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For 3Q-F21 Alvopetro reported revenues of $9.96 million versus our estimate of $10.40 million and pre-tax net 

income of $2.86 million versus our estimate of $3.82 million.  Our revenue estimates were a bit high largely 

because of Forex issues that also impacted the earnings piece.  We will address the earning portion first.   

As we have seen in prior periods, the Company has experienced some measurable foreign exchange variability 

and that has typically been largely reflected in separate line items on the operating statement, one of which is an 

operating line item, the other which is not.  Just to edify, as we understand it, the operating piece is typically 

derived from intercompany accounting (and are non-cash in nature). The Company deals with three separate 

currencies in that they are domiciled in Canada, operate in Brazil and reflect their financials in US Dollars.  Again, 

the variability of the operating item is a function of the exchange rate volatility of the Brazilian Real, which has 

been quite volatile throughout 2021:   

 

 

Recall (and as the chart above implies), the exchange rate issues negatively impacted Alvopetro’s Q1 numbers, 

positively impacted Q2 results, and negatively impacted Q3. 

The above noted, while the exchange rate impact is specifically reflected in the two line items on the operating 

statement (“Foreign Exchange Loss” and “Exchange (loss) gain on translation of foreign operations”) there 

is also an adjustment to the Company’s quarterly revenues, in terms of the exchange adjusted price it is 

paid for its gas.  That is, the Company’s reported gas sale price for each quarter reflects the prevailing 

exchange rate variability for the same period (reflected in the US Dollar to Brazilian Real exchange rate.) 

Specifically, as we alluded to above, the roughly 4% difference between our quarterly revenue estimate 

and their actual reported revenue is almost entirely related to that exchange volatility. That said, our 

estimates of pricing (and revenues for that matter) going forward do not include assumptions around 

changing exchange rates, so that notion could continue to produce “surprises” in our numbers.  

We would add, aside from revenues, the foreign exchange issues obviously also contributed to our 

operating earnings miss. However, excluding the Foreign Exchange Loss, the Company reflected lower 

operating expenses than our estimates, which provided and additional positive data point.    

To summarize, the Company produced another recording breaking quarter, and as we addressed at length 

in our last update, prevailing energy prices and by extension the proxies upon which their future gas sale 
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prices are determined remain robust. That being the case, if production continues to hold in the ranges 

they have been achieving lately, (in/around 2300 boe/d), we think our earnings estimates (setting aside 

the exchange rate fluctuations we noted above), should continue to prove reasonably accurate. 

Looking ahead, we believe they anticipate tying in well 183 in the first half of 2022, as well as stimulating 

and tying in 193 in the second half of 2022. We also anticipate further exploration/development and 

added resource visibility as we move through 2022.  As we have discussed, we think the lack of visibility 

regarding production to eventually replace Cabure has been a headwind for the valuation of Alvopetro 

shares, so (continued) positive data points in that regard should prove constructive for the shares. We 

would add, as much of the above narrative implies, we think the Brazilian Real’s weakness has likely 

also provided some challenges for the stock price. Obviously, that is an intrinsic risk to the story that 

will remain.  

Lastly, we remain of the view (and we think the 3Q-F21 earnings calls supported) that the path here is 

likely one of continued strong cash generation from Alvopetro that we think will in turn result in 

increasing shareholder distributions as we move through 2022, which we also think will generate yields 

that will speak to higher share prices for Alvopetro shares.  

We reiterate our 12-24 month price target of $7.00 as well as our allocation of 6.      
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Projected Operating Model 
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General Disclaimer:  

Trickle Research LLC produces and publishes independent research, due diligence and analysis for the benefit of it investor base. 

Our publications are for information purposes only. Readers should review all available information on any company mentioned in 

our reports or updates, including, but not limited to, the company’s annual report, quarterly report, press releases, as well as other 

regulatory filings. Trickle Research is not registered as a securities broker-dealer or an investment advisor either with the U.S. 

Securities and Exchange Commission or with any state securities regulatory authority. Readers should consult with their own 

independent tax, business and financial advisors with respect to any reported company. Trickle Research and/or its officers, investors 

and employees, and/or members of their families may have long/short positions in the securities mentioned in our research and 

analysis and may make purchases and/or sales for their own account of those securities.  David Lavigne does not hold a position in 

Alvopetro.  

Trickle Research co-sponsors two microcap conferences each year. Trickle Research encourages its coverage companies to present 

at those conferences and Trickle charges them a fee to do so. Companies are under no obligation to present at these conferences.   

Alvopetro has paid fees to present at investor conferences that Trickle Research Co-sponsored.        

Reproduction of any portion of Trickle Research’s reports, updates or other publications without written permission of Trickle 

Research is prohibited.   

All rights reserved.   

Portions of this publication excerpted from company filings or other sources are noted in italics and referenced throughout the report. 

 

Rating System Overview: 

 

There are no letters in the rating system (Buy, Sell Hold), only numbers. The numbers range from 1 to 10, with 1 representing 1 

“investment unit” (for my performance purposes, 1 "investment unit" equals $250) and 10 representing 10 investment units or $2,500.  

Obviously, a rating of 10 would suggest that I favor the stock (at respective/current levels) more than a stock with a rating of 1.  As 

a guideline, here is a suggestion on how to use the allocation system. 

Our belief at Trickle is that the best way to participate in the micro-cap/small cap space is by employing a diversified strategy.  In 

simple terms, that means you are generally best off owning a number of issues rather than just two or three.  To that point, our goal 

is to have at least 20 companies under coverage at any point in time, so let’s use that as a guideline.  Hypothetically, if you think you 

would like to commit $25,000 to buying micro-cap stocks, that would assume an investment of $1000 per stock (using the 

diversification approach we just mentioned, and the 20-stock coverage list we suggested and leaving some room to add to positions 

around allocation upgrades. We generally start initial coverage stocks with an allocation of 4.  Thus, at $1000 invested per stock and 

a typical starting allocation of 4, your “investment unit” would be the same $250 we used in the example above.   Thus, if we initiate 

a stock at a 4, you might consider putting $1000 into the position ($250 * 4).  If we later raise the allocation to 6, you might consider 

adding two additional units or $500 to the position.  If we then reduce the allocation from 6 to 4 you might consider selling whatever 

number of shares you purchased with 2 of the original 4 investment units.   Again, this is just a suggestion as to how you might be 

able to use the allocation system to manage your portfolio.  

For those attached to more traditional rating systems (Buy, Sell, Hold) we would submit the following guidelines. 

A Trickle rating of 1 thru 3 would best correspond to a "Speculative Buy" although we would caution that a rating in that 

range should not assume that the stock is necessarily riskier than a stock with a higher rating.  It may carry a lower rating 

because the stock is trading closer to a price target we are unwilling to raise at that point.  This by the way applies to all of 

our ratings.  

A Trickle rating of 4 thru 6 might best (although not perfectly) correspond to a standard "Buy" rating.  

A Trickle rating of 7 thru 10 would best correspond to a “Strong Buy" however, ratings at the higher end of that range would 

indicate something that we deem as quite extraordinary..... an "Extreme Buy" if you will.  You will not see a lot of these. 


