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Continental Resources (CLR)
New Buy on Bakken Growth

Summary and Recommendation
We recommend current purchase of the shares of Continental Resources (CLR) on the basis of
expected 25% a year growth in oil production in the Bakken shale oil play in North Dakota
pioneered by Continental founder and 68% owner Harold Hamm. After participating in the
company’s Investor Day event on October 9, we raise estimated Net Present Value (NPV) to
$100 a share to give partial recognition to unusual growth prospects (see table Functional Cash
Flow and Present Value on page 3). Continental initiated the Bakken shale trend, has the largest
acreage holdings and has out distanced the competition to become the largest Bakken producer
(see slides Bakken Growth Outpacing Competitors on page 3 and King of the Bakken on page 4).
In the largest U.S. oil field to be discovered in forty years, CLR’s proven reserves of 308 million
barrels equivalent are less than a tenth of 4.5 billion barrels net unbooked potential. Other
properties accounting for the remaining 50% of proven reserves add 36% to net unbooked
potential with most of the anticipated growth in a new play for CLR in Oklahoma’s Anadarko
Woodford (see slide Realizing Growth Potential on page 4). Current futures prices support the
profitability of new investment that is necessary to realize growth in volume, cash flow and
earnings (see table Next Twelve Months Operating and Financial Estimates on page 5). We
would buy some CLR stock now, knowing that the price is in an uptrend as it trades above its
rising 200-day average. We would reserve some buying power because the stock has already
been the best performer on a year-to-date basis among small cap and income stocks in our
coverage. The weekly valuation rankings may help in assessing the timing of future
commitments (see Tables ISC-1 through ISC-4 on pages 6-9).
(Continued on next page)
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Disproving the Bakken Skeptics
With almost every Bakken well it drills, CLR proves more reserves from which future production
will flow. Activity to date has been concentrated on drilling the first well in each future drilling
unit to secure the lease terms which would otherwise expire for lack of activity.
At the same time, the Bakken is not the only shale formation producing oil. Underneath the
Bakken lies the Three Forks with its four sub formations, or “benches”, designated TF1, TF2,
TF3 and TF4. TF1 has already been drilled widely and is largely considered proven, or
“derisked”. TF2 has been proven productive, but CLR has only two wells producing from TF2 so
far. CLR’s first TF3 test has been drilled and is waiting for fracking to be completed. CLR has
favorable core samples from TF4 and the first producing well to be drilled is scheduled for 2013.
As productive areas are identified and lease terms secured, more concentrated drilling can follow.
Two wells in each section are the minimum likely to be drilled and are the basis for the lower
estimates of potential net wells and net resource potential for Bakken and Three Forks. The
equivalent in the Woodford would be four wells per section. Since a section is 640 acres, the
spacing would be 320 acres for two wells and 160 acres for four wells. CLR refers to those cases
in shorthand as 320 BK/TF and 160 WDFD. CLR has successfully tested 320 BK/TF.
Infill drilling, infield drilling, or despacing are all terms used to describe what often becomes the
normal course of oil and gas field development. CLR has a study from the conservative
engineering firm Ryder Scott that supports the validity of 160 acre spacing, or 160 BK/TF. That
becomes the basis for the higher estimate of 4.5 billion barrels of net resource potential for CLR
in the Bakken and Three Forks.
Horizontal drilling is redefining the normal size of drilling units to two sections, or 1280 acres.
Each well literally drills a much as ten thousand feet under the combined square mile sections.
Even more astounding to us, CLR plans a pilot development to include 14 wells in one 1280 unit,
4 Bakken, 3 TF1, 4 TF2 and 3 TF3. Theoretically, that alternating pattern could be extended to
include 4 TF4 wells for a total of 18 wells a unit.
Of course not every section would be of the same quality and there would have to be some that
are less economic. On the other hand, CLR is still finding new sections productive beyond the
areas included in the derisked sections. In any case, Harold Hamm, Continental Resources,
Whiting Petroleum, EOG Resources and others have disproven the skeptics, us included.
Kurt H. Wulff, CFA
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Disclaimer: This analysis was prepared by Kurt Wulff, Manager of McDep LLC. The firm used sources
and data believed to be reliable, but makes no representation as to their accuracy or completeness. This
analysis is intended for informational purposes and is not a solicitation to buy or sell a security. Past
performance is no guarantee of future results.
McDep or its employees may take positions in stocks the firm covers for research purposes.
a subject stock shall be made within a week before or after a change in recommendation.

No trades in

Certification: I, Kurt H. Wulff, certify that the views expressed in this research analysis accurately reflect
my personal views about the subject securities and issuers. No part of my compensation was, is, or will be
directly or indirectly related to the specific recommendations or views contained in this research analysis.
Research Methodology/Ratings Description: McDep LLC is an independent research originator focused
on oil and gas stocks exclusively. The firm applies the forty years of experience of its analyst to estimate a
present value of the oil and gas resources and other businesses of covered companies. That value is
compared with a company’s stock market capitalization and debt. Stocks with low market cap and debt
relative to present value tend to outperform stocks with high market cap and debt relative to present value.
Buy recommendations are expected to deliver a total return better than 7% per year above inflation. Hold
recommendations assume the attributes of the underlying business are reflected in the current price of the
stock. Sell recommendations are expected to deliver a total return less than inflation.
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