An example of the valved pipe that allows gas
lift can be seen in the foreground of Figure 2. As a well ages, plungers can be
added to boost production. When closed the plunger constricts flow, allowing
pressure to build up to a set level (high enough to move fluid up the well and also
to allow the water and gas columns to separate). When this is reached, the plunger
opens and the well flows (this happens c.50 times a day). Nate Burger commented
that ¢.95% of the Blackbeard wells now use gas lift and/or plungers. We also saw
a number of Blackbeard sites where the compressor units had been right-sized by
Diversified to current production rates, reducing both costs and GHG emissions.

At the Tapstone asset the wells produce a higher proportion of oil and are in
carbonate reservoirs (stimulated using acid jobs so no proppant sand), so
different methods are used to optimise production. Early in a well’s life, electric
submersible pumps (ESPs) help lift the well’s fluid column, which is heavy due to
it containing a large amount of frac fluid. ESPs comprise an impeller pump in the
bottom c.30m of the well, this mechanically moves fluid up hole. However, later
in a well’s life, they are frequently worked over from ESPs to pump jacks, which
use around half the electricity (adds cost and Scope 2 emissions) and cost
¢.US$200k vs ¢.US$60k for pump jacks. The pump jack (or ‘nodding donkey’)
has a rod extending to the bottom of well. This moves up and down creating a low
pressure zone to lift liquids. The operation managers commented that having a
large well portfolio allows them to recycle ESPs and pump jacks as right-sizing is
required, hence they have not needed to buy a new pump jack for over a decade.

Figure 3: Pump jacks and ESPs at Tapstone

Source: Peel Hunt
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Well decline rates measured on the
ground are in line with our modelling

Digitalisation drive is optimising production
and reducing costs and emissions

Operators are notified via text or email if
asset moves outside set parameters

Diversified is also using SAM to drive
down costs at the Central Region assets

Figure 4: Regional office near Oklahoma City

Source: Peel Hunt

Whilst with the operational teams, we also discussed the decline curves they are
currently seeing in their assets and their forecast for the coming years. Nate
Burger commented that in the Blackbeard asset they are currently seeing well
decline rates in the range of 4-10%. This is a weighted average of around 8% and
should drop to c.6% over the next few years (as the newest wells were drilled in
2017). This is bang in line with our Blackbeard asset model where we use an 8%
decline rate for 2023 and a 6% terminal decline rate from 2025. Nate also
mentioned that the wells have been declining in line with type curves, and these
type curves have not needed adjustment for 10-15 years. We also discussed the
water cut and GOR with Colt Carpenter, who said that both these parameters tend
to remain stable throughout a well’s life (in line with our modelling).

Diversified has been running a program to digitalise its wells, upstream and
midstream infrastructure, with this data stored in the cloud so it can easily be
accessed across a range of devices — from centralised control rooms to handheld
tablets. This facilitates real-time monitoring of the assets; allowing production to
be optimised, maintenance to be carried out more effectively and any fugitive
GHG emissions to be addressed more quickly.

On the trip we were given a demonstration of Diversified’s digital management
capabilities from the regional office near Oklahoma City (Figure 4). We were
shown the range of real-time data that is fed into the system, and how the
operators set parameters on certain key variables. If an asset moves outside these
parameters, the operator is immediately notified via a text or email. This allows
the operator to react more quickly to carry out maintenance or adjust to the well.
In addition, many of the wells have valves that can be controlled remotely,
reducing the need for operators to physically visit wells. This reduced ‘windshield
time’ (time driving to physically visit assets), lowering costs, GHG emissions and
response time.

During our visit another benefit of SAM was mentioned numerous times, namely
the ability to use Diversified’s name, focus on cost discipline and ability to bulk
buy to drive down costs. In the Blackbeard asset SAM has been applied to reduce
both water disposal costs (the largest variable opex cost on the asset) and
chemical costs.

Figure 5: Demonstration of digital well management capabilities

Source: Peel Hunt
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¢.200 net Central Region undeveloped
well locations offer very material organic
catalysts with a PHe risked/unrisked value
of 48/96p

Undeveloped wells may be monetised via
sales or third-party drilling

Undeveloped locations economic at
US$3.0-4.0MMBtu Henry Hub

Undeveloped locations are material
catalysts

In addition to adding 17Mboe/d net production, the Tanos 2 acquisition package
(announced in February 2023) includes 50 undeveloped well locations with a
guided NPV10 of US$280om. In our 1 March Tanos 2 note, we added these to
Risked NAV with a value of 12p/24p risked/unrisked. During the Tanos 2
presentation, Diversified announced there are a further c.300 gross (c.150 net)
undeveloped locations across the rest of the Central Region portfolio (Figure 6).
On the 2022 full-year results call, management commented that as the other
Central Region locations are in similar reservoirs to Tanos 2 (primarily Cotton
Valley), it is reasonable to model a similar NPV10 per location. Therefore, we
include these c.150 net locations in Risked NAV at 36/72p risked/unrisked. With
an aggregate estimated value of 48/96p risked/unrisked, the undeveloped
Central Region locations are material organic share price catalysts.

Two options Diversified’s management have discussed to monetise the
undeveloped well locations (hence moving them to Core NAV) are sales or third-
party drilling. Diversified has a good track record of successfully selling down its
undeveloped acreage, eg in November 2021 it sold a package of primarily
undeveloped locations acquired as part of the Tanos 1 acquisition, for a sum of
US$73m (split 50/50 between Diversified and partner Oaktree).

On our trip we discussed with management the option of bringing in a third-party
to drill the locations. This would have the advantage of passing the drilling capex
and risk to a third-party (who would also provide the drilling expertise) but
allowing Diversified to benefit from the production post-drill. A possible
structure is that the third-party would take the majority of production cash flows
up until they have achieved a certain IRR, at which point the majority interest in
the production cash flows would switch to Diversified. Diversified’s management
commented that the agreement may be in tranches of ¢.10-20 locations and that
¢.US$3.0-4.0MMBtu Henry Hub pricing is required to make the locations
economic (ie achieve a good return as opposed to this being a break-even price).
Given the Henry Hub forward curve is in contango and rises to >US$4.0MMBtu
in 2024-25, it is possible a third-party drilling deal could be signed in the near
term at current Henry Hub strip pricing. On the trip we also discussed the likely
production for the 50 Tanos 2 locations. These were estimated at c.4-6MMscf/d
IP30 gross (0.7-1.0Mboe/d) per location with a ¢.50% decline over two years. The
Tanos 2 package also contains four DUCs (drilled but uncompleted wells). On the
trip, management commented that these are economically attractive at
¢.US$3.0MMBtu Henry Hub and can all be completed and brought online in
approximately three months. Diversified is currently progressing options to
complete the DUCs in the most cost-efficient manner.

Figure 6: Extracting value from undeveloped acreage (illustrative example)
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State agreements give good visibility on
minimum plugging requirements for next
decade (US$2m/year).

Diversified’s internal plugging capacity
has recently grown to 450 wells/years vs
200 wells/year minimum guidance

Figure 7: From left to right; cement truck, wireline truck, plugging rig, Brad assisting string pull operation

Source: Brad Gray, Diversified COO

Next LVL offers well plugging upside

In 2019 Diversified negotiated 10-15-year agreements with four States (covering
99% of its Appalachian wells), setting the minimum number of wells required to
be plugged per year at 80 (at US$23k/well, this is a minimum spend of
US$2m/year). Diversified has continuously outperformed against this minimum,
with 92/136/200 wells plugged in its Appalachian business during 2020/21/22
for a cost of US$2/3/5m. As part of its GHG emission reduction targets,
Diversified guides that a minimum of 200 wells will be plugged per year (ie
US$5m/year cost) going forward. We model c.250 wells being plugged in 2023
for a cost of US$6m. During 1Q23, 56 wells were plugged by Next LVL (26
internal, 30 for third-parties). Note plugging is a weather-sensitive operation so
significantly less wells are typically plugged during winter than summer.

During 2022 Diversified acquired a number of well plugging companies and
integrated them into its wholly-owned subsidiary, Next LVL. This has led to an
increase in internal plugging capacity from 40/year (one crew) in December 2021
to 270/year (nine crews) in May 2022, 360/year (12 crews) in July 2022 and
450/year (15 crews) currently. Next LVL is now a material full services plugging
company, with the 15 plugging rigs and crews supported by cement trucks, wire-
line trucks, bulldozers plus lease and utilisation teams. When we met Brad Gray
at Diversified’s headquarters, he shared information and pictures from a recent
visit to see Next LVL plug a well, see Figure 7. Onshore well plugging operations
such as these are much cheaper, quicker and less complex than offshore plugging,
and require only a light-weight rig (the one seen in Figure 7 is transported on the
back of a truck). The typical stages are:

1) Site clearing and preparation.

2) Running of cementing string and pumping of cement.
3) Pulling of cementing string.

4) Wire-line log measurements to assure cement quality.

5) Restoration of site surface to original condition.
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Plugging business reduces costs, lowers
inflation risk and generates third-party
revenue

Recent advancements in  plugging
business offer material upside to our
current modelling

Majority of Diversified’s plugging located in
Appalachia

The increase in internal plugging capacity has numerous benefits to Diversified,
including:

1. Reduced costs. This is a result of removing third-party margins, scale-
efficiencies and the fact that the operator (ie now Diversified) is fully
incentivised to reduce costs. The benefits of increased plugging capacity
can already be seen in Diversified’s average plugging cost, which has
fallen from US$25k in 2020, to US$23k in 2021 and US$21k in 2022.
Diversified’s operational staff and management also discussed that now
the company is firmly in the plugging business, there is potential to
further reduce costs by utilising and developing new plugging
technologies.

2. Insulation from inflation risk. This was of particular benefit in mid-2022
when commodity prices and rig rates rose. Given the Henry Hub forward
curve is in contango (averaging c.US$4/MMBtu in 2024-25), this
insulation from inflation may well be beneficial in the coming years.

3. Third-party revenue opportunities. Diversified’s internal plugging
capacity is now 450 wells/year, 250 (or 125%) above the guided
minimum of 200/year. This spare capacity is being used to generate
revenue by plugging State orphaned wells and other operators’ wells. At
its 2022 full-year results, Diversified announced that Next LVL has
already being awarded contracts to plug 150 third-party wells in 2023.
The opportunity to plug orphan wells was boosted by the US$1.4bn
allocated to the States by the Federal Government as part of the Inflation
Reduction Act of 2022.

Note our model currently conservatively includes an Appalachian average
plugging cost of US$23k/well and does not include any third-party revenue from
plugging, hence there is material upside to be included in our model as Next LVL'’s
track record continues to grow.

With c.61k net wells in Appalachia and c.5k net wells in the Central Region, the
vast majority of plugging operations are in the former. However, in addition to
the 200 Appalachian wells plugged during 2022, 14 wells were plugged in the
Central Region. We discussed plugging with Colt Carpenter, who commented that
as Diversified’s plugging operations are concentrated in Appalachian, it currently
does not make sense to build internal plugging capacity within the Central
Region. However, this is something they may consider in the future. Nate Burger
commented that three Blackbeard wells were plugged during 2022. These were
all paid for by a third-party who wanted to develop the land and, given the amount
of development in Texas, Nate sees high potential for this situation to occur again.
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Comprehensive GHG emissions targets
announced in 2021

Investment to reduce emissions is already
having an impact, group Scope 1 methane
emissions intensity fell 256% between 2020
and 2022

All Central Region wells have now been
surveyed for emissions

On track to meet GHG reduction targets

At the 2021 Capital Markets Day, Diversified announced methane reduction
targets of 30% by 2026 and 50% by 2030 (against a 2020 baseline). The targets
appear sufficient to meet the US Environmental Protection Agency’s proposals to
reduce methane emissions 75% by 2035 (see our 23 November 2021 note). DEC
also accelerated its commitment to reach carbon neutrality by 2040, a decade
earlier than the previous commitment.

To hit the GHG emissions targets, Diversified spent c.US$15m on additional
investments in 2022, including increased fugitive emissions detection capacities,
pneumatics and compression modifications, and accelerated well plugging. As a
significant proportion of the 2022 spend was capex, going forward we forecast
GHG spend of c.US$5m/year. This investment is already having a material
impact on Diversified’s group Scope 1 methane emissions intensity, which fell
from 1.6MTCO2e/MMscfe in 2020 to 1.2MTCO2e/MMscfe in 2022.

During our 2023 visit we witnessed a number of these GHG emissions reduction
projects in action. At a Blackbeard well, Nate Burger demonstrated the use of one
of Diversified’s GT84 handheld quantitative emission detection devices (Figure
8). This is a very sensitive device which measures emissions down to parts per
million (ppm), with a 500ppm reading considered a leak and hence repairable by
Diversified. In some regions a qualitative ‘flame camera’ is used in conjunction
with the GT84 as it can be used in a greater range of weather and is required by
regulation in some States. The surveys are carried out during the usual yearly well
visit by Diversified’s staff, so post the initial investment in handheld devices
(which occurred in 2022) there is very little incremental cost for the surveys. Colt
Carpenter commented that all 7k gross operated wells in Diversified’s Central
Region portfolio have now been surveyed, with 90% found to have no leaks. Of
the 700 wells found to have leaks, 600 have been repaired. The remaining c.100
are waiting on an order of “wellhead master valves”, and should be repaired in a
matter of months. In terms of costs to repair detected leaks, Colt commented that
this is generally in the low single-digit dollars, with the most expensive repair he
was aware of being c.US$1k. While we did not visit the Appalachian assets,
Diversified previously announced that c.100% of wells here have now been
surveyed, with similar leak detection rates and repair costs to those discussed
with the Central Region operations teams. Surveying of all wells in the portfolio
was achieved ahead of the guidance of mid-2023.

Figure 8: Demonstration of handheld emission detection device

Source: Peel Hunt
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Pneumatic valves are being converted to
compressed air to reduce emissions

Solar skids can be used to power the
compressed air

57 facilities converted to compressed air in
2022, 38% of five-year target

Figure 9: Solar skid produces power. . .

Source: Peel Hunt

At a different Blackbeard wellsite, Nate Burger showed us an example of
Diversified’s project to convert pneumatic valves from being natural gas to
compressed air powered. The pneumatic valves (shown in Figures 8 and 10 - they
are painted red) control fluid flow within pipes, and vent natural gas when they
open and close (these are classed as non-fugitive GHG emissions). The project
does not change the pneumatic valves themselves, but rather changes the power
to compressed air so GHG emissions are not vented as they open and close. This
conversion reduces both cost and GHG emissions. Nate Burger commented that
across the Blackbeard wells, ¢.15% have recently been converted by Diversified
from having natural gas powered pneumatics to compressed air powered
pneumatics, with the remainder already using compressed air powered
pneumatics.

At the Blackbeard wellsite we visited, Diversified uses solar skids (Figure 9) to
power the compressed air. The skids themselves are currently purchased from a
third-party for c.US$30k. However, Diversified is looking to build them in-house
for an estimated cost of only ¢.US$10k (this should be available within months).
Within the Blackbeard asset, solar skids have been used at c.10 well pads to date
(there are a total of c.200 pads in Blackbeard). Blackbeard is piloting the solar
skids for the other Central Region assets.

In the April 2023 Sustainability Report, Diversified commented that a total of 57
facilities across the portfolio (including 55 well pads, 40 of which are in the
Central Region) had been converted to compressed air pneumatic valves in 2022,
an impressive 38% of the five-year target). A further 50 well pads are intended to
be converted in 2023.

Figure 10: . . . for compressed air pneumatic valve (painted red)

Source: Peel Hunt
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Up to £97m share buyback approved at
2023 AGM

Sale at c.4x multiple vs 1.4-3.5x mutiples
for acquired Texas and Oklahoma wells

Share buyback and US$40m sale

On 27 June, Diversified released details regarding the parameters of the share
buyback programme that was approved at the 2023 AGM. The buyback will be up
to a maximum of 97.4m shares (representing 10% of outstanding shares) or a
total consideration of £97.4m. The programme will expire at the earlier date of
30 June 2024 or the date of the 2024 AGM. Diversified will make disclosures
during the buyback period regarding the number of shares repurchased. Given
the current disconnect between the 85p share price and the intrinsic value of the
company (we value Diversified's Core NAV at 176p), in our view the share
buyback programme is a very sensible use of capital which will be highly value
accretive to shareholders. On 28 June, Diversified announced that it had
purchased 0.1m shares at an average price of 84.4p/sh. We will include the
buyback incrementally in our model as it progresses, and for now model US$20m
of shares purchased during 2023 assuming a 9op average price and US$/£
exchange rate of 1.20. Note the buyback approved at the 2022 AGM expired on 1
June 2023, with the final three transactions as part of this buyback occurring on
30 May 2023, 30 October 2022 and 29 October 2022.

On 28 June, Diversified announced the completion of the sale of ¢.200 net, non-
core, non-operated wells within the Central Region. The wells are located in
Oklahoma and Texas and are currently producing c.3Mboe/d. The gross
consideration of US$40m represents a c.4x NTM cash flow multiple for the sale,
highly accretive vs the 1.4-3.5x NTM cash flow multiples Diversified has paid for
its Oklahoma and Texas acquisitions. Note the range is defined by 1.4x for the
April 2022 East Texas acquisition and 3.5x for the May 2021 Blackbeard
acquisition. The divestiture fits with the company's strategy of focusing on
operated wells where SAM can more easily be applied, and the divested wells are
guided to have higher operating expense than the average of the operated wells.
The c.US$40m proceeds from the sale will be used to boost company liquidity
and can be deployed towards the operated PDP-focused strategy. We have
updated our model for the sale and assume the 3Mboe/d of sold non-core, non-
operated production is from the COP asset. After updating for the buyback and
sale, YE23E net debt falls from US$1,345m to US$1,326m and Core NAV
increases from 174p to 176p.

10
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Financial statements

INCOME STATEMENT $m Dec 21 Dec 22 Dec 23E Dec 24E Dec 25E
Revenue 1,008 1,919 998 1,165 1,091
Opex (291) (446) (431) (389) (342)
G&A (102) (171) (85) (85) (85)
EBITDAX 614 1,303 482 691 664
Depreciation, Amortisation (168) (222) (168) (160) (151)
Impairments, Other - - - - -
EBIT 446 1,080 314 531 513
Finance costs (51) (101) (93) (89) (85)
Gain on derivative financial instruments (975) (1,759) 19 (285) (222)
Accretion of asset retirement obligation (24) (28) (28) (28) (28)
Other financial gains 53 7 (1) (1) (1)
PBT (551) (800) 211 128 178
Net tax 226 179 (21) (33) (32)
Net profit (325) (621) 191 95 145
Disc. ops and OCI 0 1 - - -
Total comprehensive income (325) (620) 191 95 145
BALANCE SHEET $m Dec 21 Dec 22 Dec 23E Dec 24E Dec 25E
Oil and gas properties 2,530 2,556 2,648 2,522 2,405
PPE 414 483 463 463 463
Restricted cash 18 47 47 47 47
Other 195 411 411 411 411
Total non-current assets 3,157 3,477 3,569 3,443 3,326
Inventories and receivables 322 311 311 311 311
Cash 13 7 (28) (28) (34)
Other 2 36 36 36 36
Total current assets 337 354 319 319 313
Total Assets 3,494 3,831 3,887 3,762 3,639
Borrowings 59 271 169 158 140
Other 715 861 861 861 861
Current liabilities 774 1,132 1,030 1,018 1,001
Borrowings 952 1,169 1,138 1,070 961
Other (inc. decom liability) 1,105 1,668 1,684 1,701 1,718
Non-current liabilities 2,057 2,837 2,822 2,772 2,679
TOTAL LIABILITIES 2,830 3,969 3,852 3,790 3,680
Share capital/premium 1,065 1,064 1,221 1,221 1,221
Other reserves 14 (83) (75) (67) (59)
Retained earnings (431) (1,134) (1,125) (1,197) (1,218)
TOTAL EQUITY 647 (153) 21 (43) (56)
PHe cash flow profile
800
600
400
g 200 .
0 — —
B u
(400)
(600)
(800)
2021 2022 2023E 2024E 2025E
BN Operating == Investing Financing =YE cash

Source: Company accounts, Peel Hunt estimates, Refinitiv

CASHFLOW STATEMENT $m
Pre-tax profit

Cash tax received (paid)

Other

Operating cash flow

PPE capex

Net considerations for M&A
Other

Investing cash flow

Debt issued (repaid)
Equity issued

Cash dividends paid
Repurchase of shares
Other

Financing cash flow

Cash at the start of the period
Net change in cash
Cash at the end of the period

KEY RATIOS

WTI (PHe)

Henry Hub gas price (PHe)
Production (Mboe/d)

Unit opex ($/boe)

FCF

FCF yield

Hedged adjusted EBITDA
Net cash/(debt)

Gearing (ND/hedged adjusted EBITDA)
EV/ EBITDAX

EPS adij. dil. (c/sh)

EV/1P

EV / Production

Dividend yield

Dividend per share (c/sh)
Dividend / FCF

FCF dividend cover

Dec 21 Dec 22 Dec 23E Dec 24E Dec 25E

(325)
1y
656

320

(50)
(574)
2
(626)

295
214
(130)

(62)
317

1
11
13

Dec 21
70

38
127
5.8
252
24%
343
(1,010)
2.9
6.0
337
2.8
16,167
14%
16.0
52%
209%

(621) 191
(26) (21)
1,035 311
388 481
(86) (62)
(289) (198)
(12) o

(386) (260)
448 (145)

- 156
(143) (162)
(35) (20)
(276) (87)
@ (257)

13 7
(5) (35)
7 (28)
Dec 22 Dec 23E
95 75
6.5 3.0
135 142
7.3 7.3
219 338
18% 36%
503 509
(1,435) (1,326)
29 26
5.3 4.6
27.4 20.6
3.1 2.8
19,809 16,607
16% 16%
16.9 17.5

66%
157%

PHe production profile

160
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Mboe/d
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o
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2021 2022

B Conventional Appalachia

Tanos
W Blackbeard
B COP asset

95
(33)
311

373

(34)

(34)

(91)
(187)
(81)
(339)

(28)
0
(28)

Dec 24E
75

4.0

132

6.8

261

25%

415
(1,235)

145
(32)
294

407

(34)

(34)

(138)
(167)

(75)
(380)

(28)
@
(34)

Dec 25E
65

4.0
123
6.4
300
29%
450
(1,104)
25
4.7
15.1
2.8
17,371
16%
17.5
56%
148%

B Unconventional Appalachia

¥ ndigo

Tapstone
Tanos 2
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Summary NAV

01-Jan-23

Producing assets
Conventional Appalachia
Unconventional Appalachia
Midstream revenue Appalachia
Tanos

Indigo

Blackbeard

Tapstone

COP asset

Tanos 2

Total production assets

Net debt (YE22E)

Tanos 2 acquistion consideration
2023 equity raise (net)

Sale of non-core assets
Buyback

Hedging and physical contracts
Cash G&A

GHG emissions reduction projects
CORE NAV

Undeveloped Tanos 2 (c.50 locations)
Undeveloped other CR (c.150 locations)
Total development assets

RISKED NAV

RENAV

CoD (%) Interest (%)

96%
96%
100%
42%
40%
65%
43%
70%
73%

50%
50%

Source: Company accounts, Peel Hunt estimates, Refinitiv

Gas
(MMBoe)

393
132
n/a
30
26
7
23
20
19
720

720

720
720

Liquids
(MMbbls)

75

n/a

15
16
10

129

129

129
129

Total
(MMboe) NPV ($/boe)

468 5
132 3
n/a n/a
32
31
92
39
30
25 11
849

O N W oW &

849

849
849

NAV ($m)

2,217
451
220
119

9%
279
261
140
271

4,054
(1,435)
(244)
156
46
(20)
(425)
(77)
(16)
2,039

140

420
560
2,599
2,599

NAV (Em)

1,847
375
184

99
80
233
218
117
226
3,378
(1,196)
(203)
130
38
an
(354)
(64)
(13)
1,700

117

350
467
2,166
2,166

NAV
(p/sh)

191
39
19
10

24
23
12
23

350

(124)

(21)
13

(2
(37)
(")

176

12

36
48
224
224
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Recommendation distribution at Today's Date Recommendation distribution for publications in the last 90 days
Total Investment Banking Clients Other Total Investment Banking Clients Other

Structure No. No. % No. % No. No. % No. %
Buy 270 127 47 143 53 382 166 43 216 57
Add 50 3 47 94 64 5 8 59 92
Hold 58 4 54 93 68 5 7 63 93
Reduce 0 2 100 5 0 0 5 100
Sell 0 4 100 6 0 0 6 100
Under Review 3 50 3 50 7 3 43 4 57

Peel Hunt's Recommendation Structure is as follows:

Buy, > +15% expected absolute price performance over 12 months

Add, +5-15% range expected absolute price performance over 12 months

Hold, +/-56% range expected absolute price performance over 12 months

Reduce, -5-15% range expected absolute price performance over 12 months

Sell, > -15% expected absolute price performance over 12 months

Under Review (UR), Recommendation, Target Price and/or Forecasts suspended pending market events/regulation

NB The recommendation is the primary driver for analyst views. The target price may vary from the structure due to market conditions, risk profile
of the company and capital returns

RESEARCH DISCLOSURES
Number Disclosure
1. Company is a corporate client of Peel Hunt
2. The Analyst has a shareholding in this Company
3.  The Company holds >3% in Peel Hunt
4. Peel Hunt makes a market in this Company
5. Peel Hunt is Broker to this Company and therefore provides investment services to the Company
6.  During the last 12 months Peel Hunt has received compensation from this company for the provision of investment banking services
7.  During the last 12 months Peel Hunt has acted as a sponsor/broker/ NOMAD/ financial advisor for an offer of securities from this company
8. Peel Hunt holds >5% in Company (calculated under Market Abuse Regulation (EU) 596/2014)
9. 1% beneficial ownership (calculated for purposes of FINRA under Section 13(d)/(g) of the Securities Exchange Act of 1934 and IIROC Rule 3400)
10. Peel Hunt holds a net long position that exceeds 0.5% in the Company (calculated under Market Abuse Regulation (EU) 596/2014).
11. Peel Hunt holds a net short position that exceeds 0.5% in the Company (calculated under Market Abuse Regulation (EU) 596/2014).
Company Date Disclosures/Rating Target Price Price
Diversified Energy Company 1,4,5,6
29 Mar 23 Buy 175p 94p
01 Mar 23 Buy 165p 103p
21 Dec 22 Buy 180p 118p
07 Jul 22 Buy 175p 111p

This research material (the "Report") is produced by Peel Hunt LLP, which is authorised and regulated in the United
Kingdom by the Financial Conduct Authority (“FCA”) and is a member of the London Stock Exchange. The Peel Hunt LLP
analysts that prepare such are stated on the Report.

The Report must be treated as a marketing communications for the purposes of Directive 2014/65/EU (as enacted into
the laws of England and Wales, Scotland and Northern Ireland by regulations made under the European Union
Withdrawal Act 2018) as these have not been prepared in accordance with legal requirements designed to promote the
independence of research, including COBS 12.2 and 12.4.

Although Peel Hunt LLP is not subject to any prohibition on dealing ahead of the dissemination of investment research,
Peel Hunt LLP applies this prohibition through its internal systems and controls.

Peel Hunt LLP A Member of the London Stock Exchange. P E E I_
7th Floor Authorised and Regulated by the Financial Conduct Authority, H U N T
100 Liverpool Street 12 Endeavour Square, London E20 1JN.

London EC2M 2AT Registered in England and Wales No: OC357088. Registered office as above.

T: +44 (0) 20 7418 8900
F: +44 (0) 20 7305 7088
peelhunt.com
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The analyst or analysts responsible for the content of the Report certify that:

(1) the views expressed and attributed to the research analyst or analysts in the Report accurately reflect their personal
opinion(s) about the subject securities and issuers and/or other subject matter as appropriate. Information that is non-
factual, interpretive, assumed or based on the analyst's opinion shall not be interpreted as facts and where there is any
doubt as to reliability of a particular source, this is indicated; and

(2) no part of the research analyst’s or analysts’ compensation will be directly or indirectly related to the specific
recommendations or views contained in this research report and, as far as they are aware, there are no relationships or
circumstances (including conflicts of interest) that may in any way impair the objectivity of this recommendation, and
that where any such relationship, conflict or circumstance exists concerning any financial instrument or issuer to which
this recommendation directly or indirectly relates, this has been disclosed. This statement applies equally to any persons
closely associated with such analyst.

Equity analysts are prohibited from trading or owning publicly available securities or ‘related financial instruments’ issued by companies in their business
unit or industry area of coverage. The analyst’s business unit or industry area of coverage extends to all companies in the business unit the analyst belongs
to or the industry the analyst covers, not just to those companies currently covered by Peel Hunt LLP's analysts. An analyst’s business unit is limited to
companies in his/her geographic region, unless the analyst has cross-regional coverage.

Prior approval is required for investments in private companies or private funds and also for any outside business activities such as directorships, or earned
income from a source other than their employment at the firm. An analyst may not perform services for remuneration for a company covered by such analyst
either on behalf of the firm or in a personal capacity. Analysts cannot invest in private companies in their industry area of coverage.

All Peel Hunt LLP staff members and their connected persons must obtain pre-approval from Peel Hunt LLP to buy or sell any publicly available equity
securities and equity linked securities, including convertibles and derivatives; bonds; warrants, futures, spread betting and contracts for differences.

Peel Hunt LLP has effective organisational and administrative arrangements set up within the firm for the prevention and avoidance of conflicts of interest
with respect to research recommendations, including information barriers. For information regarding potential conflicts of interest and the general approach
taken by Peel Hunt LLP in relation to conflicts of interest, please contact mar-disclosures@peelhunt.com.

The Report is for the use of the addressees only and is not intended for nor should be disseminated to Retail Customers as defined in Directive 2014/65/EU
(as enacted into the laws of England and Wales, Scotland and Northern Ireland by regulations made under the European Union Withdrawal Act 2018). The
Report is directed at investment professionals, high net worth companies and/or high net worth individuals only in accordance with the Financial Services
and Markets Act 2000 (Financial Promotion) Order 2005. Any investment or investment activity to which this document relates is only available to such
persons and will be engaged in only with such persons. Persons who do not meet this description should not act on the Report. It may not be copied or
distributed to any other person without the written consent of Peel Hunt LLP and may not be distributed or passed on, directly or indirectly, to any other
class of persons, Peel Hunt LLP may in its discretion distribute this document to any other person to whom it could lawfully be distributed by an unauthorised
person and without its content being approved by an authorised person. Peel Hunt LLP does not provide investment advisory services to retail clients. Such
Research is not directed at any person where Peel Hunt LLP is prohibited or restricted by any legislation or regulation in any jurisdiction from making it
available to that person. You should satisfy yourself before reading it that Peel Hunt LLP is permitted to provide marketing material concerning investments
to you under relevant legislation and regulations.

Each Report has been prepared using sources believed to be reliable, however these sources have not been independently verified and we do not represent
it is accurate or complete. Neither Peel Hunt LLP, nor any of its partners, members, employees or any affiliated company accepts liability for any loss arising
from the use of the Report or its contents. It is provided for informational purposes only and does not constitute an offer to sell or a solicitation to buy any
security or other financial instrument. Peel Hunt LLP accepts no fiduciary duties to the reader of this Report and in communicating it Peel Hunt LLP is not
acting in a fiduciary capacity. While Peel Hunt LLP endeavours to update on a reasonable basis the information and opinions contained herein, there may
be regulatory, compliance or other reasons that prevent us from doing so. The opinions, forecasts, assumptions, estimates, derived valuations and target
price(s) contained in this material are as of the date indicated and are subject to change at any time without prior notice.

The Report is not an offer or a solicitation to buy or sell any security. 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. It is not an advertisement to an unlimited group of persons of securities, or related
financial instruments. The Report does not constitute a personal recommendation and the investments referred to may not be suitable for the specific
investment objectives, financial situation or individual needs of recipients and should not be relied upon in substitution for the exercise of independent
judgement. Past performance is not necessarily a guide to future performance and an investor may not get back the amount originally invested. The stated
price of any securities mentioned herein is not a representation that any transaction can be effected at this price.

The date and time when the production of the Reports is completed is the date and time stated on the relevant Report. Additionally, unless specifically stated
otherwise, the date and time for prices quoted for all stocks mentioned in the relevant Report is the same as that shown on the front page of the relevant
Report. For further detail of when any relevant Report was first published, please contact mar-disclosures@peelhunt.com.

For further detail of our forecasts on any stock/company, please contact mar-disclosures@peelhunt.com.

Peel Hunt LLP’s methodology for assigning recommendations includes (unless otherwise indicated) the following: market capitalisation, maturity,
growth/value, volatility and expected total return. Target prices are derived from variety of valuation methodologies, which include (unless otherwise

Peel Hunt LLP A Member of the London Stock Exchange. P E E I_
7th Floor Authorised and Regulated by the Financial Conduct Authority, H U N T
100 Liverpool Street 12 Endeavour Square, London E20 1JN.

London EC2M 2AT Registered in England and Wales No: OC357088. Registered office as above.

T: +44 (0) 20 7418 8900
F: +44 (0) 20 7305 7088
peelhunt.com
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indicated), but are not restricted to, analysis of market risk, growth rate, revenue stream, discounted cash flow (DCF), EBITDA, EPS, cash flow (CF), free
cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E,
sum of the parts, net asset value, dividend returns, and return on equity (ROE). All investment recommendations provided are subject to changes in macro-
economic information, such as GDP, unemployment and inflation. Micro-economic information about the issuer such as quantitative and qualitative factors
may also be taken into account.

The time horizon for both recommendations and target prices is 12 months, unless otherwise stated in the relevant Report.
For details of valuation methodologies, please see the relevant pages of each Report or previous Report.

The frequency of updates to Reports is not planned. Analysts endeavour to remain up-to-date on stocks at all times, and generally write regular (but not
frequent) Reports. Analysts will usually write in the event of a significant development. However, Peel Hunt LLP is not under any obligation to update or
keep current the information contained in the Reports or in any other medium. The delivery of the Reports at any time does not imply that the information
in it is correct as of any time after its preparation date or that there has been no change in the business, financial condition, prospects, creditworthiness,
status or affairs of the Issuer or anyone else since that date.

It should be assumed that any Report has been reviewed by the issuer/company for factual accuracy, and that factual changes only will have been
incorporated as a result of that review. A company covered in such Report may have paid for an analyst’s reasonable expenses to visit their premises or
offered modest hospitality or entertainment: further details are available on request.

It should be assumed that for the purposes of Peel Hunt LLP’s business, including Market Making, Peel Hunt LLP or one or more of its associates or a
director or an employee of Peel Hunt LLP or of an associate may hold 0.5%, or more, of the stocks it provides Reports in relation to. Financial instruments
referred to in Reports where Peel Hunt LLP is not a market maker, it may be a liquidity provider and engage in transactions in a manner inconsistent with
the recommendations in its Reports. From time to time, Peel Hunt LLP may offer investment banking and other services to any of the companies mentioned
in our research. Peel Hunt LLP may act as adviser and/or broker to any of the companies mentioned in its research.

A list of recommendations made in the past 12 months by Peel Hunt LLP can be requested by contacting mar-disclosures@peelhunt.com.

Peel Hunt LLP, its partners, members, employees or any affiliated company may have a position or holding in any of the securities it researches, or in a
related instrument. The Reports are approved for communication by Peel Hunt LLP in the UK and to EEA market professionals who have registered with
Peel Hunt LLP to receive such information.

Unless otherwise stated, Peel Hunt LLP owns the intellectual property rights and any other rights in all material shown on the Portal. No part of any Report
may be modified, photocopied or duplicated in any form by any means or redistributed, transmitted, published or derivative works created without the prior
consent of Peel Hunt LLP. By accepting access to the Portal you agree that you have read the above disclosure and to be bound by the foregoing limitations
/ restrictions.

Not for onward distribution into the People’s Republic of China.

US Disclosure: Peel Hunt LLP Reports are distributed to US investors by Peel Hunt Inc., which is a member of the Financial Industry Regulatory Authority
(“FINRA”) and the Securities Investor Protection Corporation (“SIPC”). Peel Hunt LLP accepts responsibility for the contents of this Report and it has not
been altered in any way by Peel Hunt Inc. Peel Hunt LLP and/or its affiliates may hold 1% or more of any class of common equity securities in the issuer that
the Reports cover. Disclosures in relation to Peel Hunt LLP and/or any affiliate’s role in: (1) managing or co-managing a public offering of securities for the
issuer; (2) receiving compensation for investment banking services from the issuer in the past 12 months; (3) expecting or intending to receive compensation
for investment banking services from the issuer in the next three months; (4) making a market in the issuer’s securities; (5) receiving compensation for
products or services other than investment banking services in the past 12 months; (6) providing any services to the issuer as a client in the past 12 months,
and if so the types of services and whether such services were investment banking services, non-investment banking securities-related services or non-
securities services; and (7) if the research analyst or analysts responsible for the content of this Report received any compensation from the issuer in the
previous 12 months; and any other material conflict of interest of the research analyst or analysts responsible for the content of this Report or Peel Hunt LLP
and/or any affiliate that such research analyst or an associated person of the Peel Hunt LLP and/or any affiliate with the ability to influence the content of
the Report knows or has reason to know at the time of the publication or distribution of this Report, are set out in the main disclosure section of this
publication.

Canada Disclosure: Peel Hunt LLP Reports may only be distributed by Peel Hunt LLP to Permitted Clients as defined in Section 1.1 of the National
Instrument 31-103 Registration Requirements, Exemptions and Ongoing Registrant Obligations (“NI 31-103”) in reliance on the International Dealer
Exemption and International Adviser Exemption pursuant to subsections 8.18(2) and 8.26(3) and Notification to Clients of the prescribed information under
subsections 8.18(4)(b) and 8.26(4)(e) of NI 31-103 in Alberta, British Columbia, Ontario and Quebec. Peel Hunt LLP is not registered in the local jurisdiction
to provide advice on securities or to trade in securities. Peel Hunt LLP is: (1) registered in England and Wales with its principal place of business in the
United Kingdom; (2) a member of the London Stock Exchange; and (3) regulated by the FCA. All or substantially all of the Company’s assets may be situated
outside of Canada. There may be difficulty enforcing legal rights against the Company because of the above. The Reports have not been prepared in
accordance with the disclosure requirements of Dealer Member Rule 3400 — Research Restrictions and Disclosure Requirements of the Investment Industry
Regulatory Organisation of Canada (“IIROC”).

Republic of South Africa Disclosure: Peel Hunt LLP Reports may only be distributed to clients as defined in the FAIS Notice 37 of 2014 issued by the
Financial Services Board. These Reports are distributed by Peel Hunt LLP under the exemption granted from section 7(1) of the Financial Advisory and
Intermediary Services Act, 2002.

Peel Hunt LLP A Member of the London Stock Exchange. p E E I_
7th Floor Authorised and Regulated by the Financial Conduct Authority, H U N T
100 Liverpool Street 12 Endeavour Square, London E20 1JN.

London EC2M 2AT Registered in England and Wales No: OC357088. Registered office as above.

T: +44 (0) 20 7418 8900
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Australia Disclosure: Peel Hunt LLP Reports are distributed in Australia by Peel Hunt LLP which is exempt from the requirement to hold an Australian
Financial Services Licence. This research may only be distributed to a "Wholesale Client" (within the meaning of section 761G of the Corporations Act 2001
(Cth) (the “Act”). Peel Hunt LLP is regulated by the FCA under UK laws, which differ from Australian laws.

Hong Kong Disclosure: Peel Hunt LLP is not licensed to carry on regulated activities in Hong Kong. Peel Hunt LLP Reports are not intended for general
distribution in Hong Kong. To the extent that an individual receives Peel Hunt LLP Reports, they are professional investors as defined in Part 1 of Schedule
1 of the Securities and Futures Ordinance. This report must not be acted or relied on by persons who are not professional investors.
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7th Floor Authorised and Regulated by the Financial Conduct Authority, H U N T
100 Liverpool Street 12 Endeavour Square, London E20 1JN.

London EC2M 2AT Registered in England and Wales No: OC357088. Registered office as above.
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