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P/E N/A N/A N/A 15.94
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Oyo Asset Impairment Recorded in Q3:10. CAMAC
Shifts Focus From China to Western Africa.

Key Updates

CAMAC recorded a $186.24 million asset impairment after receiving an
updated reserve report from Netherland, Sewell & Associates that
showed gross 1P reserves of 20.24 million barrels and gross 2P re-
serves of 32.81 million barrels, down from gross 1P reserves of 25.56
million and 2P reserves of 50.20 million from their 2008 report. The
impairment did not come as a surprise as it would have likely recorded
an accounting impairment related to the rapid increase in its stock price
between the time it announced the Oyo acquisition and the closing,
which artificially increased the purchase price and value of Oyo.

CAMAC and ENI are in the process of fixing Well #5, which should start
in December after the next lifting. The entire process is expected to
take 30 to 45 days, including 15 days where the well will stop produc-
ing. The cost of the rework is expected to be $45 million, which
CAMAC will fund. We are currently expecting the Company to obtain
debt financing as it will be able to recoup the funds as part of the Cost
Oil operating expense recovery. Upon completion we expect produc-
tion to increase to 12,000bopd.

The purchase of OML 120 and 121 is still expected to close by Novem-
ber 30, but we are not including any value from the asset, or milestone
payments in our model at this time.

The current management team is focusing its efforts on becoming an
E&P company with its primary assets in western Africa. As a result it is
seeking to divest most of its Chinese assets, including its EORP busi-
ness, Chifeng, and its option on the Handan gas distribution network. It
is, however continuing its exploration work in Zijinshan where its sec-
ond exploratory well is nearing completion and will be immediately fol-
lowed by a third well. Production could start in 2012.

Valuation

After making significant changes to our model and understanding the
Company has devised a plan to fix Well #5, we are upgrading our rating
on CAMAC Energy from Hold to Buy and reinstating a target price,
which we are setting at $4.00. We do note there is still a great deal of
potential variance with our model as it assumes only operations at Oyo
and Zijinshan, with no impact from OML 120 and 121. Our target price
is based on an EV/EBITDAS multiple of 6 times our 2015 EBITDAS
estimate of $172.73 million using a 15% discount rate.

Business Summary

CAMAC Energy, Inc. is an international oil and gas exploration and pro-
duction company with investments in China and Nigeria. The Com-
pany, through its subsidiaries, has an interest in an offshore oilfield in
Nigeria and coalbed methane/tight gas sand operations in China.

PLEASE SEE PAGES 6 & 7 FOR IMPORTANT DISCLOSURES
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COMPANY UPDATE

Q3:10 Results [Oyo Impairment]

CAMAC reported $8.82 million in Sales, inline with our estimate. Cost of Sales came in at $6.08 million
with $2.73 million of SG&A, which included $0.60 million of CEO search and related expenses. Most
notably CAMAC recorded a $186.24 million asset impairment after receiving an updated reserve report
from Netherland, Sewell & Associates (NSAIl) that showed gross 1P reserves of 20.24 million barrels
and gross 2P reserves of 32.81 million barrels, down from gross 1P reserves of 25.56 million and 2P
reserves of 50.20 million from their 2008 report. The decrease in reserves was the result of three fac-
tors: 1) roughly 2.6 million barrels has been extracted since the last report without being replaced by
new wells, 2) a decrease in the oil recovery factor based on the problems experienced with the existing
wells, and 3) the lower price of oil, from $85 to $75. The impairment did not come as a surprise as it
would have likely recorded an accounting impairment related to the rapid increase in the Company’s
stock price between the time it announced the Oyo acquisition and the closing, which artificially in-
creased the purchase price and value of Oyo. The resulting Net Loss for the quarter, excluding the im-
pairment was $2.32 million, or $0.02 per share.

Well #5 Update

Production at Oyo has fallen to 5,500bopd, due primarily to the excess natural gas leaking into the well
and constricting oil production. After the next lifting, which is expected in December, CAMAC and ENI
will find the source of the leak and apply a chemical sealant. The entire process is expected to take 30
to 45 days, including 15 days where the well will stop producing. The cost of the rework is expected to
be $45 million, which CAMAC will fund. We are currently expecting the Company to obtain debt financ-
ing as it will be able to recoup the funds as part of the Cost Oil operating expense recovery. Upon com-
pletion management expects the well to increase production by 5,000 to 8,000bopd, thereby increasing
production in Oyo to 10,000 to 13,000bopd. Our model assumes a flow of 12,000bopd. At these levels
there would be enough oil produced to have a lifting in Q1:11. We also note that Well #6 has seen an
increase in water, but no action is expected as it produces oil at a much lower rate.

OML 120/121 Update

Purchase of OML 120 and 121 is still expected to close by November 30, but we are not including any
value from the asset, or milestone payments, until Well #5 is fixed in Oyo and two additional production
wells are drilled. Management also reiterated that it will consider funding up to 30% of the capex for non
-Oyo spending, which it would be able to recover with Cost QOil from the project.

Revised Business Model

The current management team is focusing its efforts on becoming an E&P company with its primary as-
sets in western Africa. To this end, the Company has put together a Business Development team that
will explore M&A deals from both the CAMAC Energy Holdings portfolio and from other owners. Exam-
ples include the OML 120/121 acquisition and opportunities similar to the recent acquisition of Shell’s
interest in OML 26, which was purchased by Afren’s Nigerian subsidiary in an all debt deal. CAMAC is
hoping to take advantage of other asset sales in the region from Western-based companies to local Ni-
gerian producers, like the Company’s CAMAC Petroleum subsidiary.

Chinese Asset Divestitures Looming

In conjunction with this strategy management is working to divest itself of its most of its Chinese oppor-
tunities. CAMAC is seeking to divest the EORP business as it is more of a service business and re-
quires significant resources in China to secure contracts for different properties in need of the service.
No assets have been devoted to Chifeng, which was still without a production license, and will be shut
down. Similarly, the Company will abandon its option to acquire 49% of the Handan gas distribution net-
work in China as it is outside CAMAC’s model. Starting in Q4:10 we have removed all Chinese opera-
tions from our model with the exception of Zijinshan. By removing the EORP and Chifeng businesses
from our model Revenue in 2011 declined by over $14 million with no impact to Net Income and reduced
2012 Revenue and Net Income by $52 million and $8 million, respectively.
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COMPANY UPDATE

Zijinshan Update

Despite the move from the other Chinese assets, the Zijinshan property still appears to be lucrative
given the big players and level of production in the Ordos Basin. Drilling on the second exploratory well
started in August and should be finished in the current quarter at which time drilling on the third well will
commence. Management is expecting positive results from the wells, similar to those being found at
properties surrounding Zijinshan. Additional exploratory drilling will be done in 2011, at which point the
Company can determine whether it will produce the field or seek alternatives and raise cash. For mod-
eling purposes, we are continuing to include Zijinshan given the real, near-term production potential; our
model assumes production starts in the first quarter of 2012.

Warrant Expiration

2.0 million warrants exercisable at $4.00 from the February 2010 financing expired on November 1.
These shares, along with 3.37 million consideration shares that would have been owed to CAMAC En-
ergy Holdings were removed from our model. The expiration also removed $8.0 million in cash from our
model. 1.66 million warrants priced at $4.12 from the March 2010 financing are set to expire on Decem-
ber 5. If the warrants go unexercised, the 1.66 million shares underlying the warrants plus 2.79 million
consideration shares that would have been due to CEH would be removed from the model. Failure to
exercise would result in $6.83 million in cash coming off our model.
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RISKS

Commodity Prices

Much of the Company’s profits are dependent on oil prices, which can be influenced by a vast array of
variables, including global GDP growth, weather, actions of OPEC, government regulations, the avail-
ability and price of alternative fuels, global exploration and production, and oil inventories and demand.

Nigerian Oil Attacks

Since 2005, Nigeria has experienced pipeline vandalism, kidnappings of oil workers, and militant take-
overs of oil facilities in the Niger Delta, including Shell’s Bonga Oilfield which is located near the Oyo
Field. To date, there have been no attacks on the Oyo Field or any Allied holdings.

Nigerian Petroleum Industry Bill

This proposed bill could increase regulations on the Nigerian O&G industry, as well as increase income
taxes, which current vary between 50% and 85%. The Company believes the tax rate on the PSC will
be 50%, plus a 2% education tax. Any increase in regulations or tax rate would have a significant nega-
tive impact on earnings.

CAMAC International Influence
With 89.47 million shares, or 62.74% of the common stock, CAMAC International can exert influence
over all aspects of the Company.

Dilution from Consideration Shares

To allow CAMAC International to keep its 62.74% interest in CAMAC Energy, the Company agreed to
grant Cl with additional shares if its then outstanding options and warrants are exercised. If all 5.99 mil-
lion options and warrants are exercised, the Company would be required to grant ClI 10.10 million
shares.

Dependence on NAE

The Company is wholly dependent on NAE, the contractor for and 40% owner of OML 120, to cost effec-
tively extract oil from the Oyo Field. CAMAC’s income from Oyo could be adversely effected if NAE de-
termine not to drill additional wells, has a shutdown of any kind, or experiences higher than expected
operating costs.

Zijinshan Development
The Company is still in the exploration phase in Zijinshan and may need to devote additional time and/or
resources to bring the area to development stage.

VALUATION

After making significant changes to our model and understanding the Company has devised a plan to fix
Well #5, we are upgrading our rating on CAMAC Energy from Hold to Buy and reinstating a target price,
which we are setting at $4.00. We do note there is still a great deal of potential variance with our model
as it assumes only operations at Oyo and Zijinshan, with no impact from OML 120 and 121. Our target
price is based on an EV/EBITDAS multiple of 6 times our 2015 EBITDAS estimate of $172.73 million
using a 15% discount rate.
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DISCLOSURES
Distribution of Ratings

I.B. last 12 months

Rating Count Percent Count Percent
BUY 11 100% 1 9%
HOLD 0 0% 0 00%
SELL 0 00% 0 00%
NO RATING 0 00% 0 00%

Explanation of Ratings

BUY: Describes stocks we expect to provide a total return (capital appreciation + yield) of 15% or more
in the next 12-month period.

HOLD: Describes stocks we expect to provide a total return (capital appreciation + yield) of plus or minus
15% or more in the next 12-month period.

SELL: Describes stocks we expect to provide a total negative return (capital depreciation + yield) of 15%
or more in the next 12-month period.

NO RATING: Describes stocks that have their investment rating and/or target price temporarily removed for

fundamental or compliance-based reasons.

Analyst Certification

I, William Gregozeski, certify that all of the views expressed in this research report accurately reflect my personal
views about the subject security and subject company. | also certify that no part of my compensation was, is, or will
be, directly or indirectly, related to the specific recommendations or views expressed in this research report.

The analyst responsible for the coverage of the security discussed in this report receives compensation based in

part on the overall performance of the firm, including investment banking income. Gar Wood Securities seeks to
update its research as appropriate, but various regulations may prevent Gar Wood Securities from doing so.

Other Disclosures

Company Disclosures
CAMAC Energy, Inc. 6,8

1.  Gar Wood Securities makes a market in the security of the subject company.

2. The analyst serves as an officer, director, or advisory board member of the subject company.

3. The analyst or a member of the analyst’s household has a financial interest in the securities of the subject com-
pany, including, but not limited to a long position, short position, rights, warrants, futures, or options.

4. Gar Wood Securities or an affiliate of Gar Wood Securities has managed or co-managed a public offering of the
security of the subject company in the last 12 months.

5. Gar Wood Securities or an affiliate of Gar Wood Securities has received compensation for investment banking
services from the subject company in the last 12 months.

6. Gar Wood Securities expects to receive or intends to seek compensation for investment banking services from
the subject company in the next three months.

7. Gar Wood Securities or an affiliate of Gar Wood Securities beneficially own 1% or more of the common stock of
the subject company as calculated in accordance with Section 13(d) of the Securities Exchange Act of 1934.

8. The subject company is, or during the past 12 months was, a client of Gar Wood Securities, which provided non
-investment banking, securities-related services to, and received compensation from, the subject company for
such services.

9. An affiliate of Gar Wood Securities received compensation from the subject company for products or services
other than investment baking services during the past 2 months.
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DISCLOSURES (continued)

Other Disclosures

This report was prepared for general circulation and does not constitute a personal recommendation or take into
account the particular investment objectives, financial situations, or needs of individual clients. The securities dis-
cussed in the report may not be suitable for all investors and investors should consider whether any recommenda-
tion in this report is suitable for their particular circumstances and, if appropriate, seek professional advice, including
tax advice. The price and value of the investments referred to herein and the income from them may fluctuate.
Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original
capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income
derived from, certain investments.

Rating History

Rating & Target Price History for CAMAC Energy (CAK) as of 11/11/10
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Gar Wood Securities’ research reports are disseminated and available electronically, and in some cases, printed
form. Electronic research is simultaneously available to all clients. This report or any portion herein may not be
reprinted, sold or redistributed without the written consent of Gar Wood Securities. For information on how to be
added to Gar Wood's research distribution list please contact:

Jackson Spears Robert S. Jersey
Director of Research President
250 E. Wisconsin Ave., Suite 1800 440 S. LaSalle St., Suite 2201
Milwaukee, W1, 53202 Chicago, IL 60605
Office: 414-289-7176 Office: 312-566-0741
JSpears@garwoodsecurities.net BJersey@garwoodsecurities.net

Gar Wood Securities, LLC
440 S. LaSalle St., Suite 2201, Chicago, IL 60605
Office: 312-566-0741 Fax: 312-566-0750
www.garwoodsecurities.net

Gar Wood Securities, LLC is a member of FINRA | SIPC | NFA
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