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Allocation Upgrade 

 

 

Alvopetro Energy Ltd.  

(TSXV:ALV.V;  OTC:ALVOF) 

http://alvopetro.com/ 

Report Date: 02/02/24  

12- 24 month Price Target:  USD $10.00  

Allocation: *7 

Closing Stock Price at Initiation (Closing Px: 11/07/18): USD $1.14 (Post Split) 

Closing Stock Price at Allocation Upgrade (Closing Px: 05/17/19): USD $1.26 (Post Split)  

Closing Stock Price at Target Upgrade (Closing Px: 05/26/20): USD $1.56 (Post Split)  

Closing Stock Price at Price Target and Allocation Upgrade (Closing Px: 02/11/21): USD $1.87 (Post Split) 

Closing Stock Price at Target Upgrade (Closing Px: 09/29/21): USD $3.57  

Closing Stock Price at This Allocation Upgrade (Closing Px: 03/15/22): USD $3.75  

Closing Stock Price at Price Target Increase (Closing Px: 03/27/23): USD $5.30 

Closing Stock Price at Target Increase & Allocation Decrease (Closing Px: 08/15/23): USD $7.90 

Closing Stock Price at This Allocation Upgrade (Closing Px: 02/01/24): USD $4.33  

 

Prepared By: 

David L. Lavigne 

Senior Analyst, Managing Partner 

Trickle Research  
 

Disclosure:  Portions of this report are excerpted from Alvopetro’s filings, website(s), presentations or other public collateral.  We have 

attempted to identify those excerpts by italicizing them in the text. 
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Since our Allocation Downgrade and Price Target upgrade on    08/15/23, Alvopetro has been selling off, which 

has prompted some calls from some of our subscribers: 

 

As we covered in our more recent update (11/09/23), Company gas sales for Q3F23 were light, missing 

expectations, which was related in part to a temporary softness in gas demand in Bahia.  The stock recovered a bit 

following the earnings release and associated company call but continued the slide thereafter.  Further, over the past 
45 days, Alvopetro has made some additional announcements that may have contributed to the decline in the shares, 

which we will address below, however, we think it is reasonable to assume that some of the compression in the 

shares since the summer 2023 highs, are likely related to similar declines in oil prices over much of the same period:    

 

Macro items aside, in mid-December (2023), the Company noted that a “redetermination” of the Caburé project 
was underway.  To clarify, redetermination is an extension of a production sharing process used in Brazil to 

avoid/mitigate resource disputes between contiguous owners, which they refer to as “unitization”. The process 
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involves an original determination, which is periodically “redetermined”. In Alvopetro’s case, the first 
redetermination of Caburé was to occur “18 months after Alvopetro commenced production allocations or on 

January 5, 2022”.  However, the first redetermination was “deferred to include data up to October 31, 2023, and 

has now commenced”.  We could be wrong about this, but our sense is that this particular announcement has created 

some consternation in the street and among shareholders. Part of our view in that regard stems from our own reaction 
when we first read it.  That noted, we have discussed this with management, and we have a few observations in that 

regard.  

First, we understand concerns around what effectively represents a large majority of the Company’s current 

production and source of revenue. To edify, as part of the redetermination process, both Alvopetro and its utilization 

counterpart submit an analysis, which essentially tries to establish what portion of the production has likely 
emanated from each’s respective property(s). Those respective analyses are submitted to a third party that 

effectively arbitrates or otherwise decides which position they believe is the most likely/accurate. From there, 

adjustments are made to reflect any differences from the original determination. We submit that sounds potentially 
ominous, because it provides the potential for Alvopetro to get less (or more) of the Caburé production than we are 

accustomed to. Further, it is perhaps more concerning because it is not an issue the Company is able to discuss or 

otherwise comment on prior to the completion and announcement of the redetermination, which effectively adds to 

the uncertainty. We understand that too.   

In short, we have no idea what the redetermination will yield, however, each of these entities developed initial 
estimates of their potential reserves. It is difficult for us to imagine that the redetermination is going to yield 

markedly different results from the original determination.  There may be some differences, we just do not think it 

is likely that they will be impactful one way or the other. While we are not able to glean anything from our discussion 
with management about the outcome, we are very confident that the Company is quite capable of identifying 

resources and in that regard, has put “its best foot forward”, in terms of determining and arguing what portion the 

whole is theirs. Again, we could be overstating this, and if we are wrong about the results of the redetermination, 

then perhaps the compression in the stock is justified. On the other hand, if we are not, then the compression in the 

stock may represent an opportunity.    

The second release that may be creating some concern was the January 4, 2024, announcement regarding the initial  
results from the Murucututu183-A3 well.  That release noted that “during the final 7.25 hour flow period the well 

produced an average rate of 8.5 e3m3/d (300 Mcfpd) with a final stabilized rate of 4.9 e3m3/d (175 Mcfpd)”.  To 

put that into perspective, in the Month of December (2023) Caburé produced 12,778 Mcfpd.  It will take several 
dozen wells at that rate to replace Caburé. Further, the two Murucututu wells produced 535 mcfpd in December 

2023.  To translate, the initial results from 183-A3 are at first glance, underwhelming.  However, recognize, the 

Company is still studying/applying iterations to the well to better understand the structure.  We do not believe the 
rate noted above is indicative of its ultimate flow rates once the Company has completed their work or for additional 

wells they will add in the future.  We think more definitive results are forthcoming.  

Lastly, we would add, the January 4, 2024, announcement also reflected December (2023) monthly sales volume 

of 2,331 Mcfpd, which is in the ballpark of the volumes we were seeing prior to the 2QF23 miss. Obviously, that is 

encouraging.  

To reiterate, we understand concerns around Alvopetro’s ability to ultimately replace the reserves/production from 

Caburé.  Frankly, that has been an increasingly topical issue since the day the Company delivered its first Mcf to 
the City Gate. However, we continue to view management’s ability to identify, develop and deliver resources as a 

demonstrative strength and we believe their efforts in that regard remain in the early innings.  We recognize that 

there remain risks around that assessment and the street is clearly discounting our view. In our opinion, that 
discounting has provided a compelling opening for the shares, which now includes a dividend yield approaching 

13%.  As a result of the compression in the stock around concerns that we think may be overstated, we are raising 

our allocation back up to *7 and reiterating our 12-24 month price target of $10.00.       
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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. 


