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Morocco farm out completion

*

Sound has completed the farm out of its Tendrara area assets to Managem, as announced
earlier this year. This provides carry and also cash back costs which, alongside agreed debt
facilities, we expect to leave Sound fully funded for its ongoing Phase 1 Tendrara
development, upcoming Phase 2 development, and two exploration/appraisal wells planned
for 2025. This is an important moment for Sound, helping secure a significant work
programme for the company over the coming years, and a route to significant cash flows.

Farm out deal provides significant funding for Sound. The farm out is being effected by a
partial sale of a Sound UK subsidiary that holds the assets (Sound Energy Morocco East Itd),
on terms the same as those announced in June 2024. Sound moves from its existing 75%
interest in its Tendrara development to 20%, and from 75% to 27.5% in its Grand Tendrara
and Anoual exploration blocks. In return, Sound receives: net carry of up to US$24.5m on its
Tendrara Phase 2 development CAPEX (FID targeted for mid-2025); US$3.6m carry on the
SBK-1 appraisal well and US$2.6m carry on the M5 exploration well (both planned for 2025);
US$13.1m in cash to cover back costs from the effective date of January 2022; and a
USS$1.5m contingent cash payment within one year of first gas on Phase 2.

This is a very significant deal for Sound, principally due to the funding it provides. We expect
the back costs and carry plus existing debt facilities plus an already-agreed Phase 2 project
debt facility to now fully fund Sound for: completion of ongoing Phase 1 development
activities; all Phase 2 development CAPEX to first gas; and the two exploration/appraisal
wells planned for 2025. Locking in this funding, from a credible partner with significant
existing Moroccan and African interests, is a big step forward for Sound and the value of its
assets, in our view.

Forward news flow includes development activity, first production, FID, and new drilling.
The farm out now underpins a material forward work programme for Sound over 2025 and
beyond. The Phase 1 development of Tendrara (via a micro-LNG facility) is already underway,
and we continue to expect first gas exports and revenues for Sound in mid-2025. FID on
Phase 2 (to be developed via a pipeline connection) is targeted for mid-2025, with
development works to follow and first gas in mid-2027. Phase 2 is an order of magnitude
larger - 265bcf of gross sales gas, compared to 39bcf in Phase 1. Based on our modelling,
once Phase 2 is onstream Sound could achieve EBITDA of £17m and free cash flow of £12m
from 2028, significantly underpinned by long-term offtake contracts.

There is then drilling of the SBK-1 appraisal well (91bcf gross) and M5 exploration well
(560bcf gross), both planned to be drilled in Q2/Q3 2025, providing helpful additional
catalysts in the next 12 months. These would be able to be developed via Tendrara Phase 2
infrastructure on success.

There is also potential for widening the asset base, potentially into new jurisdictions, as more
management time is able to be spent on this post the farm out. We await further news.

Overall, while we were always confident the Managem farm out would complete, it is still
good to see this actually achieved, funding secured, and the company’s various work
programmes able to progress apace. We look forward to a year of material operational news
flow in 2025.

Forecasts and valuation. No change — we had already assumed completion of the farm out
in our forecasts and valuation.

Conclusion: Sound holds the Tendrara gas asset onshore Morocco, which contains 305bcf of
gross sales gas, or 10.2mmboe net to Sound’s 20%. Phase 1 development is already
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underway, with first gas sales at 10mmcf/d gross (0.3mboe/d net) via a micro-LNG facility
expected in mid-2025. Phase 2 is substantially larger, targeting 42mmcf/d gross (an
additional 1.4mboe/d net). Sound has now closed a significant farm out to Moroccan-based
natural resources player Managem which, alongside an agreed debt facility, is expected to
see Phase 2 fully funded (including US$13.1m of cash back costs for Sound) and leave
Sound on 20%. Now that the farm out has closed we expect progression of FEED, going into
Phase 2 FID in mid-2025, and first gas sales from Phase 2 in mid-2027. Once Phase 2 is
onstream, our long-term forecasts imply Sound EBITDA of £17m and FCF of £12m -
significant cash flows for a company of its size, which will also help pay down debt. The farm
out also funds the SBK-1 and M5 exploration wells nearby Tendrara, expected to be drilled in
2025. In terms of upcoming catalysts, now that the farm out is closed we expect progression
of Phase 2 FEED work, completion of Phase 1 in H1 2025, first gas sales from Phase 1 and
also Phase 2 FID both in mid-2025, and the two exploration wells in Q2/Q3 2025 - a busy
overall programme. Our total risked NAV is 4.0p, and we have a positive outlook for the
shares.
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Summary
Market Data Valuation and Production Data
Share Price 0.65p Discount Rate 10.0%
Market Capitalisation £14m LT USS$/£ US$1.30
Shares Out 2,081m Diluted NOSH (m) 2,184m
Net Cash/(Debt) end 2023 (£30m)
Year to Dec 2022A 2023A 2024E 2025E 2026E
Morocco Asset Locations Brent Oil Price (US$/bbl) 99.0 82.1 80.0 70.0 65.0
Sound Gas Price (US$/mcf) - - - 8.1 8.1
Tendrara Development, 20% Net Oil Production (mbbl/d) - = = = =
Grand Tendrara Exploration, 27.5% Net Gas Production (mmcf/d) : - : 09 21
. o Total Net Production (mboe/d) - == - 0.16 0.34
Anoual Exploration, 27.5% Unit OPEX (US$/boe) - - - (29.6) (27.0)
® Unit OCF (US$/boe) = = = (12.9) 5.9
Unit FCF (US$/boe) -~ - - (166.9)  (185.9)
° ALGERIA
Sidi Moktar, 100%* Summary NAV
Interest Net  Unrisked  Unrisked Risked Risked
MOROCCO %) Unrisked Value Value Value Value
(mmboe) (US$/boe)  (p/share) (USSm)  (p/share)
Development
Tendrara Phase 1 20% 1 5.4 0.3 6.8 0.2
Tendrara Phase 2 20% 9 12.1 3.8 90.6 3.2
Total Development 10 4.0 97 3.4
Net Cash/(Debt) (39.3) (1.4)
Summary Income Statement (Em) Options/Warrants/Converts 6.3 0.2
Year to Dec 2022A  2023A  2024E  2025E  2026E  Farm Out Payments 14.5 0.5
Sales - -- - 2.2 47  Additional CAPEX 6.2) 0.2)
Royalty - - - - - Admin Costs (5.9) (0.2)
OPEX - - - (1.4) (2.6) CORENAV 2.9 67 23
DD&A (0.1) 0.2) = (0.8) (1.6)
G&A 3.1) (2.2) 2.1) 1.7) (1.8)  Exploration/Appraisal Upside
Op Profit (3.1) (2.4) (2.1) 1.7) (1.3)  TE-4Horst Well - Tendrara ~ 27.5% 8 6.0 1.8 15.0 0.5
EBITDA (3.0) (2.2) (2.1) (0.9) 0.3 SBK-1 Well - Tendrara 27.5% 4 6.0 0.9 7.5 0.3
Net Interest (1.4) (2.0) 2.1) (2.3) (2.8) M5 Well - Anoual 27.5% 26 6.2 5.6 24.0 0.8
PBT (Adj) (4.6) (4.3) (4.2) (4.0) (4.1)  Total Exploration/Appraisal 38 8.3 47 1.6
Tax (1.6) (0.0) - - -
PAT (Adj) 6.2) (4.3) (4.2) (4.0) (4.1) |[TOTAL CORE + UPSIDE NAV 11.2 113 4.0
EPS (Ad)) (0.35p) (0.23p) (0.21p) (0.20p)  (0.21p)
NAYV Distribution Chart
Summary Cashflow Statement (Em)
Year to Dec 2022A 2023A  2024E  2025E  2026E 45
Working Capital (2.0 0.4 = = = 4.0
Cash Tax (0.0 (0.1) - - -~ 4 X
Op CF (3.9) (1.5) (1.9) (0.6) 0.6
Dev't CAPEX (5.8) (2.3) (7.0) (5.8) (15.1) 35 08
Expl CAPEX (0.4) 0.7) = = 2.1)
Acquisitions - - 8.2 - - 3 0.3
Investing CF (6.2) (2.9) 1.2 (5.8) (17.2) 14
Free CF (10.6) (5.1) 9.9) @7 (79 ;s b L2 o5 23 08
Net Borrowings 7.2 4.4 5.0 5.4 17.9 I .
Interest Paid (0.4) (0.4) (1.1) (1.3) (1.3) Q 02
Financing CF 10.4 3.8 3.9 4.1 16.6 s 2 3.2
Net Change in Cash 0.3 (0.6) 3.3 (2.3) -
Net Cash/(Debt) (26.3) (30.3) (30.5) (39.3) (58.7) 1.5
Summary Balance Sheet (Em) 1
Year to Dec 2022A  2023A 2024E 2025E 2026E
PPE & Intangibles 199.4 192.9 191.7 196.7 212.3 0.5
Receivables and Inventories 3.8 1.8 1.8 1.8 1.8 )
Cash and Equivalents 3.9 3.0 6.3 4.0 4.0 0 .
Total Assets 2121 204.2 206.3 209.0 224.6 N v N & & o <& N\ B B D N\
Payables 1.9 2.5 25 2.5 25 Q@‘“'B Qv\@%@ v\Q@Q &«@Q < 3 \0\;2 ) \QCP éfv &f \u\‘“ SS (8@
Debt 30.2 33.3 36.8 43.3 62.7 & L F S EE O N S %\%\L
Total Liabilities 340 375 410 475 669 & & @& & O <& Y
Equity 1781 1667 1652 1615  157.7 <& v <9
Liabilities + Equity 2121 204.2 206.3 209.0 224.6
Source: Zeus, Company, Bloomberg, FactSet
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Disclaimer

This document is issued by Zeus Capital Limited (“Zeus”) (Incorporated in
England & Wales No. 4417845), which is authorised and regulated in the United
Kingdom by the Financial Conduct Authority (“FCA”) for designated investment
business, (Reg No. 224621) and is a member firm of the London Stock Exchange.

Daniel Slater, CFA is the author of this Investment Research. Daniel Slater, CFA
is an Investment Research Analyst and has been employed by Zeus to produce
this research. There is no planned update to this research recommendation. The
previous recommendation for Sound Energy was Positive published 19/09/2024.

Zeus is contractually engaged and paid by Sound Energy to produce research on
an ongoing basis and as such, this research constitutes a minor non-monetary
benefit. This research is made available at the time that it is first published to all
professional clients and eligible counterparties via numerous research
aggregators.

Unless otherwise stated any share prices used in this document are taken after
market close on the business day prior to the date of publication. The date of
completion and first dissemination of this research recommendation are the
same and are as per the date-time displayed at the top of the document, unless
otherwise stated. If the document references views of analysts other than the
author named above then please refer to the price chart or rating history table for
the date/time of completion and first dissemination with respect to that view.

This document is for information purposes only and neither the information
contained, nor the opinions expressed, within this document constitute or are to
be construed as an offer or a solicitation of an offer to buy or sell the securities or
other instruments mentioned in it. It or any part of it does not form the basis of
and should not be relied upon in connection with any contract. Subject to the
nature and contents of the document, the investments described herein are
subject to fluctuations in price and/or value and investors may get back less than
originally invested. Certain high-volatility investments can be subject to sudden
and large falls in value that could equal the amount invested. Certain investments
contained in the document may have tax implications for private customers
whereby levels and basis of taxation may be subject to change. Zeus does not
provide tax advice and investors should seek advice from a tax adviser.

Zeus uses reasonable efforts to obtain information from sources which it believes
to be reliable but the contents of this document have been prepared without any
substantive analysis being undertaken into the companies concerned or their
securities and it has not been independently verified. No representation or
warranty, either express or implied, is made nor responsibility of any kind is
accepted by Zeus, its directors or employees either as to the accuracy or
completeness of any information stated in this document.

Opinions expressed are the current opinions of Zeus as of the date appearing on
this material only. The information and opinions are provided for the benefit of
Zeus clients as at the date of this document and are subject to change without
notice. Opinions and information disclosed in this publication may have been
disclosed to the issuer prior to publication and subsequently amended. There is
no regular update series for research issued by Zeus.

The document is not to be construed as a solicitation or recommendation of
investment advice and no personal recommendation is being made to you; the
securities referred to may not be suitable for you and should not be relied upon in
substitution for the exercise of independent judgement. You should make your
own investment decisions based upon your own financial objectives and financial
resources. Neither past performance nor forecasts are a reliable indication of
future performance and Investors may realise losses on any investments,
including possible loss of the principal amount invested. Products are not insured
by any government or government agencies and are neither guaranteed, insured,
nor a deposit account or other obligation of any depository institution.

Zeus and any company or person connected with it (including its officers,
directors and employees) may have a position or holding in any investment
mentioned in this document or a related investment, and such positions or
holdings may be inconsistent with this research recommendation, and may from
time to time dispose of any such securities or instrument. In the last 12 months
Zeus may have been a manager, or co-lead manager, in the underwriting or
placement of securities to the issuers of securities mentioned in this document
within the last 12 months, or may have had corporate finance mandates or may
have received compensation for investment banking services from such

companies. Zeus, may be, or may have been, party to an agreement with the
issuer of the securities mentioned in this document relating to the production of
this recommendation. Zeus may receive or may intend to seek compensation for
investment banking services from such companies within the next 3 months. A
senior executive or director of Zeus or a connected person may be an officer,
director or adviser of any issuer of securities mentioned in this document.
Accordingly, recipients of this document should not rely on this document being
impartial and information may be known to Zeus or persons connected with it
which is not reflected in its material.

Zeus has in place a number of mechanisms for identifying and managing
potential conflicts which include: Policies and procedures to identify, consider,
manage and monitor potential conflicts of interests.

Internal guidance and training regarding the identification of possible conflicts
before they arise.

Procedures to ensure that potential conflicts are escalated to the appropriate level
within Zeus.

Internal arrangements (including physical separation and other information
barriers) for regulating the flow of information between and within business areas.

Zeus shall not be liable for any direct or indirect damages, including lost profits
arising in any way from the information contained in this material. This material is
for the use of intended recipients only and only for distribution to professional and
institutional investors, i.e. persons who are authorised persons or exempted
persons within the meaning of the Financial Services and Markets Act 2000 of the
United Kingdom, or persons who have been categorised as professional
customers or eligible counterparties under the rules of FCA. It is not intended for
retail customers.

This document is being supplied to you solely for your information and may not be
reproduced, re-distributed or passed to any other person or published in whole or
in part for any purpose. This material is not directed at you if Zeus is prohibited or
restricted by any legislation or regulation in any jurisdiction from making it
available to you and persons into whose possession this material comes should
inform themselves about, and observe any such restrictions.

Important Disclosures for United States Persons

Zeus may distribute research, in reliance on Rule 15a-6(a)(2) of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”), directly to persons in the
United States (“U.S.") that are “major US institutional investors” as defined
pursuant to Rule 15a-6(b)(4) (each an “MII"). With respect to any distribution of
this report to a U.S. person, the information contained in this report (i) is intended
solely for use by Ml|, (ii) was prepared by the analyst named on the cover of this
report, who is a non-U.S. research analyst and, as such, may not be subject to all
requirements applicable to U.S.-based analysts, (iii) is not subject to all of the
independence and disclosure standards applicable to research reports prepared
for retail investors, and (iv) may not be used or relied upon by anyone that is not a
MII for any purpose. Any U.S. person receiving this report represents and agrees,
by virtue of its acceptance thereof, that it is a MIl and that it understands the risks
involved in executing transactions in such securities.

Any MIl that is the recipient of this research and wishes to discuss or receive
additional information regarding any security or issuer mentioned herein, or
engage in any transaction to purchase or sell or solicit or offer the purchase or
sale of such securities, should contact a registered representative of Beech Hill
Securities, Inc. (a U.S. broker-dealer registered with the Securities and Exchange
Commission and a Member of the Financial Industry Regulatory Authority, Inc.) via
telephone at +1 (212) 350-7200 or at its offices at 880 Third Avenue, 16th Floor,
New York, NY 10022. Any transaction by such persons (other than a registered
U.S. broker-dealer or bank acting in a broker-dealer capacity) must be effected
with or through Beech Hill Securities, Inc.

Neither the report nor any analyst who prepared or approved the report is subject
to the full scope of U.S. legal or regulatory requirements pertaining to research
reports or research analysts. Zeus is neither registered as a broker-dealer under
the Exchange Act nor a member of the Financial Industry Regulatory Authority, Inc.
or any other U.S. self-regulatory organization.

To the extent this report relates to non-U.S. securities, note that investing in non-
U.S. securities may entail particular risks. Such securities may not be registered
under the U.S. Securities Act of 1933, as amended, and the issuer of such
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securities may not be subject to U.S. reporting and/or other requirements.
Financial statements included in a research report with respect to such securities,
if any, may have been prepared in accordance with non-U.S. accounting standards
that may not be comparable to the financial statements of U.S. companies.
Available information regarding the issuers of such securities may be limited, and
such issuers may not be subject to the same auditing and reporting standards as
U.S. issuers. Fluctuations in the values of national currencies, as well as the
potential for governmental restrictions on currency movements, can significantly
erode principal and investment returns. Market rules, conventions and practices
may differ from U.S. markets, adding to transaction costs or causing delays in the
purchase or sale of such securities. Securities of some non-U.S. companies may
not be as liquid as securities of comparable U.S. companies.

The information contained herein may include forward-looking statements within
the meaning of U.S. federal securities laws that are subject to risks and
uncertainties. Factors that could cause a company’s actual results and financial
condition to differ from expectations include, without limitation: political
uncertainty, changes in general economic conditions that adversely affect the
level of demand for the company’s products or services, changes in foreign
exchange markets, changes in international and domestic financial markets and in
the competitive environment, and other factors relating to the foregoing. All
forward-looking statements contained in this report are qualified in their entirety
by this cautionary statement.

Neither Beech Hill Securities, Inc. nor any affiliate thereof accepts any liability
whatsoever for any direct or consequential loss of any kind arising out of the use
or reliance on the information given. Research does not take into account the
specific investment objectives and financial situation of any recipient, nor does it
provide individually tailored investment advice or offer tax, regulatory, accounting
or legal advice. Prior to entering into any proposed transaction, recipients should
determine, in consultation with their own investment, legal, tax, regulatory and
accounting advisors, the economic risks and merits, as well as the legal, tax,
regulatory and accounting characteristics and consequences, of any transaction.
Investors seeking to buy or sell any financial instruments discussed or
recommended in any research report should seek independent financial advice
relating thereto.

The products discussed in this report are not FDIC insured, may lose value and are
not guaranteed by any Beech Hill Securities, Inc. or Zeus party.

Analyst Certification

Each of the analysts identified in this report certifies, with respect to the
companies or securities that the individual analyses, that (1) the views expressed
in this report reflect his or her personal views about all of the subject companies
and securities and (2) no part of his or her compensation was, is or will be directly
or indirectly dependent on the specific recommendations or views expressed in
this report.

Additional Disclosures

This material was produced by Zeus solely for information purposes and for the
use of the recipient. It is not to be reproduced under any circumstances and is not
to be copied or made available to any person other than the recipient.

This document does not constitute an offer of, or an invitation by or on behalf of
Zeus or its affiliates or any other company to any person, to buy or sell any
security. The information contained herein has been obtained from published
information and other sources, which Zeus or its Affiliates consider to be reliable.
Zeus does not accept any liability or responsibility whatsoever for the accuracy or
completeness of any such information. All estimates, expressions of opinion and
other subjective judgments contained herein are made as of the date of this
document. By accepting this document you agree that you have read the above
disclaimers, acknowledge them and agree to be bound by all of the foregoing
limitations, restrictions and provisions.

1. Zeus or its Affiliates have not recently been the beneficial owners of 1% or
more of the securities mentioned in this report.

2. Zeus or its Affiliates have not managed or co-managed a public offering of
the securities mentioned in the report in the past 12 months.

3. Zeus or its Affiliates have received compensation for investment banking
services from the issuer of these securities in the past 12 months.

4. However, one or more person of Zeus, or its affiliates may, from time to
time, have a long or short position in any of the securities mentioned herein
and may buy or sell those securities or options thereon either on their own
account or on behalf of their clients.

5. Zeus, or its affiliates are a market maker in the subject securities.

6. Zeus, or its Affiliates may, to the extent permitted by law, act upon or use
the above material or the conclusions stated above or the research or
analysis on which they are based before the material is published to
recipients and from time to time provide investment banking, investment
management or other services for or solicit to seek to obtain investment
banking, or other securities business from, any entity referred to in this
report.
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Zeus is a leading independent financial services group
working across public and private capital markets in the
UK. Our core services include Investment Banking, Equity
Sales, Research and Trading, and Investment
Management.

We are a highly entrepreneurial firm with a strong track
record working with ambitious founders, innovators and
their teams to realise the potential of their businesses.

London 125 0ld Broad Street London, EC2N 1AR
Tel: +44 20 3829 5000

Manchester 82 King Street Manchester, M2 4WQ
Tel: +44 161 831 1512

Bristol St. Brandon’s House, 29 Great George Street, Bristol, BS1 5QT
Tel: +44 117 945 3420

Leeds Royal House, 28 Sovereign Street, Leeds LS1 4BJ
Tel: +44 113 394 6600

info@zeuscapital.co.uk
https://zeuscapital.co.uk
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