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For Q3F22, Alvopetro reported resource sales of US$16.7 million, and net income of US$8.8 million. Those 

compared to our estimates of US$15 million and US$8.1 million respectively. Clearly, this was another 

strong/record quarter.   Higher than projected sales were largely the result of them delivering more gas than we 

anticipated. Recall, in our last update, we noted that as we understood it, we expected their partner at Caburé to 

utilize a larger portion of the collective gas effectively leaving less for Alvopetro to sell. We obviously overstated 

the trajectory of that. (In retrospect one of our subscribers suggested we may be overstating that.  As it turned out 

he was right about that).  As we also noted in that update, we expect Murucututu to make increasingly larger 

contributions to collective sales volumes.  However, again, we are modeling smaller contributions from Caburé 

under the assumption that their partner may use increasing portions, but from a practical standpoint, it may not 

matter where it comes from in the near to intermediate terms because while the Company recently boosted its daily 

delivery threshold to 18,000 Mcf per day, they are already bumping up against that threshold.  For instance, they 

announced October sales production of 2,720 boe per day, which translates to 16,320 Mcf per day. Clearly, if 

Murucututu continues to add production as we expect, they will be at the threshold soon.  The Company alluded to 

that on the call.  

As an extension to the above, our approach to the model is to assume for the balance of 2022 and 2023, that they 

essentially produce at or near the threshold.  To reiterate, that requires that they collectively (Caburé plus 

Murucututu) produce to the 18,000 Mcf per day threshold, which we think they can.  It also requires that the 

threshold stays there for some period.  To translate, the Company has stated that their longer-term vision is to deliver 

35,000 Mcf per day and we think they will work to once again modify the agreement (and upgrade their facilities) 

to do so. On a related note, if we understood it correctly, the Company suggested that they believe demand for their 

gas is beyond their current capacity.  That said, from a modeling perspective, we are assuming the 18,000 Mcf per 

day threshold remains through 2023, although our sense is that may change through 2023.  We will monitor progress 

in that regard, but from a conservative bend, we have adjusted our 2023 projections around that threshold. To be 

clear, if we had reasonable visibility to production/sales of 35,000 Mcf per day, our targets would be north of US$12 

per share.   Again, we believe those production levels would require a revision to the City Gate sales agreement and 

some enhancements to infrastructure, as well as increased Murucututu production, new production from Caburé C 

and/or new production from their conventional project.  

We noted in our last update that “we think the focus, (both on and at), Alvopetro is shifting gears.  Since we initiated 

our coverage nearly 4 years ago, the focus was on getting their share of the Caburé gas asset to the marketplace.  

That endeavor led to their gas sales agreement, the building of infrastructure to deliver it, and ultimately, sales, 

cashflow, profits and dividends.   However, the Company is now set on developing additional production assets…”. 

As we delineated above, driving valuations to our targets and/or higher, requires additional production beyond the 

legacy Caburé asset and management has positioned the Company to perhaps garner added production from 

multiple potential projects. One of these (Murucututu) is producing today.  That said, what is perhaps worth 

remembering here is that management’s expertise has been in exploring, finding, developing and monetizing 

hydrocarbon assets.  Put another way, while they have spent the past several years establishing a sales conduit for 

gas they had already identified at Caburé, the emerging focus here is in finding, developing and monetizing, new 

production which is essentially their wheelhouse.  We submit, the fact that they have done this before (discovered 

and put resources into production) does not necessarily mean they will do it again, but given the choice, we would 

rather bet on “been there done that” than the alternative. We believe they will develop production from additional 

assets in some combination of the current endeavors.  We would add, the conventional resources they are currently 

drilling and testing have the potential to create a watershed valuation event for Alvopetro.         

Beyond operations, there was a question raised on the call regarding the geopolitical posture of Brazil following 

elections that essentially moved the country’s political needle to the left. They addressed that with some 

commentary from Frederico Oliveira the Company’s Country Manager in Brazil.  To be honest, we were not able 

to understand much of the commentary, and the transcript apparently experienced similar challenges, but we have 

a few insights of our own in that regard. First, while close, the recent Brazilian elections saw the nation elect Lula 

over Bolsonaro, which is a clear move to the left.  Some have likened it to the U.S. elections of 2020, which raises 
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the specter of more government control of the economy in general, which could include things higher taxes, 

especially perhaps on resource-based industry, and/or by extension, perhaps more draconian scenarios such as 

nationalization of assets like energy. While we may be on the glass half full side of things here, we think there are 

a handful of important reasons why this may not be markedly negative for Alvopetro.   

First, as they noted on the call, because of their pricing collar, wherein they have been selling gas at the upper 

threshold of the collar but below otherwise prevailing prices, we think Alvopetro is a relatively low-cost provider 

of energy in Brazil.  We actually think that notion (getting less than market for their gas) may be part of what we 

see as the discount in Alvopetro shares relative to what we view as its intrinsic value, but that is a conversation for 

another day. That said, we think under the current collar scenario, Alvopetro is probably a bit of a darling.  We 

submit, if energy prices retrace to the point where they are selling gas at the low end of the collar (higher than 

prevailing prices), that could be more problematic, but for now, we think buyers of Alvopetro gas are likely quite 

happy.  

Second, we are not sure the more draconian scenarios (nationalizing the Brazilian energy complex for instance) is 

particularly likely.  We understand they have a new left government, but keep in mind that government came to 

power with a relatively small margin, which is not exactly a broad endorsement of Brazilian socialism. Granted, we 

have seen the current U.S. administration enact progressive legislation and/or edicts, with a similar slim majority, 

including perplexingly putting a lid on its own energy sector and resulting energy independence, so we are not 

saying Lula cannot make it more challenging for private concerns in Brazil, we just do not think he has the required 

mandate to make the kind of changes that might be catastrophic for companies like Alvopetro. From another 

perspective, energy remains king, so while political winds will always remain unpredictable, the need for energy 

will not. Again, we have seen governments around the world challenging the energy status quo, be forced to reassess 

some of their policies and goals as the reality of those challenges have begun to set in. From another perspective, 

as we addressed in the initiating coverage, some of Alvopetro’s openings in the Brazilian energy markets are the 

result of the scandal that plagued Brazil’s de facto state-owned energy company Petrobras.  That scandal led to the 

divestiture of portions of Petrobras (especially onshore domestic projects).  While we will never say never, it seems 

unlikely to us that Brazil would be eager to revisit that mess.  

In a nutshell, we submit, we are not convinced the new government will necessarily be bad for a company like 

Alvopetro, but it is also hard for us to imagine that it will be good for them either. The geopolitical landscape of 

Brazil remains a topical risk, which leads us to our next point.  

As we have covered in the past, the exchange rate of the Brazilian Real relative to both the U.S. and the Canadian 

Dollars, creates some risks.  Throughout our coverage, there have been some significant exchange rate adjustments 

(positive and negative), that have impacted the results.  Further, those changes impact multiple line items of the 

financial statements. To reiterate, we do not attempt to anticipate/model those adjustments.  Here again, we suspect 

the specter of those adjustments has contributed to what we see as discounting of the shares at times in the past. 

Obviously, exchange risks will remain topical going forward, so that may always be a headwind for the stock, 

although they can certainly continue to pursue strategies to mitigate that.        

Lastly, prior to the Company’s earnings call they announced a 50% increase in their dividend from US$.08 to 

US$.12.  At current prices, that should put the dividend yield at something around 10%.  Further, they also 

announced their intention to launch a normal course issuer bid ("NCIB"), which is Canadian parlance for a share 

buyback program.  We think both of those initiatives will prove positive for the stock price one way or the other. 

Moreover, these initiatives represent the manifestation of the Company’s goals to distribute meaningful portions of 

their cashflow back to shareholders.  In short, they just keep winning.  

In summary, Alvopetro continues to execute on its plan to grow and distribute cashflow resulting in what to this 

point has been sequential record performance.  That said, as we suggested, the focus and likely future valuation, is 

now moving toward the development and commercialization of new resources, which includes three projects, some 
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of which (Murucututu) are currently contributing to production.  Moreover, we think the development work of the 

conventional assets has the potential to create a watershed valuation catalyst if it is successful and we think the 

Company remains quite constructive around that potential.  Further, visibility in that regard may not be far off.   

From another perspective, we think the market may be a bit too focused on the conventional assets.  Put another 

way, we think the shares remain undervalued at current levels, regardless of success or failure in the conventional 

piece.  We could be wrong about that, but we think current production visibility supports that conclusion.  

We are maintaining our allocation of 7 and our 12-24 month price target of US$7.00, for Alvopetro shares. We will 

revisit each as data points emerge. We would also view weakness in the stock (for no particular fundamental reason) 

opportunistically.  
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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. 


