
Dana Gas
A Timely Sidestep

• Dana gas has entered into agreement to acquire all outstanding shares in Centurion Energy
International, a Canadian-based oil and gas exploration & production company with assets in
the MENA region. The offer values the company at CAD1.15 billion (includes CAD100 million
debt), which equates to AED3.7 billion.

• In our opinion, the offer price of CAD12 per share which represents a 36% premium over the
last trading price before the announcement, is an acceptable one for Centurion shareholders,
and would put the company on the following valuation multiples for 2006e: P/E of 21.8x,
EV/EBITDA of 7.2x and PCF of 11.1x. Furthermore, the deal seems reasonably priced when
compared against a recent similar acquisition within the gas sector in Canada.

• We believe that this acquisition is a suitable strategic fit for Dana Gas, representing the
company's entry into the upstream gas sector. Centurion assets include a combination of
existing producing fields in Egypt, complemented by exploration assets in Egypt, Tunisia and
the Sao Tome/Nigeria JDZ. 

• The acquisition would clearly have positive implications for our current forecasts (beyond
2006). We would expect to see an increase in our earnings estimates for Dana Gas of 32% in
2007 and 54% in 2008. Obviously, subsequent forecasts would also be positively impacted.

• Meanwhile, this acquisition may help Dana to mitigate concerns regarding the delay of its
cornerstone Iranian contract. While we have every indication to believe that Iranian gas
imports will commence in 1H2007, any possible delays in the contract and hence revenues will
be balanced by flow of revenues and profits from Centurion's operations. 

• Based on our current estimates, Dana Gas's valuation multiples look high, with the company
trading on a 2007e P/E of 38.8x, although its price to book ratio is a more reasonable 1.3x.
Therefore, we maintain our ST/LT Neutral recommendation.

Abid Riaz
+971 4 363 4005
ariaz@efg-hermes.com

Sana Kapadia
+971 4 363 4007
skapadia@efg-hermes.com
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ST Rec. : Neutral
LT Rec. : Neutral

Current Price*: AED 1.55
LT Fair Value : AED 1.75

05 December 2006

*As at 05 December 2006

KINDLY REFER TO THE IMPORTANT DISCLOSURES AND DISCLAIMER ON PAGE 06.



Dana Gas

The Announcement
Dana gas announced on the 13th November that it had entered into agreement to acquire all
outstanding shares in Centurion Energy International, a Canadian-based oil and gas exploration
& production company with assets in the MENA region (operating principally in the Egyptian
Nile Delta). The offer price was CAD12 per share, which represented a 36% premium over the
trading price of the shares before the announcement of an approach, and valued the company
at CAD1.15 billion (including debt of CAD100 million), which equates to AED3.7 billion.

The Requirements of the Deal
The deal requires approval of no less than two-thirds of Centurion's shareholders, with a
special meeting expected to be held in early January 2007. Given that Centurion's Board of
Directors, who represent shareholders owning 18% of the company's share capital, have already
unanimously approved the offer, we believe there is a high probability of success of Dana Gas
completing this acquisition.

Strategic Fit
Centurion assets include a combination of existing producing fields in Egypt, complemented by
exploration assets in Egypt, Tunisia and the Sao Tome/Nigeria JDZ. Dana Gas's long term
strategy involves undertaking projects across all stages of the gas value chain including
venturing into a range of upstream, midstream and downstream activities. Therefore, we
believe that this acquisition is a suitable strategic fit, representing Dana Gas' entry into the
upstream gas sector.

The Offer
The offer price of CAD12 per share represents a 36% premium over the last trading price before
the announcement, and is a substantial 56% above the volume weighted average share price
for the last 20 trading days up to 30th October 2006 (the date at which Centurion announced
that it had received an approach from a third party). In our opinion, this represents an
acceptable premium for Centurion shareholders, and would put the company on the following
valuation multiples for 2006e: PE of 21.8x, EV/EBITDA of 7.2x and PCF of 11.1x and for 2007e:
P/E of 20.0x, EV/EBITDA of 6.2x and PCF of 9.8x.

Comparable Deals
In order to put this acquisition into context with the kind of prices that have been achieved
for similar deals within the gas industry in Canada, we have chosen to look at the acquisition
of four subsidiaries of Burlington Resources Limited. These subsidiaries consist of Canadian oil
and gas producing properties and land, and were collectively sold for USD1.0375 billion in
November 2006. Since deals in the energy sector are largely a function of the level of reserves
of oil and natural gas that the company has access to, we have chosen to compare the
Centurion acquisition with this deal using various transaction metrics as in table 1. 
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Dana Gas

Table 1: Comparable Deal Transaction Metrics

Source: EFG-Hermes estimates

We have compared the price of the acquisition on the basis of the quantity of reserves that each
company possesses and the associated transaction metrics that are derived from these.
Therefore, on a proved reserves basis, Centurion looks in line with our comparable transaction. 

Meanwhile, since Centurion is undertaking greater exploration projects, this activity is not
without its risks, particularly given the location of Centurion's operations (the MENA region) and
the size of its probable reserves compared to its proven ones. Therefore, while the price of the
Centurion acquisition appears cheaper on a total reserve basis (at USD10.5 per boe) compared
to our comparable transaction (at USD15.8 per boe), the associated risks of converting probable
reserves into proved reserves can, in our mind, justify this and therefore we believe the deal
to be reasonably priced.

Centurion Energy Results and Consensus Estimates

Third Quarter Results 
Centurion produced strong 3Q2006 numbers. Revenues for the nine-month period were up over
100% Y-o-Y to CAD137.4 mn (AED455 mn), while net income (before taxes) came in at CAD85.6
mn (AED277 mn). With a tax rate of around 40%, net income after tax was CAD45.2 mn
(AED146.5 mn). These results were buoyed by the company's discovery, earlier this year, of
further gas reserves in its El Wastani field in Egypt. Table 2 shows current consensus estimates
for Centurion Energy over the next few years.

Table 2: Consensus Forecasts for Centurion in CAD and AED Equivalent

Source: Reuters Knowledge
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The Impact to Forecasts For Dana Gas

If the deal is approved and goes ahead, the acquisition would clearly have positive implications
for our current forecasts (beyond 2006). For the full year 2007, we expect Centurion to
generate revenues of some AED700 million, and expect a profit contribution of around AED177
million. If we were to simply add these numbers to our current earnings forecasts for Dana Gas,
we would see upside of some 74% in 2007. 

However, within our current estimates for Dana, we have assumed non-operating income
(coming from investments) of AED100 million in 2007e, and this will be derived from the
company's current cash balances. Undoubtedly, if Dana is successful in completing this
acquisition using its cash (either partly or entirely), then this non-operating income item would
either be reduced or eliminated. Taking this factor into consideration, we expect to see an
increase in our bottom line estimates for Dana Gas of 32% for 2007 and 54% for 2008. Obviously,
subsequent forecasts would also be positively impacted.

Figure 3: Potential Impact to Forecasts for 2007e and 2008e

Source: EFG-Hermes estimates

Impact of Acquisitions on Dana's Capital Structure

Given the size of the Centurion Energy acquisition at around AED3.7 billion and the fact that Dana
Gas could affectively use up all of its cash balance (of AED3.5 billion as at 30 September 2006)
if it chooses to finance the entire deal through cash, we believe there will be less urgency for
the company to complete further acquisitions in the short term. Furthermore, the Centurion
acquisition will give Dana Gas upstream capabilities and operations within the region and as such,
will satisfy one of its key strategic criteria and give rise to revenues, cash flows and profits.

Meanwhile, we stick with our assumption that Dana Gas will acquire the Pakistani Sui Southern
Gas Company, given that the bidding process is still underway. Thus, we expect this deal to be
completed during the course of next year with contributions expected to start in 2008.
However, we would be mindful of the fact that the company will have to finance any further
deals either through debt, or a secondary (equity) issue.  
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Acquisition May Substantiate Dana's Value Proposition

A final point to make regarding the Centurion acquisition is that it may help to mitigate
concerns over the delay of Dana Gas's cornerstone Iranian contract. While we have every
indication to believe that gas imports will commence in 1H2007, any possible delays in the
contract and hence revenues, will be balanced by the flow of revenues and profits from
Centurion's operations. This should put at bay some investor concerns about the fact that Dana
has yet to record any operating revenues and income. Thus, we believe that this acquisition,
which appears likely to be completed within the next few months pending shareholder approval,
will prove to be positive for Dana. Moreover, the span of Centurion's operations in Egypt and
Africa further substantiate Dana's objective of becoming a leading regional player in the energy
sector. 

However, in the meantime, based on our current estimates Dana Gas's valuation multiples look
high, with the company trading on a 2007e PE of 38.8x, although its price to book ratio is a
more reasonable 1.3x (for 2007e), a reflection of its relative youth. Therefore, we maintain
our ST/LT Neutral recommendation.

5

05 December 2006



Dana Gas

6

05 December 2006

DISCLAIMER
Our investment recommendations take into account both risk and expected return. We base our long-term fair value estimate
on a fundamental analysis of the company's future prospects, after having taken perceived risk into consideration. We have
conducted extensive research to arrive at our investment recommendations and fair value estimates for the company or
companies mentioned in this report. Although the information in this report has been obtained from sources that EFG-Hermes
believes to be reliable, we do not guarantee its accuracy, and such information may be condensed or incomplete. Readers
should understand that financial projections, fair value estimates and statements regarding future prospects may not be
realized. All opinions and estimates included in this report constitute our judgment as of this date and are subject to change
without notice. This research report is prepared for general circulation and is intended for general information purposes only.
It is not intended as an offer or solicitation with respect to the purchase or sale of any security. It is not tailored to the
specific investment objectives, financial situation or needs of any specific person that may receive this report. We strongly
advise potential investors to seek financial guidance when determining whether an investment is appropriate to their needs.
No part of this document may be reproduced without the written permission of EFG-Hermes.

DISCLOSURES
We, Abid Riaz and Sana Kapadia, hereby certify that the views expressed in this document accurately reflect our personal
views about the securities and companies that are the subject of this report. We also certify that neither we nor our spouses
or dependants (if relevant) hold a beneficial interest in the securities that are the subject of this report. 

EFG-Hermes Holding hereby certifies that neither it nor any of its subsidiaries owns any of the securities that are the subject
of this report. Funds managed by EFG-Hermes Holding and its subsidiaries for third parties may own the securities that are
the subject of this report. EFG-Hermes may own shares in one or more of the aforementioned funds or in funds managed by
third parties. The authors of this report may own shares in funds open to the public that invest in the securities mentioned
in this report as part of a diversified portfolio over which they have no discretion.

The Investment Banking division of EFG-Hermes may be in the process of soliciting or executing fee earning mandates for
companies that are either the subject of this report or are mentioned in this report.
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Financial Statements (December year end)

Sources: Dana Gas and EFG-Hermes estimates 
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