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We raised our price target on AlvoPetro about 90 days ago and since that time they announced their first gas 

deliveries into the Bahiagás agreement/Citygate. This is the milestone the company has been building towards 

since our initiation in November 2018.  In retrospect, while there were some delays in the timeline, management 

has executed and delivered the plan they laid out and the Company is delivering gas from their Cabure’ field, and 

they are doing so at favorable (albeit floor level) prices provided by their agreement. As a result, the Company 

has successfully transitioned from development to commercialization, and we expect them begin reflecting 

profitability and building working capital.  The slide below is from their latest presentation and provides their own 

guidance around those metrics.  Our model following our narrative here reflects some of our expectations for 

those metrics as well.   

 

To be clear, this posture has clearly de-risked the story and we believe the future cashflows provided from the 

operation speaks to valuations that are multiples of the current stock price.  From current levels, we view Alvopetro 

as a “value play”.  That said, we think some of the attention on the Company  now needs to be directed towards 

“what they do for an encore”.  We will address that momentarily, but again, on the basis of anticipated/ cashflow 

with good visibility, we think the stock remains undervalued on the face.  

 

 

 

 
The entire presentation is available at:     https://alvopetro.com/files/galleries/ALV_Corporate_Presentation_Aug_2020.pdf 

 

Looking ahead, there are a variety of potential developments the Company is pursuing that we believe could 

provide additional valuation legs to the story. From the simplest view, while energy prices have been negatively 

impacted by a handful of factors, keep in mind that the Bahiagás agreement calls for pricing resets in the event of 

improving sustained energy price proxies. While everyone will need to decide for themselves how they feel about 

the prospects of higher future energy prices, recognize that the  assumptions herein are essentially built around 

the “floor” prices of the agreement, thus, higher future energy prices could provide valuation catalysts for 

Alvopetro. Further, as most are aware, the Company is planning additional resource development of the existing 

Cabure’ field as well as their Gomo field assets.   Frankly, we believe some of the caution around the stock is 

focused on the lack of identified reserves beyond those identified at Cabure’ and assumed in analysis like the 

illustration above as well as our own and other analysts’ models. As with any E&P development, it is difficult to 

https://alvopetro.com/files/galleries/ALV_Corporate_Presentation_Aug_2020.pdf
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handicap the Company’s ability to identify additional resources, but we are comfortable with the fact that they 

have done it before so from our view, that scenario is more likely than not.   

 

In addition, recall from our initial coverage, the Company has been able to posture itself as a viable Brazilian 

energy player in part because of the opportunities created by scandals involving the country’s legacy (state owned) 

energy company Petrobras. Petrobras’ missteps have provided openings for other players in the industry and 

Alvopetro is clearly one of them as evidenced by their recent transition to operations. We think the gas delivery 

infrastructure they have assembled along with the Bahiagás agreement provide value beyond that which is 

reflected in the current price of the stock, much less our targets. That is, absent additional success on the upstream 

development activities, we believe the Company is positioned to further monetize their midstream infrastructure 

if they choose that route. Keep in mind, their capacity and agreement essentially encompass 2X the deliveries 

assumed from their Cabure’ assets.  

 

Again, we think the current operating transition/milestone implies higher valuations  based on visible cashflows 

but we also think additional valuation catalysts are likely.  

 

We remain highly positive on Alvopetro.   
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Projected Operating Model 
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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 co-sponsors two microcap conferences each year. Trickle Research encourages its coverage companies to present 

at those conferences and Trickle charges them a fee to do so. Companies are under no obligation to present at these conferences.   

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. 


