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Stock Data

Ticker SOU LN
Share Price: 0.765p
Market Cap: £15m
Company description

Sound is a transition energy company with
strong ESG credentials and a clear route to first
gas production and revenues in 2024 through its
low-cost phased development in Morocco, with
significant resource upside to develop.
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Energy Flash Note
Sound Energy plc*

SOU LN BUY

TP 4.6p

Last Thursday, Sound’s Executive Chairman presented a comprehensive update to
investors (LINK) on the Company’s Moroccan developments, liquidity position and the
status of its proposed transactions with Calvalley and Attijariwafa Bank.

The key new information was confirmation that the timing of first gas from the Phase
1 Micro-LNG project had slipped from 1H24 but was still expected onstream this year.

Phase 1 activities intensifying ahead of first gas later this year

Sound pointed to delays in the construction of Italfluid’s vendor-financed Phase 1
Micro-LNG plant, which is not under the control of the Company. The issue appears to
be that Italfluid will be late in constructing the 6,200 cubic metre LNG storage tank,
such that the Company is looking at options to accelerate that component or to bring
in smaller temporary facilities that will still allow Afriquia Gaz to start-up their LNG
production in 2H24. The next expected operational news flow is for the rig to arrive in
late March to install the production tubing on the TE-6 and TE-7 gas wells.

Liquidity remains tight, but prudently managing costs

Sound has about $6m left to draw on the $18m Afriquia Gaz facility that is funding the
Phase 1 development and has also reduced the monthly cash burn rate to £0.25m
ahead of closing the Calvalley deal, which should deliver back-costs that bolster its
working capital position. Attijariwafa Bank has completed the legal and technical due
diligence and has made a conditioned MAD2.365bn (~$235m) offer for Phase 2 senior
debt financing, subject to certain conditions being met such as gas sales agreement
amendments, project development contracts and Government approvals.

Divestment at asset level minimises dilution to shareholders

Calvalley Petroleum (private) has completed its due diligence for the acquisition of a
40% stake from Sound in the Tendrara and Grand Tendrara licences (75% WI). In our
view, attracting a highly regarded industry partner is essential to offset risk, mitigate
costs and receive independent validation on the prospectivity and commerciality of
the resource base. On completion, Sound believes the deal will provide the required
equity financing to achieve first gas under the Phase 2 development plan, which is
preferable to an equity raise at this price level that would dilute existing shareholders.

Targeting reactivation of exploration activities next year

Whilst management has strategically prioritised its gas monetisation strategy through
the phased development of the TE-5 Horst (Tendrara Production Concession), the
Company has also high graded the extensive exploration portfolio within the Greater
Tendrara and Anoual exploration permits surrounding the development. Following
completion of the deal, we would expect the partners to prioritise drilling an appraisal
well on the adjacent TE-4 Horst structure, which would be fully funded by Calvalley.

No change to our BUY rating and 4.6p/share TP

While confirmation of a 6M delay to Phase 1 first gas was disappointing, the share
price was up over 10% on Friday as investors were reassured by the Company’s
ongoing progress towards first production and revenues this year. In addition, all of
the building blocks for Phase 2 are in place, save confirmation of the detailed
agreements, and we look forward to Sound completing the project debt financing with
Attijariwafa Bank and the partnership deal with Calvalley that should fully unlock the
value of the Tendrara resource. Management is sticking to the plan.
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Disclaimer — Non-independent Investment Research

This note is a marketing communication and comprises non-independent research. This means it has not been prepared in accordance with the legal requirements
designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of its dissemination.

MIFID: Based on our analysis, we have concluded that this note may be received free of charge by any person subject to the new MiFID rules on research unbundling
pursuant to the exemptions within Article 12(3) of the MiFID Delegated Directive and FCA COBS Rule 2.3A.19. Further and fuller analysis may be viewed here
http://www.spangel.co.uk/legal-and-regulatory-notices.html.

This note has been issued by SP Angel Corporate Finance LLP (‘SPA’) in order to promote its investment services. Neither the information nor the opinions expressed
herein constitutes, or is to be construed as, an offer or invitation or other solicitation or recommendation to buy or sell investments. The information contained herein
is based on sources which we believe to be reliable, but we do not represent that it is wholly accurate or complete. SPA is not responsible for any errors or omissions
or for the results obtained from the use of such information. Where the subject of the research is a client company of SPA we will usually have shown a draft of the
research (or parts of it) to the company prior to publication in order to check factual accuracy, soundness of assumptions etc.

No reliance may be placed for any purpose whatsoever on the information, representations, estimates, or opinions contained in this note, and no liability is accepted
for any such information, representation, estimate or opinion. All opinions and estimates included in this report are subject to change without notice. This note is
confidential and is being supplied to you solely for your information and may not be reproduced, redistributed, or passed on, directly or indirectly, to any other person
or published in whole or in part, for any purpose.

In some cases, this research may have been sent to you by a party other than SPA, and if so, the contents may have been altered from the original, or comments may
have been added, which may not be the opinions of SPA. In these cases, SPA is not responsible for this amended research.

The investments discussed in this report may not be suitable for all investors. Investors should make their own investment decisions based upon their own financial
objectives and financial resources and it should be noted that investment involves risk. Past performance is not necessarily a guide to future performance and an
investor may not get back the amount originally invested. Where investment is made in currencies other than the currency of the investments, movements in exchange
rates will have an effect on the value, either favourable or unfavourable.

This note is intended only for distribution to Professional Clients and Eligible Counterparties as defined under the rules of the Financial Conduct Authority and is not
directed at Retail Clients.

Distribution of this note does not imply distribution of future notes covering the same issuers, companies, or subject matter.

SPA has put in place a number of measures to avoid or manage conflicts of interest with regard to the preparation and distribution of research. These include (i)
physical, virtual, and procedural information barriers (ii) a prohibition on personal account dealing by analysts and (iii) measures to ensure that recipients and persons
wishing to access the research receive/are able to access the research at the same time.

You are advised that SPA and/or its partners and employees may have already acted upon the recommendations contained herein or made use of all information on
which they are based. SPA is or may be providing or has or may have provided within the previous 12 months, significant advice, or investment services in relation to
some of the investments concerned or related investments.

SP Angel Corporate Finance LLP is a company registered in England and Wales with company number OC317049 and its registered office is SP Angel Corporate Finance
LLP, 35 — 39 Maddox Street, London W1S 5PP United Kingdom. SP Angel Corporate Finance LLP is Authorised and Regulated by the Financial Conduct Authority whose
address is 25 The North Colonnade, Canary Wharf, London E14 5HS and is a Member of the London Stock Exchange plc.

SP Angel Corporate Finance LLP definition of research ratings:

Expected performance over 12 months: Buy - Expected return of greater than +15%, Hold - Expected return from -15% to +15%, Sell - Expected return
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