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RECOMMENDATION
BUY
12 month price target $0.31 Compelling Value at These Levels
12 month volume 122m
12 month share low A$0.12 HOG has been sold down heavily recently on the back of the disappointing Chernetska-1
12 month share high A$0.51 : : ;
well result. We believe at current share price levels ($0.15/sh), HOG offers compelling value
and is currently trading at a substantial discount to our core valuation and an attractive
ISSUED CAPITAL discount to its peers on an EV/2P boe metric. We have therefore upgraded our
ASX HOG recommendation to BUY (previously Speculative Buy).
Share price $0.15
Mkt cap® $43m
Ordinary shares on issue 192m ; .
Escrowed Shares 94m Key Points:
Unlisted Options® 39.8m
1 Undiluted Source: IRESS e Chernetska-1 results negative. HOG announced the primary B20 target and the deeper
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B24/25 carbonate structures did not encounter commercial hydrocarbons. The B20 was found
to be water bearing with correlation of the geology with adjacent wells confirming the B20
structure was different to the downdip discovery well (Slobidska 321) in that the B20 unit was
comprised of two sandstone intervals and not one. Wireline logs over the deeper B24/25
carbonate section and a drill stem test indicated a tight interval with low permeability and no
material hydrocarbons.

Overreaction to Chernetska result. Given Chernetska-1 was the lowest risk target in the
field, the result is disappointing and does create uncertainty towards the Chernetska forward
drilling program. However, we believe the current selldown is overdone given only one well
has been drilled in the field and the volumes being targeted in the primary B20 prospect were
relatively small (1.47mmbbls oil). We expect the full potential of the Chernetska field to be
known only after a number of wells have been drilled on the field.

Further asset diversification required. The uncertainty caused by the Chernetska-1 well
result does highlight that HOG needs to further diversify its asset base, in our view. We would
like to see HOG secure an additional near producing/producing asset.

Compelling value at these levels. Despite a reduction to our price target to $0.31/sh
(previously $0.46/sh) to reflect the Chernetska-1 result and estimated equity dilution due to an
increase in the 2012 activity program (an additional exploration well) we believe HOG offers
compelling value at the current price level ($0.15/sh). Comparing HOG to its peers on an
EV/2P metric, HOG is one of the cheapest companies on the ASX at ~$3.20/boe which is a
significant discount to our sector average of ~$17/boe. In addition, we estimate HOG'’s core
value (Sorochynska 2P reserves and cash) is $0.24/sh representing a 60% premium to
HOG’s current share price. We have therefore upgraded our recommendation to BUY.

Near term resource upgrade, increased production and further exploration. HOG has a
number of key catalysts which we believe will be value accretive to the share price. A
resource upgrade for the Sorochynska field which will incorporate historical well data is
expected in February. In addition a second development well (202) in Sorochynska is
expected onstream in August which HOG expects to flow at ~7mmscf/d (Sorochynska-1 is
currently producing ~6.8mmscf/d). Furthermore, HOG plans to drill another exploration well in
Sorochynska or Chernetska by year end.
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Compelling Value at These Levels

We believe HOG offers compelling value at these levels. HOG is currently trading at a significant
EV/2P discount to its peers (Figure 1) and is trading well below its core value. Comparing HOG to
its peers on an EV/2P metric, HOG is one of the cheapest companies on the ASX at ~$3.20/boe
which is a significant discount to our sector average of ~$17/boe. In addition, we estimate HOG’s
core value (Sorochynska 2P reserves and cash) is $0.24/sh representing a 60% premium to
HOG'’s current share price of $0.15/sh.
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Figure 1: EV/2P Peer Comparison Source: Company reports, DJC estimates

Independent expert Moyes and Co estimates the Sorochynska-201 well NPV to be US$41m and
up to US$219m if the 3P reserves (50.9bcf gas and 1.2mmboe condensate) are developed on the
Sorochynska field (assumes five wells). These NPV's are before corporate tax (20% in Ukraine).
The estimated NPV amounts to ~$34/boe which is significantly higher than our current assumption
of ~$10/boe. We believe the valuation by Moyes and Co further highlights the upside in HOG’s

share price.

Valuation Component NPV10 A$m POS Risked NPV A$m  A$/sh
Sorochynska 2P Reserves 76 100% 76 0.20
Sorochynska 3P Reserves 19 60% 11 0.03
Sorochynska Contingent Resources 44 40% 17 0.05
Exploration 98 10% 10 0.03
Corporate (14) -14 -0.04
Est. Cash 16 16 0.04
Est. Debt 0 0 0.00
Total 238 116 0.31
Figure 1: HOG Valuation Source: DJC estimates
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Disclosure RCAN1025

This Research report, accurately expresses the personal view of the Author. All the information utilised in this report is accurate and current at the date
stated on this report.

DJ Carmichael Pty Limited, members of the Research Team; including authors of this report, its directors and employees advise that they may hold
securities, may have an interest in and/or earn brokerage and other benefits or advantages, either directly or indirectly from client transactions in stocks
mentioned in this report. DJ Carmichael Pty Limited participated in a placement for Hawkley Oil and Gas Ltd and was paid a fee for this service.

DJ Carmichael Pty Limited is a wholly owned subsidiary of DJ Carmichael Group Pty Limited ACN 114 921 247.

In accordance with Section 949A of the Corporations Act 2001 DJ Carmichael Pty Limited advise this email contains general financial advice only. In
preparing this document DJ Carmichael Pty Limited did not take into account the investment objectives, financial situation and particular needs (‘financial
circumstances’) of any particular person. Accordingly, before acting on any advice contained in this document, you should assess whether the advice is
appropriate in light of your own financial circumstances or contact your DJ Carmichael Pty Limited adviser. DJ Carmichael Pty Limited, its Directors,
employees and advisers may earn brokerage or commission from any transactions undertaken on your behalf as a result of acting upon this information.
DJ Carmichael Pty Limited, its directors and employees advise that they may hold securities, may have an interest in and/or earn brokerage and other
benefits or advantages, either directly or indirectly, from client transactions. D J Carmichael Pty Limited believe that the advice herein is accurate however
no warranty of accuracy or reliability is given in relation to any advice or information contained in this publication and no responsibility for any loss or
damage whatsoever arising in any way for any representation, act or omission, whether express or implied (including responsibility to any persons by
reason of negligence), is accepted by DJ Carmichael Pty Limited or any officer, agent or employee of D J Carmichael Pty Limited. This message is
intended only for the use of the individual or entity to which it is addressed and may contain information that is privileged, confidential and exempt from
disclosure under applicable law. If you are not the intended recipient or employee or agent responsible for delivering the message to the intended
recipient, you are hereby notified that any dissemination, distribution or copying of this communication and its attachments is strictly prohibited.

The Author of this report made contact with Hawkley Oil and Gas Ltd for assistance with verification of facts, admittance to business sites, access to
industry/company information. No inducements have been offered or accepted by the company.

The recommendation made in this report is valid for four weeks from the stated date of issue. If in the event another report has been constructed and
released Hawkley Oil and Gas Ltd, the new recommendation supersedes this and therefore the recommendation in this report will become null and void.

Recommendation Definitions

SPECULATIVE BUY — 10% out-performance, but high risk

BUY — 10% or more out-performance

ACCUMUATE - 10% or more out-performance, buy on share price weakness

HOLD - 10% underperformance to 10% over performance

SELL — 10% or more underperformance

Period: During the forthcoming 12 months, at any time during that period and not necessarily just at the end of those 12 months.

Stocks included in this report have their expected performance measured relative to the ASX All Ordinaries index. DJ Carmichael Pty Limited’'s
recommendation is made on the basis of absolute performance. Recommendations are adjusted accordingly as and when the index changes.

To elect not to receive any further direct marketing communications from us, please reply to this email and type 'opt out ' in the subject line. Please allow
two weeks for request to be processed.

© 2012 No part of this report may be reproduced or distributed in any manner without permission of DJ Carmichael Pty Limited.
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