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Diversified Gas & Oil PLC
("DGO" or the "Company")

Final Results for the year ended 31 December 2018
 

Diversified Gas & Oil PLC (AIM: DGOC), the US based owner and operator of natural gas, natural gas liquids and oil wells as
well as midstream assets, is pleased to announce the publica�on of its annual results for the year ended 31 December 2018.
 
Period Highlights:
 

•      Comple�on of four accre�ve acquisi�ons totalling $938m while maintaining net debt/Adjusted EBITDA* at or
below 2x
 

•      Opera�ng cash flow per share up 4x to $0.23 (2017: $0.06)
 

•      Materially increased produc�on and reserves through acquisi�on:
◦      Average daily produc�on of 41,000 Boe/day up ~7x (2017: 6,600 Boe/day)
◦      Exit rate of 70,000 Boe per day for the quarter ended 31 December 2018 up ~7x (2017: 10,400)
◦      474 MMboe of 1P PDP Reserves at 31 December 2018 up 8x (2017: 55 MMboe)
◦      PV10 of 1P PDP Reserves of $1.6bn up ~6x (2017: 0.3m)

 
•      Total Revenue (Unhedged) up ~600% to $289.8m (2017: $41.8m):

◦      Realised revenue per fully diluted share of $0.71 up ~86% (2017: $0.36)
◦      4Q18 realised price (unhedged) of $21.71 per Boe up 27% over 4Q17 primarily from changes in DGOs

revenue stream (2017: $17.14)
◦      Realised significant and sustainable value from higher liquids volumes and through ownership of mid-stream

infrastructure from both DGO and third-party produc�on
 

•      Successful integra�on process of acquired assets delivering opera�ng synergies:
◦      Total cash unit costs reduced 20% to $8.55 per Boe (2017: $10.74)

 
•      Adjusted EBITDA (Unhedged) up ~910% to $161.9m (2017: $16.0m)

◦      Adjusted EBITDA per fully diluted share up ~240% to $0.42 (2017: $0.13)
◦      Strong 2H18 Unhedged Adjusted EBITDA margins of 60% (2017: ~40%)

 
•      Significantly strengthened balance sheet:

◦      $439m of new equity raised
◦      Established a $1.5bn revolving enlarged credit facility funded by a syndicate of twelve banks, enlarged twice

in recogni�on of proved-developed-producing reserve growth
◦      Post-period, current liquidity of $270m (as of 28 February 2019)
◦      Post-period, current Net Debt/Adjusted EBITDA ra�o of ~1.8x (as of 28 February 2019)

 
•      Commencement of quarterly dividend payment:

◦      Q3'18 dividend of 3.30 cents per share to be paid on 29 March 2019
◦      Q4'18 dividend of 3.40 cents per share to be paid on 28 June 2019
◦      Total 2018 dividend per share of 11.225 cents per share up >2x vs 5.4 cents per share in 2017

 
•      Signature of Asset Re�rement Agreements:

◦      Successful nego�a�on and signature of agreements for DGO's asset re�rement obliga�ons with two states,
West Virginia and Ohio

◦      A third agreement with Kentucky signed post period end in January 2019
◦      In final discussions with the Commonwealth of Pennsylvania regarding an agreement covering wells in the

state, with signature expected in the near-term



 
*     Adjusted EBITDA represents earnings before interest, taxes, deple�on, deprecia�on and amor�za�on and adjustments for non-recurring items

such as gain on the sale of assets, acquisi�on related expenses and integra�on costs, mark-to-market adjustments related to the Company's hedge
por�olio, non-cash equity compensa�on charges and items of a similar nature.

 
Commen�ng on the results, CEO and Founder, Rusty Hutson said:
 
"These results reflect a year of rapid growth as the Company con�nued to capitalise on opportuni�es in Appalachia to
complete a number of material acquisi�ons consistent with our stated growth strategy.  Despite the strength of these financial
results, they only par�ally reflect the financial capabili�es of the business going forward.
 
DGO is now a substan�al producer genera�ng strong free cash flow that enables us to maintain a healthy balance sheet,
invest in organic growth and deliver excep�onal value to our shareholders through our reliable quarterly dividend. The near-
term objec�ve will be to leverage the scale of our expanded footprint to extract maximum opera�ng synergies and cost
efficiencies.  We con�nue to consider a robust pipeline of opportuni�es that fit with our opera�ng profile and acquisi�on
criteria.  We believe that our exposure to US natural gas and low-risk business model differen�ates us from our UK listed peers
and provides us with confidence in our ability to generate long-term value for our shareholders."
 
Results presenta�on and audiocast
 
An analyst presenta�on will be held at 9.00am GMT on Thursday, 28 February 2019 at the offices of Buchanan (107
Cheapside, London, EC2V 6DN).
 
The presenta�on will be made available on the Company website, www.dgoc.com.
 
An audiocast of the presenta�on can be accessed shortly a�er the live presenta�on concludes through the following link:
h�p://webcas�ng.buchanan.uk.com/broadcast/5c4b2d8ca0c50933d27109d1
 
This announcement contains inside informa�on for the purposes of Ar�cle 7 of EU Regula�on 596/2014.
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Chairman's Statement
 
A year of tremendous growth
 
Since its admission to AIM in February 2017, DGO has delivered consistent and significant achievements that have been
appropriately labelled as transforma�ve. The Company concluded so many material and company-changing events in just a
year that we have emerged as a wholly different company with a structurally different financial and produc�on profile
compared to only twelve months ago.  As of today, we are proud to be the largest producer on AIM by a comfortable margin
and one of the largest conven�onal producers across the Appalachian Basin within the United States.
 
Structurally transforming the business with scale, midstream and addi�onal liquids processing
 
Whilst we undoubtedly accelerated the momentum of our growth in 2018, the strategy to grow the Company around stable
cashflow while maintaining a commitment to keep leverage low has remained consistent. The Company has achieved
impressive growth through a measured execu�on of our strategy in terms of acquiring value-accre�ve and complementary
assets within the Appalachian Basin, all of which help to op�mise DGO's overall por�olio to deliver impressive cash margins,
earnings and return value to our shareholders. Each acquisi�on completed since lis�ng has delivered larger scale
opportuni�es, allowing us to cement our posi�on and reputa�on as the consolidator of choice in the region. Our success in
selec�ng the right opportuni�es for growth has led to the emergence of an environment in which sellers of the types of assets
that meet our investment profile now approach the Company for discussions, further enhancing our ability to source value-
accre�ve opportuni�es for the future.
 
The market dynamics, upon which DGO's inorganic growth strategy is based, remained favourable throughout the year. Large
packages of assets were available at valua�ons that allowed us to deliver debt-adjusted and per-share accre�on to our
shareholders.  We capitalised on the opportuni�es to achieve considerable scale, add addi�onal liquids reserves to our
por�olio including both crude oil and natural gas liquids and establish a more balanced and diversified business, including the
strategic decision to acquire a sizeable midstream footprint. Importantly, the midstream assets not only provide an addi�onal
revenue stream as we move gas for other producers in the region, but also affords us the ability to flow our own produc�on to
processing facili�es that op�mise the realised price we receive for our produc�on. Therefore, we not only delivered a six-fold
increase in produc�on, but significantly increased the cash margins earned by our business. Through our strategic and
structural changes to the business underpinned by scale, midstream assets, higher liquids produc�on and access to
processing, we materially enhanced the economics of our business by widening our control of the value stream within the
Appalachian Basin and providing cost efficiencies and economies of scale. Addi�onally, we mul�plied our PDP Reserves by
8x from a largely undeveloped acreage posi�on across the Appalachian Basin, which further posi�ons us to unlock
incremental value in the years to come.
 
Investment in accre�ve growth
 
A key strategic focus throughout the year has been to invest in our company to ensure it can meet current and future growth
expecta�ons.  We recognised the requirement to have the appropriate people, systems, processes and controls to effec�vely
and responsibly manage our rapidly growing business.  The high quality personnel joining the group through acquisi�on, their
detailed and valuable ins�tu�onal knowledge of the assets and their commitment to safe and efficient opera�ons have
helped ensure smooth integra�on. We benefit from the overarching professional culture that permeates the Basin and allows
us to near seamlessly integrate diverse teams of professionals into one, unified company. While being careful to maintain the
ins�tu�onal knowledge at the well-level, we have streamlined the management oversight of the assets to reduce
administra�ve costs while empowering the individual charged with the wells' performance. To that end, we have invested
�me and resources into the development of our Company-driven programmes to smartly oversee the efficient opera�ng of a
vast landbank and sizeable por�olio of produc�on wells.
 
Well management and asset re�rement
 
With a por�olio consis�ng of thousands of wells across mul�ple states, safety remains our top priority as we demonstrate our
commitment to be a good corporate ci�zen within each community. We remain focused on acquiring mature producing wells
with a low-decline profile, on which we then deploy innova�ve, op�mising programs that set a new standard for efficient well-
management and the eventual responsible re�rement of non-produc�ve wells.  One of DGO's core differen�ators, and a
central component to our overall investment thesis, is our ability to manage assets more efficiently and profitably than the
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vendors for whom the assets had become non-core. We accomplish this "Smarter Well Management" by leveraging our
por�olio's scale, diverse ins�tu�onal knowledge from a growing body of professionals with unique experience and
geographical proximity to extract maximum value, and by implemen�ng our internally developed "Smarter Well Management
Program".  This program, tailored for each asset, focuses on op�mising produc�on from ac�ve wells and, where economically
possible through a variety of means, returning inac�ve wells to produc�on.
 
Of course, with a large base of producing assets, asset re�rement is an obliga�on we understand. We take a proac�ve
approach to long-term environmental and economic sustainability and we are fully commi�ed to fulfilling our du�es as an
operator of mature assets.  The vast majority of our por�olio is long-life and will produce sustainably for many decades to
come and we will safely re�re non-produc�ve wells in line with the regulatory needs of the states in which we operate.
 
Managing risk through long-term agreements and hedging
 
DGO's overall strategy is grounded in the types of assets we acquire and a low-risk approach to how we manage our business
and balance sheet. With a strict focus on free cash flow, we ensure a �ght handle on all expenditures so that we can budget
accordingly and maintain visibility on our earnings and cash flow.  Managing our liabili�es, par�cularly those related to asset
re�rement, is an important element of this approach, and we were delighted to complement our long-term agreement with
Ohio by finalising addi�onal long-term agreements with the appropriate regulatory bodies in West Virginia, prior to year-end,
and most recently in Kentucky.  Collec�vely, these three agreements provide clear visibility on future asset re�rement
ac�vi�es that cover approximately 60% of our assets. We con�nue to work diligently with regulators in Pennsylvania to
finalize a similar, long-term agreement covering our wells in that State and we intend to have the en�re DGO por�olio covered
by long-term agreements in the near term.
 
Producing stable cash flow for investors is another of our stated strategic objec�ves. The Company's liquidity posi�on as at 28
February 2019 is approximately $270 million providing ample liquidity for addi�onal non-dilu�ve, cash-flow and earnings
accre�ve growth. To assist in this objec�ve, we seek to mi�gate risk in the business through our hedging strategies.  The spike
in US natural gas prices to nearly $5.00 per MMBtu in November 2018 and subsequent fall back to approximately $3.00 per
MMBtu in December 2018 highlight the vola�le nature of commodity prices.  Our hedging strategies are designed to ensure
we maintain clear visibility of our cash flow while minimising any exposure to downside risk. Not only does our high degree of
ver�cal integra�on complement our hedging strategy by insula�ng us from cost movements within the services sector, but our
balance sheet, liquidity, low leverage and excep�onal cash margins of approximately 60% in a sub-$3.00 per MMBtu
commodity price environment place us in a posi�on of strength to not only to deliver strong results during periods of
vola�lity, but to opportunis�cally acquire assets that vola�lity may drive to market. Overall, the long-term fundamentals for
US natural gas pricing and regional differen�als remain a�rac�ve, and with solid execu�on of our hedging strategies, we are
well posi�oned to lock in upside value.
 
A gas business with growing exposure to economic-enhancing natural gas liquids
 
DGO is a gas business with increasing exposure to natural gas liquids which provides us with protec�on from the uncertain
outlook and economic challenges presented by vola�le global crude pricing. As demonstrated by our financial results, DGO is
highly profitable even at current gas prices, and our growth opportuni�es remain protected from wider market concerns such
as pricing, industry capex and geopoli�cs.  It is our measured approach and uniqueness of our business model that resonates
with investors and helps us stand out in a crowded market.
 
Conclusion
 
2018 was a second year of remarkable growth for DGO in which we capitalised on favourable market condi�ons, remained
deeply commi�ed to a well-defined strategy and further leveraged our early-mover advantage to develop a robust business
model with a niche focus. We have undergone a process of transforma�onal and structural change and the Company is firmly
posi�oned for con�nued execu�on of our disciplined strategy. Addi�onally, we have invested in talented and commi�ed
employees that will drive our future growth.  I must congratulate my colleagues on the successful execu�on of such an
ambi�ous yet well-defined growth strategy.  I also wish to thank our shareholders, debtholders and other stakeholders for the
support that has enabled us to deliver this level of growth in such a short period of �me.  Our focus for the coming year will
be on extrac�ng maximum value from our enlarged por�olio for the benefit of our shareholders.
 
Robert M. Post
Chairman of the Board
 
 
Chief Execu�ve's Statement
 



Introduc�on
 
2018 marks another tremendous year for DGO, during which we once more demonstrated that our business model,
supported by a well-defined strategy, delivers sustainable and material value to our shareholders.
 
We completed four significant acquisi�ons during the year with an aggregate purchase price of $938 million before customary
adjustments, and collec�vely the acquisi�ons increased DGO's net daily exit-rate produc�on 7x from ~10,000 boe/d to
~70,000 boe/d and PV-10 from $259 million to $1.6 billion. To fund our transforma�on and consistent with our commitment
to never place the balance sheet at risk for the sake of growth, we raised $492 million of equity financing including $439
million in two significantly oversubscribed public equity offerings and $53 million issued as acquisi�on considera�on through a
private placement with the sellers of certain assets.
 
Moreover, to reduce our borrowing costs, we moved quickly to replace 10% largely term-loan financing with a low-cost facility
(currently 5.2%) that began with a syndicate of seven banks and, a�er two upsizes during the year following acquisi�ons,
ended the year with an expanded syndicate of twelve high-quality banks. Importantly, the facility provides the complementary
debt capital needed to con�nue execu�ng on our growth strategy in the most cost-effec�ve way whilst remaining comfortably
within our guided leverage ra�o.
 
Throughout 2018 we reinforced our founda�ons, and enter 2019 with a stronger, broader pla�orm from which to generate
long-term value by capitalising on the benefits of scale and high visibility as the capable consolidator of long-life, stable cash-
genera�ve assets.
 
Delivering on our strategic objec�ves
 
Building upon what was already a transforma�onal year in 2017, we con�nued to deliver results for shareholders that were
directly �ed to our clearly stated objec�ves, underpinned by excep�onal assets.  We emerged from 2018 as the largest
producer on AIM, clearly differen�ated as a low-risk, cash flow posi�ve, dividend paying E&P. The following table highlights
progress in KPIs:
 

Stated Objec�ve Unit FY2017 FY2018
% Change
vs 2017FY 4Q17 4Q18

% Change
vs

4Q17

Grow through accre�ve acquisi�ons $m 88.7 938 957% - 183 100%

Increase produc�on MBOEPD 6.6 41.0 521% 10.4 70.0 573%

Increase proved-developed-producing
reserves MMBOE 55 474 762% n/a n/a n/a

Increase PV-10 reserves $bn 0.3 1.6 433% n/a n/a n/a

Increase acres held by produc�on MM Acres 1.6 7.8 388% n/a n/a n/a

Increase revenue (Hedged) (a) $m 43.3 274.0 533% 16.7 128.4 669%

Increase revenue (Unhedged) $m 41.8 289.8 593% 16.41 139.7 751%

Reduce unit lease opera�ng costs (b) $ per BOE 7.02 4.83 (31)% 6.77 4.22 (38)%

Reduce unit recurring G&A $ per BOE 2.03 1.34 (34)% 1.76 1.32 (25)%

Adjusted EBITDA (Hedged) $m 17.5 146.2 735% 6.8 73.6 982%

Adjusted EBITDA Margin (Hedged) % 40% 53% 13 points 41% 57% 16 points

Adjusted EBITDA (Unhedged) $m 16.0 161.9 912% 6.6 84.9 1,186%

Adjusted EBITDA Margin (Unhedged) % 38% 56% 18 points 40% 61% 21 points
 
a) Includes the impact of se�led hedges. See Note 12 below for more informa�on on hedges.

b) Lease opera�ng expenses are daily costs incurred to extract oil and natural gas and maintain our producing proper�es.
Such costs include maintenance, repairs, insurance, employee and benefits and automobile expenses. See Note 4 below
for more informa�on.

 
The consolidator of choice
 
Before expanding upon each of our completed acquisi�ons, and in turn how we have successfully integrated them into our
business, it is important to re-emphasise the strict criteria each acquisi�on target must meet before we consider it a poten�al



fit for the DGO por�olio. Our disciplined approach to evalua�ng opportuni�es ensures that we only pursue those that possess
a consistent asset profile, compelling upside and drive posi�ve debt-adjusted cash flow per share that supports our dividend
policy.  Our refusal to compromise on these investment criteria is demonstrated by all of our acquisi�ons being immediately
accre�ve due to the incremental contribu�on obtained from synergis�cally derived lower unit opera�ng costs compounded
by driving our realised prices higher through deliberate and sustainable structural changes in our revenue stream. Indeed,
when comparing our realised unhedged price in the fourth quarter of 2018 compared to the same quarter last year,
approximately two-thirds of our unhedged realised price increase of $4.57 per Boe is a�ributable to the structural changes
including a higher liquids content and the addi�on of our midstream capabili�es, with the remaining one-third of the
unhedged realised price increase a�ributable to the underlying increase in natural gas spot  prices and lower basin
differen�als.
 
Key strategic considera�ons suppor�ng the ra�onale for our completed 2018 acquisi�ons included:
 
                Drive sustainable increases in realised prices:

• Increase liquid produc�on
• Create value by controlling the value chain
• Protect cash flows by diversifying gas marke�ng

 
                Drive well produc�vity enhancements through DGO's Smarter Well Management:

• Op�mise produc�on from neglected wells
• Reduce costs and expand margins with opera�onal efficiencies

 
During the first quarter, we announced the acquisi�ons of Alliance Petroleum Corpora�on ("Alliance") and assets from CNX
Gas Corpora�on ("CNX") for a total considera�on of $180 million, $95 million and $85 million respec�vely. The acquired wells
are geographically situated within our opera�ng footprint in the Appalachian Basin, and concentrated in Ohio, Pennsylvania
and West Virginia. In combina�on, our then total net daily produc�on increased by nearly 175 percent to approximately
170,000 Mcfe or 28,000 Boe. Similarly, the combined acquisi�ons increased Diversified's total proved developed producing
reserves by nearly 220 percent to 173 million Boe.
 
In July, we completed what was the largest acquisi�on by any oil and gas company in the history of the AIM market - the $575
million acquisi�on of EQT Corpora�on's ("EQT") southern Appalachian producing gas and oil and midstream assets. This
acquisi�on delivered a major step change in our financial and opera�onal profile not only by expanding our already strong
cash margin genera�on but also by adding a significant midstream asset that not only enhanced the economics of the
upstream assets but also diversified our revenue stream by providing addi�onal revenues from third-par�es moving their
produc�on on the midstream system. Ul�mately, the acquisi�on increased DGO's daily produc�on by approximately 115% to
over 60,000 barrels of oil equivalent per day, firmly establishing DGO as the largest gas and oil producer on AIM.
 
Building upon an earlier point, the sizeable midstream asset represented a unique characteris�c of the EQT acquisi�on and
laid the founda�on for complementary growth in the southern region of the Appalachian Basin. Spanning more than 6,400
miles of pipelines and including 59 compressor sta�ons, this strategic opera�onal diversifica�on significantly enhanced the
economics of not only the producing wells we acquired and those we previously owned in the region, but further provided
DGO with a compe��ve advantage to acquire addi�onal assets in the region by materially enhancing our cost structure. With
respect to our exis�ng wells, the midstream assets created addi�onal value by elimina�ng third party transport costs while
simultaneously providing greater market pricing op�onality, which collec�vely fuelled higher cash margins per unit of
produc�on. Furthermore, the midstream assets provide a meaningful addi�onal revenue stream related to the handling of
third-party produc�on through owned pipelines and processing facili�es.
 
Rounding out 2018, our acquisi�on of Core Appalachia Holding Co LLC ("Core") in October for $183 million was a highly
synergis�c acquisi�on due to its geographical proximity to the assets we acquired from EQT. By expanding both our upstream
and midstream assets in the southern region of the Basin, we unlocked addi�onal value from both packages of assets. 
Specifically, we have been able to transi�on to more efficient field opera�ons while using the enlarged midstream asset to
flow a significant por�on of Core's produc�on to a process facility accessible using the midstream acquired from EQT that
allowed DGO to realise the economic upli� of processing and selling the natural gas liquids included in Core's liquids-rich
produc�on stream.
 
We exited the year with a daily produc�on of over 70,000 boepd, and over 10,500 miles of midstream pipeline and associated
infrastructure, in a por�olio that establishes DGO as the largest conven�onal operator in the basin.
 
Enhancing our capabili�es
 



While addi�onal opportuni�es for complementary growth exist within the Appalachian Basin, DGO has grown its scale in the
region to afford it unique opera�onal synergies. Not only have we exponen�ally grown our produc�on and cash flow through
the course of 2018, we also materially enhanced the composi�on of our produc�on stream by adding a significant liquids
por�on while simultaneously expanding our opera�ng capabili�es.  Over the last twelve months, we have grown our
workforce six-fold to nearly 1,000 seasoned and talented employees across the mul�ple disciplines that support our expanded
opera�ons. Near seamlessly integra�ng our workforce has been a cri�cal component to our success. The vast majority of
those joining the Diversified team have done so from the organisa�on dives�ng of the acquired assets, which affords us the
opportunity to retain the valuable ins�tu�onal knowledge that perfectly complements our Smarter Well Management.  We
strive to leverage addi�onal skills, experience and perspec�ve across the enlarged opera�on seeking to apply best prac�ces
while always mindful that one-size does not fit all as we empower the professional at the well level to effect change that
drives value.
 
Recognising that a skilled team requires the right tools to be successful, we look ahead to 2019 with plans to make strategic
investments in the underlying technologies and data systems needed to most efficiently manage and op�mise our growing
base of assets. Specifically, we are taking steps to partner an expanding base of human intellectual capital with sophis�cated
systems to drive innova�ve ini�a�ves.
 
With our broad footprint across the Appalachian Basin, the aggrega�on of the collec�ve resources including People, Processes
and Systems emerges as a core focus to establish DGO as one large and collabora�ve knowledge base in the region. In this
regard, our senior management team fosters a culture of excellence amongst our highly skilled workforce to ensure we
achieve our growth objec�ves and operate the business as safely, efficiently and effec�vely as possible.
 
We recognise that with the scale of our opera�ons, DGO has become a Big Data Company necessita�ng that we invest in the
systems needed to effec�vely manage diverse and expansive data.  To this end, we have tasked our Chief Informa�on Officer
to lead an effort to establish a network of systems that include a new ERP and managed resource system that encapsulates
Supervisory Control and Data Acquisi�on (SCADA), field data and measurement systems.  We expect that these systems will
help iden�fy further produc�on enhancement opportuni�es from the por�olio going forward.
 
Crea�ng value
 
In line with our organic growth strategy, one of our fundamental opera�onal objec�ves is to return previously unproduc�ve
wells to produc�on. Not only does doing so defer the need to re�re the well, but simultaneously increases produc�on and
cash flow while economically benefi�ng the communi�es in which we operate by crea�ng jobs, tax revenues and royalty
income. Since 2017 DGO has returned more than 650 wells back into produc�on, demonstra�ng that our approach to
managing our assets differs from those dives�ng of these assets and creates addi�onal value for stakeholders.
 
Given the average profile of our conven�onal wells, the process for regenera�ng produc�on is o�en straigh�orward and
generally low-cost with payback periods of days or months rather than years. Our Smarter Well Management programme
cons�tutes well maintenance and workover ac�vity to improve produc�on from ac�ve wells and return inac�ve wells into
produc�on.
 
While by no means an exhaus�ve list, examples of our Smarter Well Management programme geared to lengthening the
opera�onal and economic life of our wells include:
 

•      Pumpjack Installa�on: For wells with higher oil produc�on poten�al, the team will manage the well to reduce casing
pressure and install a pump jack set to run on an op�mised cycle that maximises produced oil.
 

•      Setup Op�misa�on: Reconfiguring wellhead setup (which is usually accomplished by reloca�ng sensors closer to the
well) to significantly increase well up-�me.

 
•      Annulus / Top Management: Plumbing the annulus into flow lines to establish a steady produc�on rate from

previously shut-in wells
 

•      Plunger Li� Setup: Installing plunger li�s on wells to decrease the fluid load on the well, allowing gas to flow more
freely.

 
•      Water / Chemical Treatments: Trea�ng the casing and tubing with fresh water, salt and acid s�cks, to improve the

overall gas flow a well.
 

•      Wellhead Compression: Compression can be costly and is u�lised only a�er several other op�misa�on methods have
been exhausted. In certain cases, the team has managed to link a single well-head compressor to mul�ple wells,



increasing produc�on across all.
 
Through these and similar ini�a�ves, the Company is able to help offset the natural and already low-decline rate of
produc�on thereby crea�ng addi�onal value.  An independent analysis of our por�olio of producing wells by Wright &
Company, leading reserve engineers who specialise in this region of the United States and who acts as DGO's independent
reserve auditor, indicates that the por�olio is declining by approximately 5% annually, consistent with mature assets of this
nature in Appalachia.  Wright & Company's work also support the long-life produc�on profile of the por�olio, affirming the
Company's conclusion that the majority of our operated wells will con�nue to produce for mul�ple decades to come.
 
Capitalising on the unique window of opportunity for M&A in the region, our efforts to grow produc�on have focused
exclusively on the vast inorganic opportunity set before us, though we are acutely aware of the poten�al of our exis�ng asset
base. We have a substan�al por�olio of approximately 7.8 million net and largely held-by-produc�on acres that has been
sparsely drilled and largely undeveloped. Present development sits at >100 acre spacing, whilst a fully developed produc�on
programme can cons�tute approximately 20 acre spacing (implying four addi�onal well loca�ons per producing well).
 
We are beginning to evaluate selec�ve drilling opportuni�es across our por�olio to ensure we are well placed to ini�ate
drilling ac�vity at the appropriate �me, defined as an environment in which we can generate be�er rates of return than we do
currently do through inorganic growth.
 
Safe and Systema�c Well Re�rement
 
In line with our reputa�on as a leading operator in the region, DGO is commi�ed to act as a good steward of the environment
within the states in which it operates. We have always made provisions for our well asset re�rement obliga�ons and during
the year, embarked on enhancing and formalising our arrangements with the various state environmental regulatory
departments to bolster these commitments.  The objec�ve of the agreements is to provide certainty for the states with regard
to our commitment to fulfil our obliga�ons as an operator of mature wells, whilst providing all par�es, including DGO, our
stakeholders and the state with clear long-term visibility on our asset re�rement ac�vi�es, the related liabili�es and our
ability to fund re�rement from free cash flow.
 
Because of the systema�c and ongoing nature of our well re�rement programme, we have the ability to create value and
improve cash flow by obtaining preferred vendor pricing in exchange for guaranteed u�lisa�on for their service crews while
also leveraging the knowledge we derive from a growing body of work to drive efficiencies and reduces costs on a prospec�ve
basis.
 
We are evalua�ng op�ons to expand the use of and/or add addi�onal skilled in-house labour to reduce third-party costs,
using bespoke cement plugs to conform with local regula�ons as opposed to using standardised design across all wells, and
right-sizing loca�on containment to efficiently dispose of well-site waste. These ini�a�ves have resulted in proven plugging
cost reduc�ons, in some examples lowering the cost of re�ring a well by one-third.
 
Well capitalised for growth
 
We could not have achieved our strategic objec�ves without the confidence and support from our shareholders and lenders.
Through 2018, DGO successfully raised $492 million including $439 million in two over-subscribed equity placements and the
issuance of $53 million of equity to the vendors of Core Appalachia Holding Co LLC, which we acquired in October 2018, in
addi�on to deploying incremental debt capital via our low-cost revolving credit facility to complete our acquisi�ons.
Collec�vely, this balanced use of debt and equity financing demonstrates our commitment to maintain a strong balance sheet
and low leverage, which we view as a cri�cal component of our success. Our net debt to adjusted EBITDA currently sits at just
1.8x.
 
With respect to the credit facility we established in March 2018, we significantly expanded our borrowing capacity by upsizing
our revolving credit facility twice during 2018 - first in July 2018 to $1.0 billion and most recently in December 2018 to $1.5
billion. Similarly, we grew our borrowing base from $200 million in March 2018 to $600 million in July 2018 and to its current
level of $725 million as of December 2018. The bank syndicate, co-arranged by KeyBanc Capital Markets, The Hun�ngton
Na�onal Bank, Ci�zens Bank, N.A., Branch Banking and Trust Company ("BB&T") and Royal Bank of Canada ("RBC") includes
other lending ins�tu�ons for a total of 12 par�cipa�ng banks.
 
The commitment of such a large facility reinforced the faith that these lenders have in our business model, the quality of our
assets and our ability to maintain a healthy balance sheet. In line with the Company's measured approach to risk exposure,
we con�nue to operate comfortably within our previously guided leverage ra�o of 2-2.5x Adjusted EBITDA/Net Debt. Despite
significant growth, we have never wavered from our commitment to maintain a healthy balance sheet underpinned by strong



cash flow, which we also re-invest in the business a�er returning a por�on of cash flow to shareholders in the form of
quarterly dividends. In fact, in 2018 we paid $31 million to shareholders in the form of dividends, up from $6 million in 2017.
 
Dividend
 
The Board is recommending a final dividend of 3.40 cents per share making the total dividend for the full-year of 11.225 cents
per share (2017: 5.44 cents per share). The significant growth of our dividend over the last twelve months falls in line with our
key strategy of con�nued shareholder value growth.
 
If approved the final dividend will be paid on 28 June 2019 to those shareholders on the register on 31 May 2019.
 
A proven model
 
The acquisi�ons made in 2018 highlight the growth strategy in prac�ce in that our acquisi�ons are not executed for the sake
of produc�on growth, but rather, selected on the basis of how they will complement the larger por�olio by delivering
opera�ng efficiencies that drive down opera�ng costs and enhance our EBITDA margins.  We con�nue to develop a track
record for extrac�ng value upside from integrated assets and this is evidenced through the posi�ve trending financial KPIs
addressed in the Financial Review.
 
Outlook
 
To call 2018 transforma�onal seems a bit of an understatement given our growth resulted in a series of material step-changes
for our opera�onal and financial profile.  Certainly pleased, yet never sa�sfied with our progress, we con�nue to seek ways to
further our strategy of op�mising well performance and capitalise on compelling, per-share accre�ve acquisi�on
opportuni�es in the Appalachian Basin.
 
Our primary near-term focus is balanced both on extrac�ng maximum value from our enlarged por�olio by leveraging
opera�ng synergies to drive both top line growth and further cost reduc�ons that collec�vely strengthen our already robust
EBITDA margins while prudently evalua�ng opportuni�es to expand our assets. The successful execu�on of our Smarter Well
Management programme will contribute to our produc�on targets, whilst we begin to survey infill drilling opportuni�es
across our expansive footprint in the oldest producing basin within the United States. We will con�nue to operate efficiently
and safely and meet our asset re�rement obliga�ons as set forth in our agreements.
 
With our past success crea�ng addi�onal amplifica�on of poten�al sellers' awareness of DGO as a credible buyer of producing
assets, we con�nue to survey a robust pipeline of poten�al growth opportuni�es, and we have managed our balance sheet to
enable us to consider opportuni�es that fit our investment criteria and that offer compelling returns for the benefit of our
shareholders.
 
The outlook for the coming year and beyond is wholly encouraging, and we are fortunate to have strong opportuni�es on
account of our low-risk business model. The Company has undoubtedly achieved rapid expansion and our focus will be on the
con�nued successful integra�on and value extrac�on of the material acquisi�ons completed last year.
 
Financial Review
 



 

Year Ended
31 December

2018

Year Ended
31 December

2017  $ Change % Change

Net produc�on     
Natural gas (MMcf) 79,051 13,119 65,932 502.6%
Oil (MBbls) 308 163 145 89.0%
NGL (MBbls) 1,467 50 1,417 2,834.0%
Total (MBOE) 14,950 2,400 12,551 523.1%

Average daily produc�on (BOE/d) 40,959 6,574 34,385 523.1%
% gas (BOE basis) 88% 91%   

Average realised sales price     
(excluding impact of cash se�led deriva�ves)     

Natural gas (Mcf) $2.77 $2.32 $0.45 19.4%
Oil (Bbl) 62.07 49.37 12.70 25.7%

NGL (Bbl) 28.53 20.86 7.67 36.8%

Total (BOE) $18.74 $16.48 $2.26 13.7%

Average realised sales price     
(including impact of cash se�led deriva�ves)     

Natural gas (Mcf) $2.62 $2.44 $0.18 7.3%
Oil (Bbl) 54.88 49.07 5.81 11.8%
NGL (Bbl) 27.53 20.86 6.67 32.0%

Total (BOE) $17.69 $17.11 $0.58 3.4%
Natural gas and oil revenue     
(in thousands)     

Natural gas $219,189 $30,463 $188,726 619.5%
Oil 19,117 8,047 11,070 137.6%
NGL 41,854 1,043 40,811 3,912.8%

     Total natural gas, oil and NGL revenue $280,160 $39,553 $240,607 608.3%
Other revenue 2,294 2,224 70 3.1%
Midstream revenue 7,315 - 7,315 100.0%

    Total revenue $289,769 $41,777 $247,992 593.6%
Gains (losses) on deriva�ve se�lements     

Natural gas $(11,979) $1,574 $(13,553) (861.1)%
Oil (2,214) (49) (2,165) 4,418.4%

  NGL (1,462) - (1,462) (100.0)%

Net (loss) gains on deriva�ve se�lements $(15,655) $1,525 $(17,180) (1,126.6)
 
Per BOE metrics     

Realised price (including impact of cash se�led
deriva�ves) $17.69 $17.12 $0.57 3.3%
Other revenue 0.64 0.93 (0.28) (30.7)%

Lease opera�ng expenses 4.83 7.02 (2.19) (31.2)%
Recurring administra�ve expenses 1.34 2.03 (0.69) (33.9)%
Produc�on taxes 0.80 0.56 0.24 42.9%
Gathering and transporta�on 1.58 1.13 0.45 39.5%

Opera�ng margin $9.78 $7.30 $2.48 34.0%
% Opera�ng margin 53.3% 40.4%   

 
Produc�on, Revenue and Hedging
 
Total revenue in 2018 was $289.8 million a 593% increase over $41.8 million for 2017. The increase in revenue was primarily
a�ributable to a 523.1% increase in produced volumes sold on a barrel of oil equivalent basis compounded by a 13.7%
increase in the average realised sales price. DGO ended 2018 with net MBOE sales of approximately 14,950 vs. the prior year



sales of approximately 2,400. Produc�on increases, modestly offset by the customary shallow declines on wells of this nature,
were driven primarily by the acquisi�on of addi�onal producing wells from Alliance Petroleum Company ("APC") and CNX
Resources LLC ("CNX") in March 2018, from EQT Produc�on Company ("EQT") in July 2018, and TCF II Core, LLC ("Core") in
October 2018. See Note 2 for addi�onal informa�on regarding DGO's acquisi�ons.
 
The following table is intended to reconcile the change in oil and natural gas revenue for 2017 by reflec�ng the effect of
changes in volume and in the underlying prices.
  Natural gas  Oil  NGL Total

Revenue for the year ended 31 December 2017  $ 30,463  8,047  1,043 39,553 

Volume increase  153,098  7,158  29,559 189,815 

Price increase  35,628  3,912  11,252 50,792 

Net increase  188,726  11,070  40,811 240,607 

Revenue for the year ended 31 December 2018  $ 219,189  $ 19,117  $ 41,854 $ 280,160 

                            
 
To manage its cash flows in a vola�le commodity price environment, DGO uses a combina�on of physical and financial
deriva�ve instruments. As required by its senior secured credit facility, DGO executed a combina�on of fixed price physical
contracts, price swap financial contracts and two-way collar financial contracts equal to approximately 75% of the Company's
forecasted produc�on volumes for a 36-month rolling period. Refer to Note 12 for addi�onal informa�on regarding DGO's
hedge por�olio.
 
Expenses
                 

  Year ended  Total Change  BOE Change  

  

31
December

2018  
Per

BOE  

31
December

2017  
Per

BOE  $  %  $  %
 

                  

Lease opera�ng expenses (a)  $ 72,244  $ 4.83  $ 16,851  $ 7.02  $ 55,393  329%  $ (2.19)  (31)%  

Produc�on taxes  11,978  0.80  1,345  0.56  10,633  791%  0.24  43%  

Gathering and transporta�on (b)  23,572  1.58  2,712  1.13  20,860  769%  0.45  40%  

Total opera�ng expense  107,793  $ 7.21  20,908  $ 8.71  $ 86,887  416%  $ (1.50)  (17)%  

Deprecia�on and deple�on  41,988  2.81  7,536  3.14  34,452  457%  (0.33)  (11)%  

Administra�ve expenses  40,524  2.71  8,919  3.72  31,605  356%  (1.01)  (27)%  

Total expenses  $ 190,307

 

 $ 12.73

 

 $ 37,363

 

 $ 15.57

 

 $ 152,944

 

 409%  (2.84)  (18)%
 

                                                                       
 

a)  Lease opera�ng expenses are daily costs incurred to extract oil and natural gas and maintain our producing proper�es.
Such costs include maintenance, repairs, insurance, employee and benefits and automobile expenses.

b)  Gathering and transporta�on expenses are daily costs incurred to gather, process and transport gas.

In total, DGO's opera�ng expenses in 2018 were $190.3 million compared to $37.4 million in 2017, though on a per-unit basis
dropped 18% from $15.57 to $12.73. The $152.9 million increase reflects the following:
 

•       A $86.9 million increase in addi�onal expenses related to newly acquired oil and gas proper�es from APC, CNX, EQT
and Core during 2018 and from the Titan acquisi�on in 2H17. On a per BOE basis, opera�ng expense decreased by
17% which was a�ributable to higher produc�on volumes received from an increased number of producing wells
from these acquired proper�es.
 

•      A $34.5 million increase in deprecia�on and deple�on primarily due to an increased depreciable base related to oil
and gas proper�es and higher produc�on volumes as a result of the acquisi�ons made as discussed above.

•      A $31.6 million increase in administra�ve expenses reflec�ng costs of the Company's acquisi�on efforts in 2018 and
the investment made in staff and systems to support the Company's growth.
 



Refer to Note 2 below for addi�onal informa�on regarding DGO's acquisi�ons.
 
Finance costs

  Year ended  Year over Year

  
31 December
2018  31 December 2017   $ Change  % Change

         

Interest   $15,433   $3,776   11,657  308.7 %

Finance charge  -  140  (140)  (100.0) %

Bond financing costs  2,230  675  1,555  230.4 %

Other  80  634  (554)  (87.4) %

Total finance costs   $17,743   $5,225   12,518  239.6 %

         

Loss on early re�rement of debt   $8,358   $4,468   3,890  (87.1) %

 
DGO's finance costs include interest expense on borrowings and non-cash amor�sa�on of deferred financing costs. Interest
expense on borrowings of $15.4 million in 2018 increased by $11.7 million compared to $3.8 million in 2017 primarily due to
the increase in borrowings used to fund the Company's previously men�oned acquisi�ons. 
 
In March 2018, the Company closed a new $500 million five year credit facility, ini�ally subject to a borrowing limit of $140
million that stepped up within the same month to $200 million following the closing of the acquisi�on of certain assets of
CNX.
 
In July 2018 and in conjunc�on with the acquisi�on of certain assets of EQT, the Company closed on an enlarged $1 billion,
five-year secured revolving credit facility with an ini�al borrowing base of $600 million, which replaced the exis�ng $500
million facility.
 
In December 2018 and following the October 2018 acquisi�on of Core, the Company closed on a further-enlarged $1.5 billion,
five-year senior secured credit facility with an ini�al borrowing base of $725 million, and which replaced the $1 billion facility
and fully ex�nguished Core's facility assumed as part of that acquisi�on. The facility maintains the July 2023 maturity date of
the replaced facility, and has an ini�al interest rate of 2.75% plus the one-month LIBOR and is subject to a grid that fluctuates
from 2.25% to 3.25% plus LIBOR based on u�lisa�on.
 
In June 2017, the Company closed a new $110.0 million senior secured credit facility, of which, $64.0 million was drawn at
closing of the Titan acquisi�on on 30 June 2017 and a subsequent draw of $11.0 million on 30 September 2017, to par�ally
fund the purchase of oil and gas assets.
 
As discussed above, DGO entered into the new senior secured revolving credit, in March 2018 that resulted in a non-recurring
loss on early ex�nguishment of debt of $8.4 million, which primarily included a $2.6 million charge for the accelerated
amor�sa�on of the remaining deferred financing costs and $5.8 million related to an early payment fee.
 
In 1H17 and using the proceeds from our successful AIM IPO, DGO repaid its publicly traded bonds and other outstanding
debt. Accordingly, DGO incurred a non-recurring loss on the early ex�nguishment of debt, which primarily included a $3.8
million charge for the accelerated amor�sa�on of the remaining deferred financing costs and $0.6 million in premiums paid to
redeem conver�ble bonds prior to DGO's admission to AIM.
 
For more informa�on on DGO's acquisi�ons and borrowings, refer to Notes 2 below and 11 below, respec�vely.
 
Income before taxa�on, EPS and Adjusted EBITDA
 
DGO reported income before taxa�on of $261.7 million in 2018 compared to $29.7 million in 2017, an increase of 781%, and
reported statutory earnings for 2018 per diluted ordinary share of $0.52 compared to $0.23 per diluted ordinary share in
2017. Adjusted for certain non-cash items such as gains on bargain purchases and similar items, DGO reported adjusted
EBITDA per diluted ordinary share of $0.38 per diluted ordinary share, a 159% increase over the prior year's $0.15 adjusted
EBITDA per diluted ordinary share. DGO's adjusted EBITDA for 2018 was $146.2 million, a 734% increase over $17.5 million in
2017. Refer to Note 5 for addi�onal informa�on regarding DGO's adjusted EBITDA.
 
Conclusion



 
All that remains is for me to thank the team of dedicated and talented employees, including those who have been with us
since our humble beginnings in 2001 and those more recently joining the team through acquisi�ons, for their diligent
commitment throughout the year.  We are on an incredibly exci�ng journey and it would not be possible without the hard
work and innova�on that they all contribute on a daily basis. I would also like to thank the Board of Directors for their
leadership, insights and commitment always aimed at making DGO be�er for the benefit of our shareholders and employees. I
am very proud of the success that we have delivered to date, and have full faith in our talented team to maintain the
momentum of the business and con�nued execu�on of our strategies.
 
 
Rusty Hutson Jr.
Chief Execu�ve Officer
 
Basis of prepara�on
 
The consolidated financial statements have been prepared on the going concern basis and in accordance with Interna�onal
Financial Repor�ng Standards ("IFRSs") as adopted for use in the EU and those parts of the Companies Act 2006 applicable to
companies repor�ng under IFRS.
 
The consolidated financial statements have been prepared on the basis of the accoun�ng policies set out in the financial
statements of Diversified Gas & Oil Plc for the year ended 31 December 2018.  Accoun�ng policies have been consistently
applied.
 
The financial informa�on set out in this document does not cons�tute the statutory accounts of DGO for the years ended 31
December 2018 and 31 December 2017 but is derived from the 2018 annual report and financial statements. The annual
report and financial statements for 2017, which were prepared under IFRS, have been delivered to the Registrar of Companies
and the Group's annual report and financial statements for 2018, prepared under IFRS, will be delivered to the Registrar of
Companies in due course. The Group's external auditors Crowe U.K. LLP have reported on these accounts and have given an
unqualified report which does not contain a statement under sec�on 498 (2) or (3) of the Companies Act 2006.
 
During the period ended 30 June 2018, DGO finalized the fair value measurement related to the previously reported EnerVest
and Titan acquisi�ons. As a result, DGO retrospec�vely adjusted previously reported provisional amounts related to the
EnerVest and Titan Energy acquisi�ons in accordance with IFRS 3. For the year ended 31 December 2017 the cumula�ve
impact of these adjustments resulted in an $18,579 increase to the Consolidated Statements of Changes in Equity through
retained earnings and did not impact net cash provided by opera�ng ac�vi�es on the Consolidated Statements of Cash Flow.
 
In May 2014, the IASB issued IFRS 15 Revenue from Contracts with Customers. The standard requires an en�ty to recognize
revenue in a manner that depicts the transfer of goods or services to customers at an amount that reflects the considera�on
to which the en�ty expects to be en�tled in exchange for those goods or services. The new standard will supersede all current
revenue recogni�on requirements under IFRS when it becomes effec�ve. The standard can be applied using either the full
retrospec�ve approach or a modified retrospec�ve approach at the date of adop�ons.
 
The Company adopted the new standard on 1 January 2018 using the modified retrospec�ve method at the date of adop�on.
The adop�on of IFRS 15 is not expected to have a material quan�ta�ve impact on the Company's financial results and no
adjustment arose on transi�on. There were no contractual arrangements with customers giving rise to material deferred
revenues at 1 January 2018 or 31 December 2018.
 
In July 2014, the IASB issued IFRS 9 Financial Instruments that replaces IAS 39 Financial Instruments: Recogni�on and
Measurement and all previous versions of IFRS 9. IFRS 9 incorporates the three aspects of the accoun�ng for financial
instruments: classifica�on and measurement; impairment; and hedge accoun�ng. Financial assets are classified as trading
ac�vi�es (assets that are held for collec�on of contractual trading and are measured at amor�sed cost) or financial assets held
for future sale (assets that are held for collec�on of contractual cash flows and are measured at fair value through other
comprehensive income). DGO adopted the new standard on 1 January 2018. DGO applied the simplified approach permi�ed
by IFRS 9 for trade receivables, which requires expected life�me losses to be recognised from ini�al recogni�on of the
receivables. DGO's financial liabili�es are ini�ally measured at fair value and subsequently measured at amor�sed cost. DGO is
not a financial ins�tu�on and does not apply hedge accoun�ng. Its customers are considered creditworthy and pay
consistently within agreed payments terms. As such, other than disclosures, this standard will not have a material impact on
its financial statements.
 
In January 2016, the IASB issued IFRS 16 Leases. The standard establishes the principles for the recogni�on, measurement,
presenta�on and disclosure of leases for both the lessee and lessor. The standard requires all lease transac�ons (with terms in



excess of 12 months) to be recognized on the balance sheet as lease assets and lease liabili�es, and to depreciate lease assets
separately from interest on lease liabili�es in the income statement.  IFRS 16 replaces the previous lease standard, IAS 17
Leases, and related interpreta�ons. This standard will be effec�ve on 1 January 2019. The Company does not expect the
adop�on of this standard will have a material impact on its financial statements.
 
 
Consolidated Statements of Profit or Loss and Other Comprehensive Income
(Amounts in thousands, except per-share amounts)
 
      (Restated)
    Audited  Audited
    Year ended  Year ended

  Note  31 December 2018  31 December 2017
       

Revenue  3  $ 289,769  $ 41,777 

       

Opera�ng expense  4  (107,793)  (20,908)

Deprecia�on and deple�on  4  (41,988)  (7,536)

Gross profit    $ 139,988  $ 13,333 

       

Administra�ve expenses  4  $ (40,524) $ (8,919)

Gain on oil and gas programme and equipment    4,079  95 

Gain (loss) on deriva�ve financial instruments  12  17,981  (441)

Gain on bargain purchase  2  173,473  37,093 

Opera�ng profit    $ 294,997  $ 41,161 

       

Finance costs  11  $ (17,743)  $ (5,225)

(Loss) gain on early re�rement of debt  11  (8,358)  (4,468)

Accre�on of asset re�rement obliga�on  10  (7,101)  (1,764)

Income before taxa�on    $ 261,795  $ 29,704 

       
 
 
Taxa�on on income  6  (60,676)  (2,250)
       

Income a�er taxa�on available to ordinary shareholders    $ 201,119  $ 27,454 

       

Other comprehensive income - gain on foreign currency conversion    1  355 

       

Total comprehensive income for the year    $ 201,120  $ 27,809 

       

Earnings per ordinary share - basic & diluted  7  $ 0.52  $ 0.23 

       

Weighted average ordinary shares outstanding - basic  7  386,559  120,136 

       

Weighted average ordinary shares outstanding - diluted  7  387,925  120,269 

 
The notes are an integral part of these consolidated financial statements.
 
 



 
Consolidated Statements of Financial Posi�on
(Amounts in thousands)
 
 
 
 
      (Restated)

    Audited  Audited

  Note  31 December 2018  31 December 2017

ASSETS       

Non-current assets       

Oil and gas proper�es, net    $ 1,092,951  $ 215,325 

Property and equipment, net    324,766  6,947 

Other non-current assets    25,526  1,036 

Indemnifica�on receivable    2,133  - 

Total non-current assets    $ 1,445,376  $ 223,308 

       

Current assets       

Trade receivables    $ 78,451  $ 13,917 

Other current assets    30,043  513 

Cash and cash equivalents    1,372  15,168 

Restricted cash    1,730  744 

Total current assets    $ 111,596  $ 30,342 

       

Total Assets    $ 1,556,972  $ 253,650 

       

EQUITY AND LIABILITIES       

Shareholders' equity       

Share capital    $ 7,346  1,940 

Share premium    540,655  76,026 

Merger reserve    (478)  (478)
 



Share based payment reserve    842  59 

Retained earnings    200,498  30,691 

Total Equity    $ 748,863  $ 108,238 

       

Non-current liabili�es       

Asset re�rement obliga�on  10  $ 140,190  $ 35,448 

Capital lease    2,694  836 

Borrowings  11  482,528  70,619 

Deferred tax liability  6  95,033  17,399 

Other non-current liabili�es    21,219  5,764 

Uncertain tax posi�on    2,133  - 

Total non-current liabili�es    $ 743,797  $ 130,066 

       

Current liabili�es       

Trade and other payables    $ 9,383  $ 2,132 

Borrowings  11  286  373 

Capital lease    842  324 

Other current liabili�es    53,801  12,517 

Total current liabili�es    $ 64,312  $ 15,346 

       

Total Liabili�es    $ 808,109  $ 145,412 

       

Total Equity and Liabili�es    $ 1,556,972  $ 253,650 
 
 
 
Consolidated Statements of Changes in Equity
(Amounts in thousands)
 
          Share     

          Based     

    Share  Share  Merger  Payment  Retained  Total

  Note  Capital  Premium  Reserve  Reserve  Earnings  Equity

Balance at 1 January 2018    $ 1,940  $ 76,026  $ (478)  $ 59  $ 30,691  $ 108,238 

               

Income a�er taxa�on    -  -  -  -  201,119  201,119 

Gain on foreign currency conversion    -  -  -  -  1  1 

Total comprehensive income    -  -  -  -  201,120  201,120 

               
 
Issuance of share capital, ini�al offering    -  -  -  -  -  - 

Issuance of share capital, secondary offering    5,406  464,629  -  -  -  470,035 

Equity compensa�on    -  -  -  783  -  783 

Dividends authorised and declared  8  -  -  -  -  (31,313) (31,313)

Transac�ons with shareholders    5,406  464,629  -  783  (31,313)  439,505 

               

Balance at 31 December 2018    $ 7,346  $ 540,655  $ (478)  $ 842  $ 200,498  $ 748,863 

               



          Share     

          Based     
    Share  Share  Merger  Payment  Retained  Total

    Capital  Premium  Reserve  Reserve  Earnings  Equity

Balance at 1 January 2017    $ 669  $ 313  $ (478) $ -  $ 8,658  $ 9,162 

               

Income a�er taxa�on (as restated)    -  -  -  -  27,454  27,454 

Gain on foreign currency conversion    -  -  -  -  355  355 

Total comprehensive income    -  -  -  -  27,809  27,809 

               

Issuance of share capital, ini�al offering    768  43,550  -  -  -  44,318 

Issuance of share capital, secondary offering    503  32,163  -  -  -  32,666 

Equity compensa�on    -  -  -  59  -  59 

Dividends authorised and declared    -  -  -  -  (5,776) (5,776)

Transac�ons with shareholders    1,271  75,713  -  59  (5,776) 71,267 

               

Balance at 31 December 2017    $ 1,940 - $ 76,026 - $ (478) - $ 59 - $ 30,691 - $ 108,238 

                                                    
 
 
 
 
Consolidated Statements of Cash Flow
(Amounts in thousands)
 
      (Restated)

      Year ended

  Note  31 December 2018  31 December 2017

Cash flows from opera�ng ac�vi�es       

Income a�er taxa�on    $ 201,119  $ 27,454 

Cash flow from opera�ons reconcilia�on:       

     Deprecia�on and deple�on    41,988  7,536 

     Accre�on of asset re�rement obliga�on  10  7,101  1,764 

     Income tax charge  6  60,676  2,250 

Provision for working interest owners receivable    -  632 

     (Gain)/loss on deriva�ve financial instruments  12  (32,768)  1,965 

 



     Gain on oil and gas programme and equipment    (4,079)  (396)

     Gain on bargain purchase  2  (173,473)  (37,093)

     Finance costs  11  17,743  4,510 

     Loss on early re�rement of debt    8,358  - 

     Gain on disposal of property and equipment    -  95 

     Non-cash equity compensa�on    783  59 

Working capital adjustments:       

     Change in trade receivables    (41,225)  (11,464)

     Change in other current assets    (6,286)  798 

     Change in other assets    (1,732)  (38)

     Change in trade and other payables    1,134  (2,495)

     Change in other current and non-current liabili�es    8,396  11,345 

Net cash provided by opera�ng ac�vi�es    $ 87,735  $ 6,922 

Cash flows from inves�ng ac�vi�es       

Business combina�ons net of cash acquired  2  (750,256)  (89,785)

Expenditures on oil and gas proper�es and equipment    (18,515)  (2,935)

Asset re�rement, plugging    (1,171)  (78)

Increase in restricted cash    (986)  (627)

Proceeds on disposal of oil and gas proper�es    4,079  334 

Net cash used in inves�ng ac�vi�es    $ (766,849)  $ (93,091)

Cash flows from financing ac�vi�es       

Repayment of borrowings  11  (280,890)  (42,514) 

Proceeds from borrowings  11  581,221  75,000 

Financing expense    (15,433)  (3,298)

Cost incurred to secure financing    (17,176)  - 

Proceeds from capital lease    4,401  1,246 

Repayment of capital lease    (1,093)  (529)

Proceeds from equity issuance, net    425,601  76,984 

Dividends to shareholders    (31,313)  (5,776)

Net cash provided by financing ac�vi�es    $ 665,318  $ 101,113 

Net (decrease) increase in cash and cash equivalents    (13,796)  14,944 

Cash and cash equivalents - beginning of the period    15,168  224 

Cash and cash equivalents - end of the period    $ 1,372  $ 15,168 

                     
 
 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in thousands, except per share and per unit data)
 
Note 1 - Significant Accoun�ng Judgments, Es�mates and Assump�ons
 
DGO has made the following judgments which may have a significant effect on the amounts recognised in the consolidated
audited financial informa�on:
 
Valua�on of intangible oil and gas assets on acquisi�on 
 
The Company determines the fair value of oil and gas assets using the income approach based on expected discounted future
cash flows from es�mated reserve quan��es, costs to produce and develop reserves, and oil and natural gas forward prices.
The future net cash flows are discounted using a weighted average cost of capital as well as any addi�onal risk factors. Proved
reserves are es�mated by reference to available geological and engineering data and only include volumes for which access



to market is assured with reasonable certainty. Es�mates of proved reserves are inherently imprecise, require the applica�on
of judgment and are subject to regular revision, either upward or downward, based on new informa�on such as from the
drilling of addi�onal wells, observa�on of long-term reservoir performance under producing condi�ons and changes in
economic factors, including product prices, contract terms or development plans.
 
Impairment indicators for oil and gas proper�es
 
Following a review by the Management of ongoing opera�onal performance of DGO's natural gas and crude oil proper�es for
the year ended 31 December 2018, Management is of the opinion that no impairment indicators are apparent for these
assets.
 
Reserve es�mates
 
Reserves are es�mates of the amount of natural gas and crude oil product that can be economically and legally extracted
from DGO's proper�es. To calculate the reserves, significant es�mates and assump�ons are required about a range of
geological, technical and economic factors, including quan��es, produc�on techniques, recovery rates, produc�on costs,
transport costs, commodity demand, commodity prices and exchange rates.
 
Es�ma�ng the quan�ty and/or grade of reserves requires the size, shape and depth of fields to be determined by analysing
geological data, such as drilling samples. This process may require complex and difficult geological judgments and calcula�ons
to interpret the data.
 
Given the economic assump�ons used to es�mate reserves change from year to year and, because addi�onal geological data
is generated during the course of opera�ons, es�mates of reserves may change from �me to �me.
 
Asset re�rement obliga�on costs
 
The ul�mate asset re�rement obliga�on costs are uncertain and cost es�mates can vary in response to many factors including
changes to relevant legal requirements, the emergence of new restora�on techniques or experience at other produc�on
sites. The expected �ming and amount of expenditure can also change, for example, in response to changes in reserves or
changes in laws and regula�ons or their interpreta�on. As a result, significant es�mates and assump�ons are made in
determining the provision for asset re�rement obliga�ons. See Note 10 for more informa�on.
 
Note 2 - Acquisi�ons
 
The assets acquired in all acquisi�ons include the necessary permits, rights to produc�on, royal�es, assignments, contracts
and agreements that support the produc�on from wells and opera�ons of pipelines. The Company accounts for business
acquisi�on under IFRS 3. Where prac�cal to do so the contribu�on arising from acquisi�ons up to the repor�ng date is
disclosed. The acquisi�ons gave rise to bargain purchases due to the prevailing market condi�ons in the Appalachian Basin,
the context of global oil and gas prices, the financial condi�on of the sellers, and a change in the opera�onal focus of the
sellers compelling these sellers to divest of their conven�onal oil and gas assets.
 
2018 Acquisi�ons
 
Acquisi�on of the stock of Alliance Petroleum Corpora�on
 
In March 2018, DGO acquired the en�re share capital of Alliance Petroleum Corpora�on, including approximately 13,000
conven�onal natural gas and oil wells in the states of Pennsylvania, West Virginia and Ohio and all other property and
equipment. The Company paid considera�on of $80,743, excluding customary purchase price adjustments. The Company
funded the cash considera�on for the purchase with the net proceeds from its equity placing of DGO's stock in February 2018.
 
Management determined the fair value of the reserves held in the assets acquired to be $129,125, which was approximately
9% cumula�ve discount reserve valua�on derived from a third party engineer at the �me of purchase. The provisional
es�mated fair values of the assets and liabili�es assumed were as follows:
 
Total cash considera�on  $ 80,743 

Less cash received  (8,638)

Cash considera�on, net of cash received  $ 72,105 

   
 



Net Assets Acquired:   

Current assets  $ 13,403 

Oil and gas proper�es, net  129,125 

Property and equipment, net  2,444 

Other assets (a) 2,133 

Current liabili�es  (7,576)

Deferred tax liability  (19,852)

Uncertain tax posi�on (a) (2,133)

Debt (b) (25,000)

Other liabili�es  (119)

Asset re�rement obliga�on  (20,153)

Net assets acquired  72,272 

   

Gain on bargain purchase  (167)

Purchase Price  $ 72,105 

 
(a) At the date of acquisi�on DGO determined the Alliance Petroleum Corpora�on had taken uncertain tax posi�ons, and as a
result, an indemnifica�on agreement was executed. DGO recorded an indemnifica�on receivable in the amount of $2,133. In
accordance with IFRS 3, DGO assigned acquisi�on date fair value to the indemnifica�on asset using the same valua�on
techniques used to determine the acquisi�on date fair value of the related liability.
 
(b) On the date of acquisi�on DGO repaid the debt in full using proceeds from the February 2018 equity placing.
 
Acquisi�on of assets from CNX Resources LLC
 
In March 2018, DGO acquired approximately 11,000 conven�onal natural gas and oil wells principally in the states of
Pennsylvania and West Virginia and other equipment from CNX Resources LLC ("CNX"). The Company paid purchase
considera�on of $89,296, excluding customary purchase price adjustments. The Company funded the cash considera�on for
the purchase with the proceeds from its equity placing of DGO's stock in February 2018. Subsequent to the purchase of these
assets, CNX agreed to retain a monthly tariff obliga�on applicable to the Appalachian assets that requires monthly cash
payments to a pipeline transmission company through a por�on of calendar year 2022. Tariff payments from the effec�ve
date of the purchase through their expira�on in 2022 totaled $27,000. In exchange for CNX retaining this $27,000 pipeline
tariff obliga�on, the Company paid CNX $17,000. This one-�me payment allows DGO to retain complete and uninterrupted
access to the applicable pipeline system and eliminates the $27,000 tariffs the Company would have paid over the remaining
term.
 
Management determined the fair value of the reserves held in the assets acquired to be $130,500, which was approximately
9% cumula�ve cash flow discount reserve derived from a third-party engineer at the �me of purchase. The provisional
es�mated fair values of the assets and liabili�es assumed were as follows:
 
Oil and gas proper�es  $ 130,500 

Oil and gas proper�es (asset re�rement obliga�on, asset por�on)  14,332 

Asset re�rement obliga�on  (14,332)

Other liabili�es  (4,790)

Gain on bargain purchase  (36,414)

     Purchase price  $ 89,296 

 
Acquisi�on of assets from EQT Produc�on Company
 
In July 2018, DGO acquired approximately 11,250 conven�onal natural gas wells and a wholly-owned midstream gathering
and a compression system with approximately 6,400 miles of pipeline and 59 compressor sta�ons in the states of Kentucky,
West Virginia and Virginia and other equipment from EQT Produc�on Company ("EQT"). The Company paid purchase
considera�on of $527,158, excluding customary purchase price adjustments. The Company funded the cash considera�on for
the purchase with the proceeds from its equity placing of stock in July 2018 and a draw of $336,200 from the debt facility



discussed in Note 11. At the �me of acquisi�on DGO engaged a third party valua�on firm to further substan�ate
management's valua�on assump�ons. As a result of this valua�on, the fair value of the reserves held in the assets acquired
was $363,300, which was derived using a cumula�ve discount rate of 10.5%. The tangible assets acquired were determined to
have a fair value of $237,894, which was derived using a cumula�ve discount rate of 9.5%. The provisional es�mated fair
values of the assets and liabili�es assumed were as follows:
 
Oil and gas proper�es  $ 363,300 

Oil and gas proper�es (asset re�rement obliga�on, asset por�on)  26,257 

Pipelines  205,810 

Compressors  46,634 

Mobile Equipment  8,562 

Rights of Way  3,250 

Buildings  620 

Land  2,420 

Inventory  5,047 

Asset re�rement obliga�on  (26,257)

Suspense  (4,764)

Other  (3,428)

Gain on bargain purchase  (100,293)

Purchase price  $ 527,158 

 
Acquisi�on of the stock of Core Appalachia Holding Co, LLC
 
In October 2018, DGO acquired Core Appalachia Holding Co, LLC ("Core"), which included approximately 5,000 conven�onal
natural gas wells and a wholly-owned midstream gathering and compression system with approximately 4,100 miles of
pipeline and 47,000 horsepower of compression in the states of Kentucky, West Virginia and Virginia. The Company funded
the acquisi�on with $40,000 of cash and 35,000 shares of common stock (at an assumed offering price of $1.41 per share
(1.07 pence), which was the last reported sale price of our common stock on the acquisi�on date). At the �me of acquisi�on
DGO engaged a third party valua�on firm to further substan�ate management's valua�on assump�ons. As a result of this
valua�on, the fair value of the reserves held in the assets acquired was $176,860, which was derived using a cumula�ve
discount rate of 10.5%. The tangible assets acquired were determined to have a fair value of $48,812 which was derived using
a cumula�ve discount rate of 9% The provisional es�mated fair values of the assets and liabili�es assumed were as follows:
 
Cash considera�on  $ 45,938 

Less cash received  (4,454)

Fair value of stock considera�on  49,159 

Total considera�on  $ 90,643 

   

Net assets acquired:   

Oil and gas proper�es  $ 176,860 

Oil and gas proper�es (asset re�rement obliga�on, asset por�on)  19,214 

Pipelines  27,797 

Compressors  6,401 

Mobile Equipment  4,206 

Buildings  3,880 

Land  6,440 

Other  88 

Accounts receivable  11,506 

Other current assets  3,754 

Other long term assets  6,617 

 



Asset re�rement obliga�on  (19,214)

Accounts payable  (5,586)

Taxes payable  (7,020)

Notes payable assumed  (93,246)

Other current liabili�es  (12,259)

Other long term liabili�es  (1,898)

  $ 127,540
   

Gain on bargain purchase  (36,897)

Purchase price  $ 90,643

 
Other Acquisi�ons
 
In July 2018, DGO purchased for $20,212 addi�onal working interest in certain wells it already operated. These assets were
previously held in seven limited partnerships with working interest ranges from 54% to 82% to which the Company served as
the managing general partner. The Company funded the cash considera�on for the purchase with a draw on its debt facility.
 
2017 Acquisi�ons (Restated)
 
EnerVest Acquisi�on
 
In April 2017, DGO acquired approximately 1,300 conven�onal natural gas and oil wells in Ohio and equipment from EnerVest.
The Company paid in cash the considera�on totalling $1,750. Management considered the fair value of the reserves held in
the assets acquired to be $8,500, which was the 30% cumula�ve cash flow discount reserve valua�on derived from a third-
party engineer at the �me of purchase. During 2018, DGO finalised the fair value measurement of the EnerVest acquisi�on. As
a result, DGO retrospec�vely adjusted previously reported provisional amounts related to the acquisi�on in accordance with
IFRS 3. The fair values of the assets and liabili�es assumed were as follows:
   (Restated) 

Oil and gas proper�es  $ 8,500 

Oil and gas proper�es (asset re�rement obliga�on, asset por�on)  2,406 

Asset re�rement obliga�on  (2,406)

Gain on bargain purchase  (6,750)

     Purchase price  $ 1,750 

 
Titan Energy Acquisi�on
 
In June 2017, DGO acquired approximately 8,380 producing conven�onal natural gas and oil wells in the states of
Pennsylvania, Ohio, and Tennessee (including approximately 1,140 non-operated wells) and equipment from Titan Energy. The
Company paid total considera�on of $77,343, excluding customary purchase price adjustments. The cash considera�on for
the purchase was funded by a $110,000 Senior Secured Loan Facility, of which, $64,000 was drawn at closing on 30 June 2017,
and an equity placing of DGO's stock. DGO placed 39,300 new ordinary shares at $0.89 per share with certain exis�ng and
new ins�tu�onal investors to raise $35,020. The equity placing occurred in two tranches of 11,400 shares which raised
$10,158 and 27,900 shares were placed with the second tranche, which raised $24,862. During 2018, DGO finalised the fair
value measurement of the Titan Energy acquisi�on. As a result, DGO retrospec�vely adjusted previously reported provisional
amounts related to the acquisi�on in accordance with IFRS 3.
Management determined the fair value of the reserves held in the assets acquired on 30 June 2017 to be $108,011. The fair
values of the assets and liabili�es assumed were as follows:
   (Restated) 

Oil and gas proper�es  $ 108,011 

Oil and gas proper�es (asset re�rement obliga�on, asset por�on)  16,366 

 



Other PPE  1,752 

Asset re�rement obliga�on  (16,366)

Other liabili�es  (2,279)

Gain on bargain purchase  (30,141)

Purchase price  $ 77,343 

         
 

NGO Acquisi�on 
 
In November 2017, DGO acquired approximately 550 wells in Central Ohio from NGO Development Corpora�on, Inc. The
Company paid cash considera�on totalling $3,114. Management determined the fair value of the reserves held in the assets
acquired to be $3,003, which was approximately 25% cumula�ve cash flow discount reserve valua�on derived from a third-
party engineer at the �me of purchase. The fair values of the assets and liabili�es assumed were as follows:
 
   (Restated) 

Oil and gas proper�es  $ 3,003 

Oil and gas proper�es (asset re�rement obliga�on, asset por�on)  818 

Other PPE  352 

Asset re�rement obliga�on  (818)

Other liabili�es  (39)

Gain on bargain purchase  (202)

     Purchase price  $ 3,114 

 
Note 3 - Revenue
 
DGO extracts and sells natural gas, natural gas liquids and crude oil to various customers in addi�on to opera�ng a majority of
these oil and natural gas wells for customers and other working interest owners. In addi�on, DGO provides gathering and
transporta�on services to third par�es. All revenue was generated in the United States of America. The following table
reconciles the Company's revenue for the periods presented:
    (Restated)

  Year ended  Year ended

  31 December 2018  31 December 2017

     

Natural gas  $ 219,189  $ 30,463 

Oil  19,117  8,047 

NGL  41,854  1,043 

     Total natural gas, oil and NGL  $ 280,160  $ 39,553 

Midstream revenue  7,315  - 

Other  2,294  2,224 

     Total revenue  $ 289,769  $ 41,777 

 
DGO adopted IFRS 15 Revenue from Contracts with Customers 1 January 2018 using the modified retrospec�ve method at
the date of adop�on. During the year ended 31 December 2018, DGO derived approximately 97% of its revenues from the
sale of natural gas, NGLs and crude oil. Revenue from those sales is recognised when the product is physically transferred
into a vessel, pipe, sales meter or other delivery mechanism. Contracts with customers for the sale, gathering and
transporta�on of natural gas, NGLs and crude oil are predominantly of a short dura�on and have specific outcomes and
performance obliga�ons.
 
A significant por�on of DGO's trade receivables represent receivables related to either sales of oil, natural gas, NGL or
opera�onal services. Oil, natural gas, and NGL trade receivables are generally uncollateralised.
 
During the year ended 31 December 2018, two customers individually totalled more than 10% of total revenues, totalling
24% and 18%.  For the year ended 31 December 2017, two customers individually totalled more than 10% of total revenues,



totalling 25%, and 17%. Because alterna�ve purchasers of oil and natural gas are readily available, the Company believes that
the loss of any of these purchasers would not result in a material adverse effect on its ability to market future oil and natural
gas produc�on.
 
 
Note 4 - Expenses by Nature
 
The following table provides a detail of the Company's expenses:

  
  (Restated)

Year ended

  Explana�on  31 December 2018  31 December 2017

       

Employees and benefits    $ 35,061  $ 8,539 

Automobile    5,569  1,441 

Insurance    4,698  491 

Transporta�on    10,221  - 

Produc�on taxes (severance taxes, property taxes and other taxes)    11,978  1,345 

Gathering and compression    9,186  2,712 

Well opera�ng expenses, net    31,080  6,380 

     Total opera�ng expense  (a)  $ 107,793  $ 20,908 

       

Deprecia�on    $ 10,272  $ 1,469 

Deple�on    31,716  6,067 

      Total deprecia�on and deple�on    $ 41,988  $ 7,536 

       

Employees and benefits    $ 12,653  $ 2,655 

Other administra�ve    1,834  1,611 

Professional fees    5,070  360 

Auditors' remunera�on       

Fees payable to the Company's auditor for the audit of the group and
Company's annual accounts    95  55

 

Fees payable to the Company's auditor and its associates for other
services:       

Audit of the accounts of subsidiaries    310  125 

Corporate finance services    142  73 

Total auditors' remunera�on    $ 547  $ 253 

     Recurring administra�ve expenses    $ 20,104  $ 4,879 

Non-recurring costs associated with acquisi�ons & contribu�on of
assets    19,637

 
 3,349

 

Provision for working interest owners receivable    -  632 

Non-cash equity compensa�on  (b)  783  59 

     Non-recurring administra�ve expenses    $ 20,420  $ 4,040 

Total administra�ve expenses  (a)  $ 40,524  $ 8,919 

       

Total expenses  (a)  $ 190,305  $ 37,363 

       



Aggregate remunera�on (including Directors):       

Wages and salaries    $ 30,238  $ 8,272 

Payroll taxes    1,972  729 

Benefits    4,323  2,252 

Total employees and benefits expense  (a)  $ 36,533  $ 11,253 
  

a)  The increase in expenses is primarily related to the oil and gas proper�es and midstream assets acquired during 2018. See
Note 2 for more informa�on about the Company's acquisi�ons.

   

b)  Non-cash equity issuance in 2018 and 2017 reflects the expense recogni�on related to the issuance of restricted stock units to
certain key managers.

 
 

For the years 31 December 2018 and 31 December 2017, DGO's average workforce was comprised of approximately
600 and 209 employees, respectively. For the year ended 31 December 2018, DGO employed an average of 112
employees in administrative, which is inclusive of management, and an average of 488 employees in field operations.
For the year ended 31 December 2017, DGO employed an average of 34 employees in  administration, which is
inclusive of management, and an average of 175 employees in field operations.

Certain prior period amounts have been reclassified to conform with current presentation.

Note 5 - Adjusted EBITDA
 
Adjusted EBITDA is a non-IFRS financial measure, which is of par�cular interest to the industry and Management, as it is
essen�ally the cash generated from opera�ons that DGO has free for interest payments and capital investment. Adjusted
EBITDA should not be considered as an alterna�ve to opera�ng profit (loss), comprehensive income, cash flow from opera�ng
ac�vi�es or any other financial performance or liquidity measure presented in accordance with IFRS. Adjusted EBITDA is a
non-IFRS financial measure that is defined as opera�ng profit plus or minus items detailed below in the table below.
 
The Company believes Adjusted EBITDA is a useful measure because it enables a more effec�ve way to evaluate opera�ng
performance and compare the results of opera�ons from period-to-period and against its peers without regard to DGO's
financing methods or capital structure. The Company excludes the items listed in the table below from opera�ng profit in
arriving at Adjusted EBITDA because these amounts can vary substan�ally from company to company within our industry
depending upon accoun�ng methods and book values of assets, capital structures and the method by which the assets were
acquired.
 
The following table reconciles opera�ng profit to Adjusted EBITDA:
  Year ended

  31 December 2018  31 December 2017

     

Opera�ng profit  $ 294,997  $ 41,161 

     

Deprecia�on and deple�on  41,988  7,536 

Gain on bargain purchase  (173,473)  (37,093)

Gain on oil and gas programme and equipment  (4,079)  (95)

(Gain) loss on deriva�ve financial instruments  (33,636)  1,965 

Non-recurring costs associated with acquisi�ons & contribu�on of assets  19,637  3,349 

Provision for working interest owners receivable  -  632 

Non-cash equity issuance included in administra�ve expense  738  59 

   Total adjustments  (148,825)  (23,647)
     

Adjusted EBITDA  $ 146,172  $ 17,514 

     



Weighted average ordinary shares outstanding - basic  386,559  120,136 

Weighted average ordinary shares outstanding - diluted  387,925  120,269 

     

Adjusted EBITDA per share - basic and diluted  $ 0.38  $ 0.15 

 
Note 6 - Taxa�on
 
For taxable year ending 31 December 2016, all DGO subsidiaries lost their pass-through tax status, are subject to U.S. federal
and state income tax and began filing a consolidated U.S. federal and state income tax returns and several separate state
income tax returns. Income taxes are provided for the tax effects of transac�ons reported in the financial statements and
consist of taxes currently due plus deferred taxes related to differences between the basis of assets and liabili�es for financial
and income tax repor�ng.
 
For taxable year ending 31 December 2018 and 2017, DGO had tax expenses of $60,676 and $2,251, respec�vely. The
Company's effec�ve tax rate was 23.20% and 7.50%, respec�vely, for the same periods. The effec�ve tax rate is primarily
impacted by recogni�on of federal tax credits, and also is impacted by recurring permanent differences, such as meals and
entertainment, state taxes, and other deferred tax, as the Company is currently genera�ng opera�ng losses for United States
taxa�on purposes.
 
The provision for income taxes for the years ended 31 December 2018 and 31 December 2017 in the Statements of
Comprehensive Income are summarised below:
 
    Year ended

  31 December 2018  31 December 2017

Current income tax expense     

Federal  $ -  $ - 

State  2,894  - 

Total current income tax expense  $ 2,894  $ - 

     

Deferred income tax (benefit) expense     

Federal  $ 47,554  $ 883 

State  10,228  1,367 

Total deferred income tax (benefit) expense  $ 57,782  $ 2,250 

     

Total income tax (benefit)  $ 60,676  $ 2,250 

                                                                     
The components of the differences between the statutory federal income tax rate and the effec�ve tax rates are summarised
as follows:
Expected tax at U.S. statutory income tax rate  $ 54,954  21.0%

Increase (decrease) in tax resul�ng from:     

State income taxes, net of federal tax benefit  12,515  4.78%

Federal credits  (7,084)  (2.7 )%

Other - net  291  0.1%

Total taxa�on on income  $ 60,676  23.12%

 
The Company had a net deferred tax liability of $95,033 and $17,399 as of 31 December 2018 and 31 December 2017,
respec�vely. The deferred tax liability increased by $77,633, primarily due to 2018 acquisi�ons whereby bargain purchase
gains were recorded for financial repor�ng purposes but not for tax purposes and immediate expensing for tax purposes of
purchase considera�on assigned to tangible property acquired. Addi�onally, the net deferred tax liability increased due to
unrealised gains for unse�led deriva�ves and decreased due to an increase of Federal net opera�ng loss generated.
 
The components of the net deferred tax liability included in non-current liabili�es are as follows:



     
  Year ended  Year ended

  31 December 2018  31 December 2017

Deferred tax assets     

Asset re�rement obliga�on asset  $ 46,893  $ 9,133 

Deriva�ve adjustment  -  742 

Allowance for doub�ul accounts  577  166 

Federal net opera�ng loss  53,904  1,056 

 
State net opera�ng loss  3,177  216

Federal tax credits carryover  14,365  250 

Capital loss carryover  1,988   

Valua�on allowance  (1,988)   

Other  1,334  83 

Total deferred tax assets  $ 120,250  $ 11,646 

Deferred tax liabili�es     

Premises, equipment and oil and gas proper�es  $ (206,795)  $ (29,045)

Deriva�ve adjustment  (8,488)  - 

Total deferred tax liabili�es  (215,283)  (29,045)

Net deferred tax liability  $ (95,033)  $ (17,399)

     
 
For U.S. federal tax purposes, DGO is taxed as one consolidated en�ty, which includes its parent company, PLC. PLC is subject
to addi�onal taxes in its home jurisdic�on of the United Kingdom. For the years ended 31 December 2018 and 31 December
2017, PLC did not incur any income tax liability in the United Kingdom.
 
On 22 December 2017, the President of the United States signed into law the Tax Cuts and Jobs Act ("TCJA") tax reform
legisla�on. This legisla�on makes significant change in U.S. tax law including a reduc�on in the corporate tax rates, changes
to net opera�ng loss carryforwards and carrybacks, and a repeal of the corporate AMT. The legisla�on reduced the U.S.
corporate tax rate from the current rate of 34% to 21% for the year ended December 31, 2018. As a result of the enacted law,
the Company is required to revalue deferred tax assets and liabili�es at 22 December 2017.  The revalua�on of deferred
taxes for the rate reduc�on resulted in $8,525 of benefit to income tax expense for the year ended 31 December 2017. The
other provisions of the TCJA are not expected to have a material impact on the Company's consolidated financial statements
in future years. The other provisions of the TCJA are not expected to have a material impact on the Company's consolidated
financial statements in future years.
 
At 31 December 2018, the Company had federal net opera�ng loss carryforwards of approximately $256,70. Federal net
opera�ng loss carryforwards of $5.9 million expire in the years 2035 through 2037. The Federal net opera�ng loss
carryforward of $250,800  generated in the year ended 31 December 2018 does not have an expira�on date as a result of the
22 December 2017 tax law changes discussed above. Addi�onally, the Company has state net opera�ng loss carryforwards of
approximately $62,700, which expire in the years 2036 through 2038.
 
At 31 December 2018, the Company had federal marginal well tax credit carryforwards of approximately $14,300 , which
expire in the years 2036 through 2037.
 
During 2018, the Company completed a Sec�on 382 study in accordance with the Internal Revenue Code of 1986, as
amended. The study concluded that the Company has experienced ownership changes as defined by Sec�on 382 on 3
February 2017 and on 6 March 2018. This causes the Company's u�lisa�on of its net opera�ng loss and tax credit
carryforwards to be subject to annual limita�ons. The Company expects its net opera�ng loss carryforwards to be fully
available for u�lisa�on by 31 December 2019 and tax credit carryforwards to be fully available for u�lisa�on by 2024. The
Company's ability to u�lise its federal and state net opera�ng loss and tax credit carryforwards may be further limited as a
result of subsequent ownership changes. All such limita�ons could result in the expira�on of carryforwards before they are
u�lised.
 
Note 7 - Earnings Per Share



 
The calcula�on of basic income/(loss) per ordinary share is based on the income/(loss) a�er taxa�on available to ordinary
shareholders and on the weighted average number of ordinary shares outstanding during the period. The calcula�on of
diluted income/(loss) per ordinary share is based on the income/(loss) a�er taxa�on available to ordinary shareholders and
the weighted average number of ordinary shares outstanding plus the weighted average number of shares that would be
issued if dilu�ve op�ons and warrants were converted into ordinary shares on the first day of the repor�ng period. Basic and
diluted income/(loss) per ordinary share is calculated as follows:
    Year ended

  Calcula�on  31 December 2018  31 December 2017

       
 
Income a�er taxa�on available to ordinary shareholders  A  $ 201,119  $ 27,454 

       

Weighted average ordinary shares outstanding - basic  B  386,559  120,136 

Weighted average ordinary shares outstanding - diluted  C  387,925  120,269 

       

Earnings per ordinary share - basic  = A/B  $ 0.52  $ 0.23 

       

Earnings per ordinary share - diluted   = A/C  $ 0.52  $ 0.23 

       

Adjusted EBITDA per ordinary share - basic & diluted  Note 5  $ 0.38  $ 0.15 

Note 8 - Dividends
 
The following table summarises the Company's dividends paid and declared:
 

  
Dividend per

Ordinary Share         

Date Declared  USD  GBP  Record Date  Pay Date  
Shares

Outstanding  

Gross
Dividends Paid

$'000

Dividend declared 15 June
2017  0.0199  0.0155  07 July 2017  31 July 2017  145,076

 

 $ 2,888

 

Dividend declared 11
September 2017  0.0199

 
 0.0149

 
 17 November 2017  20 December 2017  145,076

 
 2,888

 

Cumula�ve dividends
declared as at for the year
ended 31 December 2017            $ 5,776

 

             



Dividend declared 30 April
2018  0.0345  0.0251  11 May 2018  25 May 2018  311,476

 
 $ 10,746

 

Dividend declared 29 June
2018  0.0173

 
 0.0131

 
 13 July 2018  

24 September
2018  311,476

 
 5,373

 

Dividend declared 11
September 2018  0.0280

 
 0.0223

 
 30 November 2018  19 December 2018  542,633

 
 15,194

 

Dividends paid during the
year ended 31 December
2018   

 

  

 

      

 

 31,313

 

Cumula�ve dividends
declared for the year ended
31 December 2018   

 

  

 

      

 

 37,089

 

Cumula�ve dividends
declared as at for the year
ended 31 December 2018            $ 37,089

 

             

Dividend declared 14
December 2018  0.0330

 
 Pending  8 March 2019  29 March 2019  Pending  Pending

 
Note 9 - Oil and Gas Proper�es
 
The following table summarizes the Company's oil and gas proper�es for each of the periods presented:
 
 Costs Deple�on and Impairment  

Period
Beginning

Balance Addi�ons Disposals
Ending

Balance
Beginning

Balance
Period

Charges Disposals
Ending

Balance
Net Book

Value
 

As at and for the
year ended 31
December 2018

$239,814 908,514 (93) $1,148,235 $(24,489) $(30,795) - $(55,284) $1,092,951
 

As at and for the
year ended 31
December 2017

$94,608 145,527 (321) $239,814 $(17,815) $(6,674) - $(24,489) $215,325
 

                       

 

a)  See Note 2 for more informa�on about the Company's acquisi�ons.
 
Note 10 - Asset Re�rement Obliga�on
 
The Company records a liability for future cost of asset re�rement  produc�on facili�es and pipelines. The asset re�rement
obliga�on liability represents the present value of asset re�rement  costs rela�ng to oil and gas proper�es, which the
Company expects to incur over the long producing life of its wells, presently es�mated through to 2093 when the Company
expects its producing oil and gas proper�es to reach the end of their economic lives.
 
These liabili�es represent Management's best es�mates of the future obliga�on. Management's assump�ons are based on
the current economic environment, and represent what they believe is a reasonable basis upon which to es�mate the future
liability. Management reviews these es�mates regularly and adjust for any iden�fied material changes to the assump�ons.
However, actual asset re�rement costs will ul�mately depend upon future market prices at the �me the asset re�rement
services are performed. Furthermore, the �ming of asset re�rement will vary depending on when the fields ceases to produce
economically, which makes the determina�on dependent upon future oil and gas prices, which are inherently uncertain.
 
The discount rate and the cost infla�on rate used in the calcula�on of the asset re�rement obliga�on was 8.0% as at each of
the periods presented. The table below summarises the ac�vity for the Company's asset re�rement obliga�on:



  Year ended  Year ended

  31 December 2018  31 December 2017

     

Balance at 1 January  $ 35,448  $ 12,265 

Addi�ons (a)  96,508  21,497 

Accre�on  7,101  1,764 

Disposals  (1,161)  (78)

Revisions to es�mate (b)  4,829  - 

Balance at 31 December  142,725  35,448 

Less: Current asset re�rement obliga�on  2,535  - 

Long-term asset re�rement obliga�on  $ 140,190  35,448 

 
a)  See Note 2 for more informa�on about the Company's acquisi�ons.

b)  During the year Management revised the plugging programme to more closely align with opera�ons. As a result of this
revision, cost inputs and assump�ons made surrounding the life of certain wells were amended.

 
Note 11 - Borrowings
 
DGO's borrowings consist of the following amounts for the periods presented:
 
  31 December 2018  31 December 2017

Individuals and ins�tu�onal investor bonds, interest rate of 8.50%, maturing June
2020, unsecured

 $ 86  $ 81 

Financial ins�tu�on, interest rate of 2.75% plus LIBOR (2018) and 8.25% plus LIBOR
(2017), maturing July 2020, secured by oil and gas proper�es

 495,284  73,249 

Miscellaneous notes, primarily for real estate and equipment  2,337  495 

     Total borrowings  $ 497,706  $ 73,825 

     

Less current por�on of long-term debt  (286)  (373)

Less deferred financing costs  (15,093)  (2,833)

     Total non-current borrowings, net  $ 482,327  $ 70,619 

 
In March 2018, the Company closed a new $500,000 five year credit facility, ini�ally subject to a borrowing limit of $140,000.
Following the closing of the acquisi�on of certain assets of CNX Resources in March 2018, as discussed in Note 2, the
borrowing limit increased to $200,000. In July 2018, in conjunc�on with the acquisi�on of certain assets of EQT, the Company
closed on an enlarged $1,000,000, five-year secured revolving credit facility with an ini�al borrowing base of $600,000, which
replaced the exis�ng $200,000 facility. In November 2018, following the October 2018 acquisi�on of Core, the Company
closed on a further-enlarged $1,5,000,000, five-year senior secured credit facility. The enlarged facility consolidates the
Company's previous $1,000,000 facility with Core Appalachia's facility and has an ini�al borrowing base of $725,000. The
facility maintains the maturity date of the previous $1,000,000 facility of July 2023. In December 2018, DGO ex�nguished
$93,000 of debt assumed with the Core acquisi�on. The facility has an ini�al interest rate of 2.75% plus the one-month LIBOR
and is subject to a grid that fluctuates from 2.25% to 3.25% plus LIBOR based on u�lisa�on.
 
The following table provides a reconcilia�on of DGO's future maturi�es of its total borrowings for each of the periods
presented:
  31 December 2018  31 December 2017

Not later than one year  $ 286  $ 373 

Later than one year and not later than five years  497,420  73,452 

     Total borrowings  $ 497,706  $ 73,825 

 
Reconcilia�on of borrowings arising from financing ac�vi�es:
 



 
  31 December 2018  31 December 2017

At the beginning of the period  $ 70,992  $ 37,294 

Acquired as part of business combina�on  118,223  - 

Proceeds from new borrowings  581,221  75,000 

Repayments of borrowings  (275,115)  (42,514) 

Financing fees paid  (17,176)  - 

Amor�sa�on of financing fees  4,812  1,212 

Interest paid in cash  (15,433)  (3,298) 

Deferred finance costs  15,290  3,298 

At the end of the period  $ 482,814  $ 70,992 

 
 
 
(a) During 2018 DGO acquired $25,000 and $93,000 of debt, respec�vely, from the APC and Core acquisi�ons discussed in
Note 2. During 2018, DGO repaid $281,177 of outstanding debt, including the debt assumed through the aforemen�oned
acquisi�ons, received proceeds of $581,221 and financed a $5,837 early payment fee related to the March 2018 refinancing.
 
Gain/Loss on Debt Ex�nguishment
 
As discussed above, DGO entered into the new senior secured revolving credit in March 2018 that resulted in a non-recurring
loss on early ex�nguishment of debt of $8,358, which primarily included a $2,583 charge for the accelerated amor�sa�on of
the remaining deferred financing costs and $5,776 related to an early payment fee.
 
As discussed above, DGO entered into a new senior secured credit facility in June 2017 that resulted in a non-recurring loss on
the early ex�nguishment of debt, which primarily included a $3,835 charge for the accelerated amor�sa�on of the remaining
deferred financing costs and $633 in premiums paid to redeem conver�ble bonds.
 
Note 12 - Deriva�ves
 
The following table summarises the Company's calculated fair value of deriva�ve financial instruments:
 
(Liabili�es)/Assets  31 December 2018  31 December 2017

     

Natural gas     

Swaps  $ 4,053  $ 28 

Collars  131  311 

Basis swaps  (1,720)  (965)

   Put op�ons  7,292  - 

Total natural gas financial deriva�ve contracts  $ 9,756  $ (626)
     

Natural gas liquids     

   Swaps  26,208  - 

   Total natural gas financial deriva�ve contracts  $ 26,208  $ - 

     
 
Oil     

Swaps  $ 676  $ (56)

Collars  2,929  (2,222)

Total oil financial deriva�ve contracts  $ 3,605  $ (2,278)
     



Total financial deriva�ve contracts  $ 39,569  $ (2,904)

 
The Company reports deriva�ve financial instrument assets and liabili�es net in its balance sheet. The following table
reconciles the Company's deriva�ve financial instrument gross assets and gross liabili�es for the periods presented:
 

Deriva�ve Financial  Statement of     

Instruments  Financial Posi�on line item  31 December 2018  31 December 2017

       

Non-current assets    $ 49,854  $ 1,348 

Current assets    29,068  955 

     Total assets    $ 78,922  $ 2,303 

       

Non-current liability    $ (28,109)  $ (3,291)

Current liabili�es    (11,495)  (1,916)

     Total liabili�es    $ (39,604)  $ (5,207)
       

Net assets - non-current  Other non-current assets  $ 21,746  $ (1,943)

Net assets - current  Other current assets  17,573  (961)

     Net (liabili�es)/assets    $ 39,319  $ (2,904)

 
The Company recorded the following gain (loss) on deriva�ve financial instruments in the Consolidated Statements of Profit or
Loss and Other Comprehensive Income for the periods presented:
  Year ended

  31 December 2018  31 December 2017

     

Net loss (gain) on se�lements  $ 15,655  $ (1,524)

Net (gain) loss on fair value adjustments on unse�led financial instruments  (33,636)  1,965 

   Total (gain) loss on deriva�ve financial instruments  $ (17,981)  $ 441 

 
Note 13 - Report and Accounts and Presenta�on
 
Copies of the Annual Report will be available on the Company's website, www.dgoc.com and from the Company's registered
office at 27/28 Eastcastle Street, London W1W 8DH shortly. A copy of the Company's results presenta�on will also be available
on the Company's website in due course.
 

This information is provided by RNS, the news service of the London Stock Exchange. RNS is approved by the Financial Conduct
Authority to act as a Primary Information Provider in the United Kingdom. Terms and conditions relating to the use and distribution of
this information may apply. For further information, please contact rns@lseg.com or visit www.rns.com.
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