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Our research updates on Alvopetro have been less regular than those of some of or other coverage companies.  In 

retrospect that is largely because we have been waiting on the completion of the gas gathering infrastructure, 

which essentially marks their transition to revenues and cashflow, which is a transformational milestone for the 

Company. In short, absent that catalyst, there has not been much else to discuss other than their progress to that 

end, which we did address in some general research notes as opposed to specific updates. Further, the completion 

of the gas gathering system was delayed a bit, which we think may have provided some headwinds for the stock, 

and while certainly topical, we didn’t view the delays as particularly negative.  Succinctly, in our world of 

microcap research, most projects of this nature have some hitches along the way and in Alvopetro’s case, we 

didn’t think any of the delays were indicative of a problem, which as it has turned out has proven to be a correct 

assessment.   

 

Recently, the Company announced an amendment to their Bahiagás agreement.  That amendment included some 

nuances we will discuss further below.  That said, setting aside the amendment for a moment, in our view the most 

telling thing about the announcement was that they indicated that they would be selling gas into the city gate at 

scale through the entire second half of calendar 2020. That data point represents the successful culmination of 

several years of development at Alvopetro, as well as the Company’s transition to the commercialization of its 

resource base.  This is a “crowning achievement” for the Company, its management and its shareholders and it 

includes a handful of positive connotations that we think are worth briefly reviewing. Before we address those, 

we will first revisit the amendment to the Bahiagás agreement.           

 
We are assuming that certainly a portion of the Bahiagás amendment was precipitated by the stark compression 

in energy prices prompted in part by the recent pandemic and corresponding decrease in worldwide energy 

consumption.  Recall, the original agreement called for Bahiagás to purchase gas from Alvopetro with collars on 

both delivery prices and delivery amounts.  In short, the new agreement provides for early prepayment of revenues 

to commence effective May 1, 2020 (Alvopetro agreed to provide a 15% price discount on pre-paid volumes), 

raised (doubled) the firm or committed volumes upon start of supply (expected by end of June), and significantly 

reduced any potential supply failure penalties.  Keep in mind, the agreement has always involved favorable relative 

pricing arrangements largely because that pricing was comparative to that previously provided by (majority) state 

owned Petrobras. We won’t rehash the initial coverage in detail, but briefly, part of our initial thesis was/is that 

Alvopetro is positioned to fill some of the domestic energy void left by state owned energy incumbent Petrobras, 

which has gone through some restructuring as a result of widespread corruption involving the company and 

Brazilian officials. That restructuring has included a more competitive domestic energy environment as well, 

which has provided an opening for Alvopetro and other domestic players.  While lower energy prices have 

impacted Alvopetro, considering they are protected by a price floor in their gas sales agreement, they are impacted 

much less than their peers.  Considering Alvopetro has been able to secure twice the demand from Bahiagás while 

reducing supply failure penalties during the pandemic we certainly think this is a very positive amendment. Again, 

as we see it, the respective collars have always essentially provided a better/lower risk profile for the project and 

Alvopetro and we think the amendment provides additional net benefits.   

In addition to the above amendment, the Company also recently provided some increased reserve data with respect 

to the Caburé resource.  In short, it got 30% bigger. In terms of our model (as well as the Company’s guidance if 

our assessment therein is accurate), we have limited our production assumptions around the exhaustion of the 

existing reserve estimates.  As a result, since the reserves increased, we in turn increased the forward production 

assumptions of our model.  That event has increased our NPV/target assumptions as well.  Further, as we alluded 

to in the initial coverage, we rely heavily on DCF analysis to arrive at our price targets and that typically includes 

marked discount rates to account for delays or other shortfalls between our future cash flow assumptions and the 

ultimate reality of the same. Succinctly, we have lowered our assumed discount rates because we think the 

commissioning of the infrastructure clearly reflects a further de-risking of the project and in lockstep the 

appropriate reduction of those rates. On the flip side, there are energy prices.  



 

 
3 

 

To reiterate, we submit that lower energy prices are not a positive development for Alvopetro, but again, the 

collard nature of their pricing arrangements were designed in part with this type of event in mind.  More to the 

point, like everyone else, we have no idea where energy prices are going, and we suspect some of that will be 

driven by worldwide energy demand in the face of potentially lower general economic activity as a result of the 

pandemic. We have no idea how that plays out either. Further, oil prices specifically may continue to face 

additional headwinds from the demise of OPEC. We think the recent Russia/Saudi price war is function of that 

demise and we suspect volatility around that notion will continue to impact pricing. However, we also continue 

to believe that oil prices and natural gas prices could decouple more going forward.  That is, we are not energy 

experts, but we think there are several reasons to believe that going forward, gas prices could certainly rise in the 

face of declining oil prices, especially in particular markets. That said, we believe our model assumptions in terms 

of forward pricing are more modest than those embedded in the Company’s guidance, so perhaps that could 

provide a basis for upside surprises to our estimates. 

To summarize, we think Alvopetro has arrived.  In retrospect, management has delivered on the project and that 

should translate into growing cashflow and better corresponding valuations. Further, while as we noted the 

analysis here is largely limited to the delivery of identified Caburé reserves, we think the story remains open-

ended.  Specifically, there is the potential for additional increases to Caburé reserves as well as perhaps the 

delineation of Gomo reserves and/or others that may emerge. Each of those opportunities could result in added 

reserves and associated value. Moreover, as we covered in the initial research, we believe the completed 

infrastructure could lead to additional midstream opportunities for Alvopetro as well. To translate, we expect other 

opportunities, perhaps on various fronts, to emerge as we move forward. In our opinion, those and other emerging 

opportunities coupled with management’s now proven ability to accomplish what they set out to do could provide 

a basis for additional valuation legs for the stock price.  

As a result of the recent milestones, we are establishing a new (higher) 12-24 month price target of $1.25 per 

share.  We will revisit our new price target as well as our allocation as additional data points emerge, especially 

on the commodity price front.  
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General Disclaimer:  

Trickle Research LLC produces and publishes independent research, due diligence and analysis for the benefit of it investor base. 

Our publications are for information purposes only. Readers should review all available information on any company mentioned in 

our reports or updates, including, but not limited to, the company’s annual report, quarterly report, press releases, as well as other 

regulatory filings. Trickle Research is not registered as a securities broker-dealer or an investment advisor either with the U.S. 

Securities and Exchange Commission or with any state securities regulatory authority. Readers should consult with their own 

independent tax, business and financial advisors with respect to any reported company. Trickle Research and/or its officers, investors 

and employees, and/or members of their families may have long/short positions in the securities mentioned in our research and 

analysis and may make purchases and/or sales for their own account of those securities.  David Lavigne does not hold a position in 

Alvopetro.  

Trickle Research has not been compensated directly by Alvopetro for the publication of this report nor has Alvopetro compensated 

Trickle Research for any other services associated with this research report.   

Trickle Research has an exclusive content distribution agreement with SMM.Global whereby SMM.Global pays Trickle Research a 

fee for any Trickle labeled content displayed, hosted or distributed on its site: www.SMM.Global.  Per that agreement, SMM.Global 

may charge issuers to host and distribute licensed research.    Issuers may choose to pay SMM.Global for the hosting and distribution 

of Trickle Research.  They are under no obligation to do so.   

Alvopetro has paid fees to present at investor conferences that Trickle Research Co-sponsored.        

Reproduction of any portion of Trickle Research’s reports, updates or other publications without written permission of Trickle 

Research is prohibited.   

All rights reserved.   

Portions of this publication excerpted from company filings or other sources are noted in italics and referenced throughout the report. 

 Rating System Overview: 

 

There are no letters in the rating system (Buy, Sell Hold), only numbers. The numbers range from 1 to 10, with 1 representing 1 

“investment unit” (for my performance purposes, 1 "investment unit" equals $250) and 10 representing 10 investment units or $2,500.  

Obviously, a rating of 10 would suggest that I favor the stock (at respective/current levels) more than a stock with a rating of 1.  As 

a guideline, here is a suggestion on how to use the allocation system. 

Our belief at Trickle is that the best way to participate in the micro-cap/small cap space is by employing a diversified strategy.  In 

simple terms, that means you are generally best off owning a number of issues rather than just two or three.  To that point, our goal 

is to have at least 20 companies under coverage at any point in time, so let’s use that as a guideline.  Hypothetically, if you think you 

would like to commit $25,000 to buying micro-cap stocks, that would assume an investment of $1000 per stock (using the 

diversification approach we just mentioned, and the 20-stock coverage list we suggested and leaving some room to add to positions 

around allocation upgrades. We generally start initial coverage stocks with an allocation of 4.  Thus, at $1000 invested per stock and 

a typical starting allocation of 4, your “investment unit” would be the same $250 we used in the example above.   Thus, if we initiate 

a stock at a 4, you might consider putting $1000 into the position ($250 * 4).  If we later raise the allocation to 6, you might consider 

adding two additional units or $500 to the position.  If we then reduce the allocation from 6 to 4 you might consider selling whatever 

number of shares you purchased with 2 of the original 4 investment units.   Again, this is just a suggestion as to how you might be 

able to use the allocation system to manage your portfolio.  

For those attached to more traditional rating systems (Buy, Sell, Hold) we would submit the following guidelines. 

A Trickle rating of 1 thru 3 would best correspond to a "Speculative Buy" although we would caution that a rating in that 

range should not assume that the stock is necessarily riskier than a stock with a higher rating.  It may carry a lower rating 

because the stock is trading closer to a price target we are unwilling to raise at that point.  This by the way applies to all of 

our ratings.  

A Trickle rating of 4 thru 6 might best (although not perfectly) correspond to a standard "Buy" rating.  

A Trickle rating of 7 thru 10 would best correspond to a “Strong Buy" however, ratings at the higher end of that range would 

indicate something that we deem as quite extraordinary..... an "Extreme Buy" if you will.  You will not see a lot of these. 

http://www.smm.global/

