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A Pacific Rubiales Energy Ltd. is the largest independent

52-week low (CAD) CAD 2 E&P company in Colombia, specialized in producing heavy
52-week high (CAD) CAD 15.36 crude oil and natural gas. Its current production is concentrated
in 14 oil fields in Colombia as well as in the stakes held in 32
exploration blocks in both Colombia and Peru. Throughout its
YTD Change 566% history in Colombia, it has enjoyed an 84% success rate in its
exploration business, one of the highest in the region.

Market price on Nov 20, 2009 CAD 14.58

Total Shares outstanding (millions) 213.6

Market cap (CAD millions) 3.115.64 A We are estimating a 2010 target price of CAD17 per share

Target price (2010E) CAD 17.0 (COPSO,OOO)l based on a discounted free cash flow model that

Upsid 16.6% incorporates an average increase of 25% in the production of
pside .6%

heavy crude oil over the next 7 years along with a reduction in

production costs given the start-up of the Llanos Oil Pipeline
(ODL) as well as the implementation of new extraction
technologies.

Figure 1. Pacific Rubiales Energy Ltd.
(2009)

A We are initiating coverage of Pacific Rubiales Energy Ltd
wit h an optimistic outl ook regardi
performance in the mid-term given (i) its substantial success

rate in oil exploration, (i) its ability to accomplish its production
targets; and (i 1 iipvestnteritse in @@vmp any 0 <
technologies in order to enhance the recovery ratio of existing
wells. This latter factor would well represent a significant

increase in its reserves, which in June 2009 reached 247
0 MBOE.
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USD 853 million and shall be used mainly to enhance the
production levels of its current wells (USD472 million). The rest
is divided up between exploration (USD191 million), exploitation
and drilling (USD166 million) and new technologies (USD25
million).

Figure 2. Exploration portfolio in
Colombia
(in millions of hectares)

A Throughout 2009, the Companyds share price, W
listed on the Toronto Stock Exchange, has gained 566% (See

Figure 1). According to the issuer, by 2009, it expects to list its

share on the Colombian Stock Exchange, which constitutes an

3 attractive opportunity for all those investors interested in taking

up positions in the oil sector.

Million of Has.
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Billinton Mobil

Source: ANH.

! We assume a CAD/USD ratio of 1.06 according to Bloomberg estimates
for YE10 and an exchange rate of COP/USD at COP1,870 as Grupo
Bancolombia forecasts for YE10.

VALORES BANCOLOMBIA S.A. SOCIEDAD COMISIONISTA DE BOLSA maintains and seeks commercial relations with the
companies covered by its company reports. Investors must therefore bear in mind that the Company could have a potential
conflict of interest that affects the objectivity of this report, which is why investors must consider this document as one of many
factors that could help them with their decision-making.
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Company Description

Pacific Rubiales Energy Ltd. is the largest independent E&P company in Colombia
in terms of oil production and patrticipation in exploration fields, dedicated to
producing heavy crude oil and natural gas. Its current production capacity covers
14 oil fields in Colombia and stakes held in 32 exploration blocks in both Colombia
and Peru. It has an 84% exploration success rate (22 production wells out of a
total of 26 explored) At November 2009, its gross production volume totaled 100
KBOED (41 KBOED net)z, showing a 95% increase vs. 2008. The Company holds
reserves (P2) of approximately 247 MBOE. Out of these reserves, 64.3% (159
MBOE) corresponds to heavy crude oil, 32.5% (80 MBOE) to natural gas and the
remaining 3.2% (8.5 MBOE) to light crude oil.

2 This net production figure includes neither the participation corresponding to other partners nor
royalty payments.
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Pacific Rubiales Energy Ltd: experts in the exploration and production of heavy
crude oil.

Pacific Rubiales Energy Ltd is a US- and Canadian-owned company, product of a
merger between Pacific Stratus Energy Ltd and Petro Rubiales Energy Corp. that took
place in January 2008. This Company was incorporated in Canada, its shares are listed
on the Toronto Stock Exchange (PRE CT) and its operations are focused on exploration
and production blocks in both Colombia and Peru.

The Companyd6s mai n CapitalaResedrah Gldbalringesters belpnging to

Capital Group, a US-based investment i rm hol ding a 9 .s8bharest ake |
outstanding (20,985,000), followed by PF One Ltd, an investment company belonging to

the entrepreneurs German and José Efromovich with a 7.6% stake (16,283,530 shares).

In third and fourth place are Goodman & Co. Investment and Capital Research and
Management wi t h a 5. 9% share of the Comp8RA2y 6s t o
shares). In fourth place is Dynamic Funds, a Canadian investment bank with a 3.9%

stake (8,272,167 shares). The rest of its shareholders hold less than a 3% stake in

Pacific Rubiales Energy Ltd., 60% of whom are investment banks and the remaining

7.1% pension funds in Canada, the US and Europe.

Figure 3. Shareholder structure
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Source: Bloomberg.

Pacific Stratus Energy Ltd was founded in 2004 by a group of former employees of
PDVSA. Its main activity throughout its first three years was exploring and exploiting the
La Creciente region located in the Valle del Bajo Magdalena, this being one of the most
important discoveries of natural gas reserves in Colombia over recent years. The
Company also had exploration success in the Puli-7 Block and Moriche in Colombia,
located in the Llanos Orientales Basin, which are currently in operation and producing 30
BOED and 87 BOED respectively. On the other hand, Petro Rubiales Energy Corp.
started up in May 2007 as a result of purchasing a 40% stake in the Rubiales/Piriri Block
in Colombia for USD255 million.

Subsequently both companies merged to form Pacific Rubiales Energy Ltd (PRE), which
then embarked on an aggressive expansion plan based on its main productive assets
(the Rubiales/Piriri Block and La Creciente) with a senior management that has ample
experience in Exploring and Producing (E&P) heavy crude oils.

In 2008 PRE began to consolidate its strategy, acquiring a 21.7% stake in the electricity
generating company Promotora de Energia Eléctrica de Cartagena & Cia, S.C.A. E.S.P,
as well as a purchase option on land in Cartagena with a view to building an oil terminal
and a gas compression plant for its export sales. It also purchased 302 thousand gross
hectares of land in 9 exploration blocks in Colombia and 10.3 MBOE in reserves by
buying up Kappa Energy Holdings Ltd. This same year, it set up a new pipeline company
in conjunction with Ecopetrol called Oleoducto de los Llanos Orientales S.A. (ODL), in
which it holds a 35% stake. The purpose of this company is to build an oil pipeline 235
km long capable of transporting 260 KBOED of heavy crude oil from the Rubiales/Piriri
Block to the Monterrey Station.

In November 2008, it became the leading independent player in the exploration of oil
fields in Colombia, after being adjudicated 6 new exploration blocks in 5 different
geographical basins. This, together with the success it has enjoyed in oil exploration, has
lead the Company to increase its reserves by another 85% for a total of 143.8 MBOED
as well as to achieve a significant growth in its production levels, which in 2008
converted PRE in the company that had increased its daily production levels the most
(See Figure 5).

Valores Bancolombia
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Figure 5. Daily production volumes
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Source: Pacific Rubiales Energy Ltd.

The Company targeted a gross production of 100 KBOED (41 KBOED net) for 2009° as
well as important advances in the construction of the ODL pipeline. Both targets have
been achieved before year-end. Firstly, it is important to mention the success it has had
in exploring the Quifa 5, 7, 8, 9 and 10 Blocks, these being strategically located around
the Rubiales Block and which have already reached a production volume of 615 BOED.
Secondly, having started up the first stage of the ODL Pipeline, with an initial capacity of
60 KBOED, this shall allow the Company to increase the production capacity of the
Rubiales Block thereby reducing transport costs to a significant extent. Lastly, it has
already secured its year-end production target for 2009.

The Companyds current pr dOdKBOED (61rKBQED Inet)nikes
from 14 oil fields in Colombia (Figure 6). Also, it holds a stake in 32 exploration blocks in
Colombia and Peru as well as reserves (2P) of 247 MBOE (at June 2009), showing a
72% increase compared to 2008. Out of these reserves 64.3% (158.9 MBOE)
corresponds to heavy crude oil, 32.5% (80.3 MBOE) gas and the remaining 3.2% (8.5
MBOE) light crude oil.
Figure 6. PRE’s overall production and a breakdown of the daily production
volumes
(October 2009)
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Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd.

For 2010, the Company has established an aggressive investment plan worth USD853
million aimed at increasing the production of its current oil fields, boosting exploration in
the Quifa Block and accelerating the development of new technologies designed to
increase the exploitation of wells producing heavy crude oils. By YE10, the Company
expects gross production to reach 225 KBOED (92 KBOED net), representing revenues

® Pacific Rubiales” production volumes can be interpreted in two ways: gross production which
includes both the Company and its partners without excluding royalty payments and net production
which defines the amount of barrels of crude oil that PRE extracts and which determine its operating
revenues. This document contains both gross and net production figures.

comes
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of almost USD1,781 million, by extending the exploitation of the Rubiales field and the
production of medium and light crude oils.

The Companyés share was | isted on the Toronto
2009, its stock price has risen by 468% to CAD14.8 making this the fastest-gaining share

on the Toronto Stock Exchange. In March 2009, the PRE share was included in the

S&P/TSX Composite Index. This index monitors the top companies listed on the Toronto

Stock Exchange in terms of market capitalization.

Figure 7. PRE stock performance
(2009)
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Source: Pacific Rubiales Energy Ltd.

Our investment thesis is based on the fact that, in the mid-term, the experience that the
Company has gained in heavy crude oil production shall translate into a strategic
advantage compared to other oil producers in Colombia. This is relevant since
production levels for heavy crude oil in Colombia are expected to rise from 21% of the
total production figure for 2007 to 50% in 2015 (Figure 8)". Should this come about and if
the Company is successful with its investments in new extraction technologies for heavy
crude oil, Pacific Rubiales Energy Ltd. could well consolidate its position as a major
player on both a local and regional level.

Figure 8. Expected oil production volumes in Colombia per type of crude oil
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Source: Valores Bancolombia using data sourced from the Colombian Ministry of Mining and
Energy.

* Colombian Ministry of Mining and Energy
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Box 1. A brief history of Pacific Rubiales Energy Ltd.

Petro Rubiales agreed to purchase a 75% stake in Rubiales Holdings Limited (RHL) belonging to RHC
Limited and PF One for USD255 million. The main asset acquired was a 50% stake in the Rubiales oil field in
Colombia.

Petro Rubiales began operations as Petro Rubiales Energy Corp. obtaining USD440 million in financing
through a private placement of subscription rights.

The Company merged with Pacific Stratus, an oil and gas company owning the La Creciente Block in
Colombia and three fields in Peru.

Petro Rubiales Energy Corp merged with Pacific Stratus. The shareholders of Pacific Stratus end up with an
approximate 38% share in this new company, called Pacific Rubiales Energy Ltd.

In conjunction with Ecopetrol, a new company is set up called Oleoducto de los Llanos Orientales S.A.
(ODL), for the purpose of building an oil pipeline 235km long with a capacity for transporting 260 KBOED.
Pacific Rubiales holds a 35% stake in ODL with Ecopetrol holding the remaining 65%.

The Companyds share i scklExcklahged on the Toronto Sto
A 21,7% stake is purchased in Promotora de Energia Eléctrica de Cartagena & Cia, S.C.A. E.S.P., a private

electricity company (90 MW) based in Cartagena, Colombia, for a total of USD17,4 million.

Acquired a purchase option from ELE Financial S.A. on 2 plots of land in Cartagena, for the purpose of
building an oil terminal and a gas compression plant for export sales. The value of this transaction came to
USD11 million.

Kappa Energy Holdings Ltd is purchased for USD168 million. This acquisition was financed with an issue of
convertible bonds for a total of USD240 million, and included 302,300 gross hectares of land representing 9
blocks in Colombia and reserves of 10,3 MBOE.

Was awarded 6 new exploration blocks (CP0O1, CP012, CP014, SSIN3, SSIJN7 and CR1) in Colombia,
located in 5 different geographical basins. Pacific Rubiales became the largest independent player in oil
exploration in Colombia.

Secured an 85% increase in its reserves (2P) going from 50.2 MBOE in 2007 to 92.8 MBOE at the end of
2008.

The Companyo6s share is i ncl ud e dThisindexniortorsStigeRop doBpanies c
listed on the Toronto Stock Exchange in terms of market capitalization.

The Company provided the Colombian Superintendency of Finance with the documentation required for
listing its shares on the Colombian Stock Exchange.

The Company announced the start-up of operations pertaining to the first stage of the ODL. This oil pipeline
shall have an initial capacity of 60 KBOED, which is expected to be extended to 160 KBOED by 1Q10.

ODL placed an issue of debt securities (Triple A rated) totaling USD260 million on the Colombian stock
market in the form of 7-year bonds with a coupon equivalent to CPI + 4.88%.

The Company announces the 2009 production target of 100 KBOED gross (41 KBOED net).

Announced an 86% increase in its capital investment plan for 2010 totaling USD853 million. This shall be
fundedusingthe Companyds o wrsellingogptions oncdé. 3milleomshares.

Announced a bond issue for USD450 million bearing a rate of 8.75% and maturing in 2016. With the
proceeds of this issue it shall pay off a syndicated loan of USD250 million and finance its CAPEX for 2010.

Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd.
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Pacific Rubiales Energy Ltd holds an extensive portfolio of oil assets

The Company has a group of assets that produce heavy crude oil (the Rubiales/Piriri
Block), another group of medium/light crude oil-producing assets (purchased from Kappa
as well as new discoveries), others producing natural gas (La Creciente), a stake in the
ODL pipeline in association with Ecopetrol as well as a 60% stake in the Quifa
exploration block where it is concentrating its exploration and production strategy in the

mid- to long-term (Figure 9).

Figure 9. PRE’s exploration, production and transport assets
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1. Heavy crude oil: the Rubiales/Piriri block

The Companyds main

= = = Promigas Fipeline

= oo Guaduas-Dorada Pipeline

a s s et RubmlestPinreblocktThik e

is a production block of basal sand producing heavy crude oil with a 12.5°° API
covering an area of 29.767 hectares in the Llanos Orientales basin and with a
STOIIP (Stock Tank OQil Initially in Place) of 4.17MMBOE. It currently has 79
production wells and Pacific Rubiales Ltd, in association with Ecopetrol, holds a
40% stake in the Rubiales block and a 50% stake in the Piriri block. The

corresponding exploitation permits expire in 2016.

As of October 2009, the Company announced that the gross production levels
for this block reached 85 KBOED (30 KBOED net). Production is expected to
increase as the Company advances with its expansion plan, this being divided
into two stages that include the start-up of the ODL pipeline and improvements

® The API gravity is greater than 31.1° for light crude oil, between 22.3° and 31.1° in the case of
medium crude oil, and between 10° and 22.3° for heavy crude oil, while extra-heavy crude oil has

an API gravity of less than 10°.

Valores Bancolombia
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to be made to the production process by reducing the ratio of barrels of crude
oil vs. water extracted from the existing wells. According to the issuer, as soon
as these expansion and improvement initiatives are completed, production shall
reach 160 KBOED (54 KBOED net) in 2011.

2. Medium and light crude oils: key in heavy crude oil transport

One of the main challenges for producing heavy crude oil is being able to
transport it. Generally, this type of crude oil must be upgraded using more
lightweight products in order to transport this through a pipeline. In 2008, the
Company became a net purchaser of light crude oil on the Colombian market in
order to ensure the transport of the heavy crude oil produced in Rubiales.

This lead the Company to acquire assets producing medium and light crude
which it effectively did in 2008 when it bought up the assets belonging to Kappa
Energy Holdings Ltd consisting of 302 thousand gross hectares of land
corresponding to 9 blocks in Colombia with reserves of 10.3 MBOE. The
majority of these blocks are located in the Valle del Magdalena and Llanos
Orientales basins (Table 1).

For 2009, the Company allocated USD37.8 million to developing an extraction
process for wells producing this type of crude oil. At October 2009, daily
production volumes for these wells reached 5.8 KBOED (1.8 KBOED net). For
2010, the Company expects its production of medium and light crude oil to
reach 25 KBOED (11 KBOED net).

Table 1. Medium/light crude oil production

Oil Field E;ag‘sé‘ ?O'/‘j) Mol Share(o/‘:f) Total
BOED
Puli 50 30 2%
Dindal / Rio Seco 91 621 31%
Moriche 80 87 4%
Quinchas 50 24 1%
Abanico 25 786 39%
Buganviles 49 20 1%
Rio Ceibas 27 423 21%
Chipalo 100 5 0%
Total 1996 100%

Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd.
3. Natural Gas: La Creciente

Pacific Rubiales Energy Ltd holds a 100% stake in one of the most important
discoveries of natural gas in Colombia that have been made over the past
years, namely the La Creciente Block. This block consists of five oil-producing
wells with estimated reserves (2P) of 80 MBOE. The issuer has stated that it is
working on 8 prospects that could well increase its reserves to 170 MBOE.
Should this prove successful, the Company may well become the most
important player on the Colombian natural gas market where it expects to
produce almost 23 KBOED (20 KBOED net) in 2011.

Valores Bancolombia
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Figure 10. La Creciente
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Source: Pacific Rubiales Energy Ltd.
4. Oleoducto de los Llanos (ODL) i pipeline

Along with its plan to expand the production capacity for the Rubiales Block,
PRE, in association with Ecopetrol, has purchased a 35% stake, in the
Oleoducto de los Llanos (ODL) oil pipeline. This pipeline, 235km long, connects
the Rubiales oil field up with the Monterrey station so that the crude oil
produced can be transported to the Covefias terminal, with significantly lower
transport costs, since before this had to be transported using oil trucks. Once
this project is completed, transport costs are expected to decrease by 34% to
USD5.9 a barrel.

The total cost of this project, which is 100% financed, comes to USD560 million
including the corresponding financial costs. The first stage entailed a cost of
USD370 million and was started up on September 14, 2009 with a transport
capacity of 60 KBOED. The second phase, costing USD160 million, is expected
to increase transport capacity to 160 KBOED in 1Q10. With additional
investment, the issuer expects to increase capacity even further to 260 KBOED.

This project represents a strategic asset for the Company, since the pipeline
runs through the Quifa Block where Pacific Rubiales focused its exploration
efforts throughout 2009 with gratifying results. This implies a series of
advantages relating to the actual construction of this pipeline, allowing the
Company to extract its oil production from the Rubiales Block as well as any
additional production arising from the new discoveries made in the Quifa block,
thereby reducing transport costs even further.

5. The Quifa Block: great expectations
The Quifa Block covers an area of 152 thousand hectares, which is strategically
located around the Rubiales/Piriri Block. The Company has a 60% stake in this

block and the respective exploitation contract expires in 2031.

Figure 11. Quifa Block
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Source: Pacific Rubiales Energy Ltd.
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The Company has focused its exploration initiatives in this block, having
allocated almost 60% of its exploration budget for 2009. The issuer has stated
t hat sQurent rasgrves come to 1.4 MBOE and up to the present time, this
E&P company has obtained successful results from 5 out of a total of 10 wells
explored. In October 2009, the oil produced in this block came to 615 BOED
(Table 2).

Table 2. Production volumes for the Quifa block
(October 2009)

Well Production Average(BOE

Period D)

Quifa-5 6 months 192
Quifa-7 28 days 170
Quifa-8 25 days 134
Quifa-9 15 days 119
Total 615

Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd.
6. STAR and Llanomulsion: investing in new technologies

The Company is presently working with Ecopetrol to develop a new extraction
technology for heavy crude oil called STAR (Synchronized Thermal Additional
Recovery). According to the issuer, this technology involves an extraction
process for heavy crude oil that is capable of enhancing the recovery level from
15% to 40%. Upon completing the testing stage for this technology Pacific
Ru b i aresergedbase could well triple. The Company expects to complete
these testsinay e a timée so as to begin with the initial trials at this oil field.

Figure 12. STAR (Synchronized Thermal Additional Recovery)
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Furthermore the Company is working on implementing Llanomulsion, which is a
solvent that reduces the viscosity of the crude oil produced and hence transport
costs. This consists of separating the molecules of water contained in the crude
oil and replacing these with solvents that do not in any way affect its quality.
This technology is expected to be started-up in 2011 reducing transport costs
by almost USDO.3 a barrel.

Valores Bancolombia
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Table 3. The ahamssptanyds m

Hectares

Basin Permit (in 000s) Share Contract Origin Status Royalties
Rubiales 42 40% Ecopetrol  Rubiales  Production 20%
Piriri 105 50% Ecopetrol Rubiales  Production 20%
Quifa 91 60% Ecopetrol  Rubiales  Exploration 6.4%
CPO1 62 100% ANH PRE Exploration 8% Crude 6.4% Gas
CPO12 115 40% ANH PRE Exploration 8% Crude 6.4% Gas
CPO14 131 63% ANH PRE Exploration 8% Crude 6.4% Gas
Llanos CPE1 990 100% ANH PRE Exploration 8% Crude 6.4% Gas
CPEG6 304 50% ANH PRE Exploration 8% Crude 6.4% Gas
Moriche 10 80% ANH Stratus Expl/Prod 8%
Jagueyes 21 100% ANH PRE Exploration 8% Crude 6.4% Gas
Alicante 21 55% ANH Purchase  Exploration 8% Crude 6.4% Gas
Arrendajo 10 33% ANH Kappa Exploration 8% Crude 6.4% Gas
Arauca TEA 294 100% ANH Stratus TEA N/A
Tacacho 599 100% ANH Stratus TEA N/A
Putumayo Topoyaco 12147 50% ANH Purchase  Exploration 8% Crude 6.4% Gas
Guama 87 100% ANH Stratus Exploration 8% Crude 6.4% Gas
La Creciente 28 100% ANH Stratus Expl/Prod 6.4%
Magc?gl)ena Cicuco 38 94% Ecopetrol Kappa Production 8%
SSJIN3 257 100% ANH PRE Exploration 8% Crude 6.4% Gas
SSJIN7 135 50% ANH PRE Exploration 8% Crude 6.4% Gas
Dindal 6 91% Ecopetrol  Stratus Production 20%
Magdalena Rio Seco 6 91% Ecopetrol ~ Stratus ~ Production 20%
Medio Alhucema 33 50% ANH Kappa  Exploration 8% Crude 6.4% Gas
Las Quinchas 25 50% Ecopetrol Kappa Production 6%
Puli-B 3 50% Ecopetrol  Stratus Production 20%
Caguan 1 27% Ecopetrol Stratus Production 20%
Abanico 6 25% Ecopetrol Kappa Production 5% Crude 6.4% Gas
Alto Magdalena Chipalo 26 100% Ecopetrol Kappa Production 20%
Guasimo 11 100% ANH Kappa Exploration 8%
Buganviles 62 49% Ecopetrol Kappa Exploration 8%
Rancheria CR1 76 60% ANH PRE Exploration 8% Crude 6.4% Gas
Catatumbo Cerrito 4 81% Ecopetrol Kappa Production 8%
135 1020 100% Perupetro  Stratus Exploration 12%
Maranon 137 449 100% Perupetro  Stratus Exploration 15.01%
Ucayali 138 414 100% Perupetro  Stratus Exploration 12%

Source: Pacific Rubiales Energy Ltd. MDA.

Valores Bancolombia
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Box 2. A well-seasoned Senior Management

The Company's Senior Management consists of veteran experts in the exploration and production of heavy
crude oils in Colombia and South America. The majority of its senior executives including its CEO and
President held senior positions in PDVSA where they gained vital experience on a regional level. The
substanti al expertise on -présidentp expldins theffocus loreinvestonenfs aimed 6
at optimizing the extraction of crude oil at existing wells using new technologies.

All this forms part of a greater strategy focusing on extracting oil from fields offering the highest probability of
success given their strategic location. We consider that thisisoneof Pa c i f i ¢ R wsimaimadssets, witht
regard to the long-term sustainability of its business. Its Senior Management owns a 12.3% stake in the
Company, which indicates that Management incentives are well aligned with those of its shareholders.

Figure 1. Pacific Rubiales Energy Ltd Senior Management

Position Name Résumé

Held several senior executive positions in Petréleos de Venezuela
(PDVSA). Was President of de PDVSA's Service Division. Was also
President of Enron Venezuela and held several posts in Maraven,
an affiliate of Petréleos de Venezuela.

CEO Ronald Pantin

Has more than 26 years of experience in oil and mineral exploration
President José Francisco Arata in several South American countries. Began his professional career
in Maraven. Co-founded Pacific Stratus Energy Corp. in 2004.

A certified public accountant with more than 28 years of experience
in the oil and gas sector. Has held senior executive positions in
PDVSA including Corporate Controller and Finance Manager for
Maraven S.A.

CFO Carlos Pérez

Has more than 25 years of experience in the oil and gas sector.
Has held several senior executive positions in PDVSA including
Eduardo Lima Corporate Planning and Business Development for heavy crude oil
projects located in the Orinoco belt as well as Manager of PDVSA
SOFIP. Was also Technical Vice-president of Enron Venezuela.

VP of Project
Development

A petroleum engineer with more than 29 years of experience in the
energy sector. Was Pr es i de nstINTEVEP (RBs¥atciA @nd

VP of Production Luis Andrés Rojas Development Institute), Vice-president of PDVSA Gas and
President of CADAFE, Venezuela’'s leading electricity generating
and distribution company.

A public accountant with more than 12 years of experience, he has
VP of Finance Nelson Lee held various posts in listed multinational companies and was also
the Controller of Coalcorp Mining Inc.

Holding a B.Sc in Geological Engineering from the Universidad
Central de Venezuela together with a Ma s t ®egfes and a PH.D
from Rice University in Houston, Texas. Has more than 30 years of
experience in the oil and gas sector.

VP of New Areas Marino Ostos

An analyst of basins and petroleum systems with more than 25

MciExDiofaten o LgS years of experience in the South American oil industry.

With a PH.D in Geology from New York University, has more than
28 years of experience in the petroleum industry. Worked for

VP of Geosciences Daniel Loureiro PDVSA’s INTEVEP and was Technical Manager of PDVSA CVP.
Has also been a professor of Geology at the Universidad Central de
Venezuela.

With more than 27 years of experience in the energy industry, has
worked for PDVSA as Manager of BITOR and Senior Corporate
Planning Officer. Holds a PH.D in Mechanical Engineering from
London University.

VP of Planning Luis Pacheco

Source: Company reports

Valores Bancolombia
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Box 2. Pacific Rubiales Energy Ltd Board of Directors

Name Position Committee Résumé

Co-Chairman, CEO and co-founder of
E Coalcorp Mining Inc. Co-founder of
Bolivar Gold Group.

Co-chairman, Executive

rafino Lacon )
Serafino Lacono Director

Co-chairman, Executive

Miguel de la Campa E,A C Co-founder of Bolivar Gold Group.

Director
Ronald Pantin CEO and Director E CEO of Pacific Rubiales Energy Ltd.
José Francisco Arata  President and Director E President of Pacific Rubiales Energy Ltd.
Neil Woodyer Director A C 185 el d sentor P

International Trading

Entrepreneur, owner of Synergy Group
Corp. This company has invested in oil
exploration in Colombia, Brazil and
Ecuador, and is a shareholder and
operator of several airlines within the
region.

German Efromovich Director

Was President of Bavaria S.A. Was also
Augusto Lopez Director President of Avianca S.A., Colombia's
national airline.

E = Executive Committee, A = Audit Committee, C = Compensation Committee

Source: Company reports.

PRE has an aggressive investment plan for 2010

Recently, on November 2, the Company announced its new investment plan for 2010,
totaling USD853 million, that is to say 86% more than that previously budgeted (USD459
million). These investments shall be channeled into enhancing production levels at
existing wells (USD471.8 million), as well as in exploration (USD190.8 million),
exploitation and drilling (USD165.5 million) and investing in the new STAR technology
(USD25 million).

Figure 13. CAPEX per activity
3%

= Exploitation and Drilling
H Exploration

B Production Improvements
B STAR

Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd.

1. Production improvements: The Company shall allocate USD342.3 million
(72.5%) to double its production capacity at the Rubiales Block, from 27
KBOED to 54 KBOED. It shall also be investing USD65.5 million (13.8%) in
production facilities for the Quifa block to increase net production to 30 KBOED
by the end of 2010; as well as USD21.5 million (4.6%) in mechanisms to

Valores Bancolombia
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increase production capacity for medium to light crude oil and natural gas and
USD42.5 million (9.0%) in financing projects aimed at optimizing the transport
of heavy crude oil (using the Llanomulsién diluent) as well as research into new
technologies.

This increased investment in existing wells underscorest he Companyds int
in taking maximum advantage of the Rubiales field, given the fact that the
corresponding contract with Ecopetrol expires in 2016.

2. Exploration: Here the Company shall allocate USD94.7 million (49.6%) to the
purchase of 6,000 Km of seismic data and USD96.1 million (50.4%) to exploring
36 wells, 20 of which are located in the Quifa block (USD43.4 million). The
Companyés exploration target foeseng9 10 i s
35% of which shall be in the Quifa block.

3. Exploitation and drilling: According to the Company, USD97 million (58.7%) is to
be invested in extraction at 113 wells operating in the Rubiales/Piriri field,
USD53.2 million (32.1%) in 36 wells operating in Quifa and USD15.3 million
(9.2%) shall be used to increase production at oil fields producing medium to
light crude oils so as to reach a net production of 11 KBOED by the end of
2010.

4. STAR (Synchronized Thermal Additional Recovery): The Company shall invest
USD25 million in the third stage of the STAR project being implemented in the
Rubiales/Piriri oil field. So far an MOE (Memorandum of Understanding) has
been signed with Ecopetrol, in its capacity as strategic partner, for the purpose
of researching and implementing this technology.

According to the issuer, the Company expects its gross production, with this investment
plan, to reach 225 KBOED (92 KBOED net) by 2010, which would represent an increase
of 125% over and above the production figure reported for 2009.

Box 3. CAPEX Financing Plan could increase the number of Company shares
outstanding

Pacific Rubiales expects to finance part of its CAPEX for 2010 with the proceeds of
selling options on t he Qsompa(:onypényintendsatoe
encourage holders of warrants to exercise their options, and for this purpose has
proposed a payment of CAD1.5 per warrant. Should all these warrants be exercised,
Pacific Rubiales would receive CAD345.6 million, and in this case would issue
44,311,220 shares representing 20.7% of its ordinary shares outstanding (213.6 million)
paying a total of CAD 66.5 million in incentives..

These warrants expire in December 2012 at a strike price of CAD7.8. The s h a rsdks
price (CAD14.8) has already exceeded the aforementioned strike price thereby
justifying the Companyds decision to en
Furthermore, this strategy would allow the Company to obtain additional liquidity without
any need to wait for these warrants to expire, taking full advantage of this injection of
capital to add value to the business.

Should 100% of these securities be exercised, there would be a significant increase in
the number of Company shares outstanding which could affect share performance in
the short-term. In the light of this situation, the listing of the PRE share on the
Colombian Stock Exchange could well reduce the impact that this equity dilution could
have, providing this is successfully carried out.

The exercising of these warrants could total CAD275 million which, at an exchange rate
of CAD/USD 1.06, would come to USD256 million. The remaining USD634 required to
finance t he Companyo6s invest ment pl an
resources.

® A warrant is a security that gives the holder the right to purchase a certain asset (in this case
shares) at a specific price during a set period of time. The difference between this type of asset and
a call option is that a warrant is 100% guaranteed by the issuer.

Valores Bancolombia
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Figure 1. Ordinary shares, warrants and options
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Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd.

High depreciation and foreign exchange loss explain financial results in 2009

Throughout the year, a large number of E&P companies have seen significant declines
in their operating revenues as a result of falling oil prices. Unlike these companies,
Pacific Rubiales E n e r gowrd gperating revenues have declined to a lesser extent
thanks to an aggressive strategy aimed at increasing its production levels. However,
substantial levels of depreciation and the amortization of its reserves, as well as the
effect of the exchange rate on the consolidation of its books have led to a considerable
decline not only in the Compamaghs net results

During the first nine months of this year, the Company's operating revenues declined by
6.2%, compared to the same period last year, to USD428 million. However, revenues per
barrel increased by 64.7% to USD91.1 given the rise in production levels.

On the other hand, and on a YTD basis at September of this year, operating costs rose
by 11.6% to USD202. This was mainly due to the increased levels of production at the
Rubiales oil field (80%). However, it is important to mention that production costs per
barrel dropped by 36.2% to USD21.33, thanks to lower costs of solvents required to
transport crude oil, as well as improvements made to the extraction process.

Furthermore, and due to the rapid increase in production at the Rubiales oil field, there

was a 100% increase in depreciation and amortization which came to USD133.4 million
during the first nine months of the year compared to the same period last year. This was

due to the Company having based levels of depreciation and amortization on the reserve
reports corresponding to December 31, 2008.
earnings declined by 55.9% during the first nine months of this year compared to the

same period last year.

Since the Company reports its profits in US dollars, but its financial statements are
posted in Colombian pesos and Canadian dollars, an foreign exchange loss was
reported on its P&L statement. During Q2 and Q3 of this year, both the Colombian peso
and the Canadian dollar gained against the US dollar, which implied a loss due to the
exchange difference of USD93.5 million at September, 2009. Here it is worthwhile
pointing out that in just Q3 of this year, this loss came to USD69.2 million.

On the other hand, interest expense came to USD25,1 million on a YTD basis, including
interest paid on bank loans and letters of credit. This item showed a considerable
increase throughout the year, given the interest on obligations incurred at the end of
2008 for the purpose of financing the Company6 2009 CAPEX totaling CAD240 million.

Valores Bancolombia
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Table 4. 2009 Financial Results
(in millions of dollars)

Item Q308 Q309 %Chg | AtSept08 AtSept09 % Chg
Operating revenues 202 157 -22.6% 456 428 -6.2%
Revenues per barrel 55.3 91.1 64.7% 45.1 84.0 86.5%
Operating costs 73 75 2.8% 181,408 202.4 11.6%
Costs per barrel 33.0 26.6 -19.4% 334 21.3 -36.2%
Depreciation and amortization 24.77 46,898 89.3% 66,569 133,432  100.4%
Costs per barrel 11.1 16.5 48.6% 12.2 14.0 14.6%
Operating earnings 104 34 -67.1% 207.87 91.72 -55.9%
Earnings per barrel 46.9 12.1 -74.2% 38.3 9.7 -74.8%
General and administrative costs 12 21 76.6% 30 48 61.2%
Costs per barrel 5.3 7.3 38.6% 5.4 5.0 -7.8%
Foreign exchange loss -5.012 69,279  1,382% 26,547 93,582 252.5%
Costs per barrel -2.2 24.4 1,083% 4.8 9.8 101.6%
Interest expense 3 11 238.5% 4 25 516.1%
Expense per barrel 15 3.9 166.0% 0.7 2.6 253.3%
Net earnings 78 -63 -180.6% 64 -129 -301.1%
Earnings per barrel 35.2 -22.2 -163.2% 11.8 -13.5 -215.0%
EBITDA 117,468 82,686 -29.6% 212.13 180.7 -14.8%
EBITDA per barrel 52.9 29.2 -44.8% 39.1 19.0 -51.3%

Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd. MDA.

Consequently, net earnings for the period showed a YTD loss of USD129 million, due to
losses sustained on the exchange difference (USD93.5 million), as well as lower
revenues per barrel of oil and increased operating costs, depreciation and amortization
expense. Based on this, the Company posted a pronounced decline in its profit margins
(Tabl e 5). The Company6s operating margi
of 2008 to 21% during the same period this year, while its EBITDA margin fell by 427 bp
to 42% with its net margin also falling from 14% to -30% in 2009.

Table 5. Profit Margins
(YTD at June 2009)

Profit Margins Q308 Q309 % Chg  AtSept08 AtSept09 % Chg
Operating margin 52% 22% -2.962 46% 21% -2.415
EBITDA margin 58% 53% -524 47% 42% -427
Net margin 39% -40% -7.902 14% -30% -4.425

Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd. MDA.
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Financial situation: USD2.5 billion in assets

At September 30, 2009, the Company's assets came to USD2.5 billion, that is to say
8.7% higher than at the end of 2008. USD1.96 billion (+ 3.2% versus year-end 2008) of
this figure corresponded to oil- and gas-producing assets as well as equipment,
USD165.4 million in cash and equivalents (+ 82.9% versus year-end 2008), USD113.9
million in receivables (+ 61.6% versus year-end 2008), USD99.6 million in investments in
the ODL pipeline (-17% versus year-end 2008) and USD139.4 million in other assets
(+26.4% versus year-end 2008).

Figure 14. Balance Sheet
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Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd.
With regard to the Companyds indebtedness,

USD216 million in convertible bonds maturing in 2013 and bearing an annual rate of 8%
with half-yearly coupons, (2) USD450 million in bonds placed on November 5 and
maturing on October 10, 2016 bearing a rate of 8.75%, and (3) USD34.5 million in
short-term obligations.

64% of this total represents fixed-rate obligations, 95% are long-term, 64% are
denominated in US dollars, 31% in Canadian dollars and 5% in Colombian pesos
(Figurel5).

Figure 15. Debt profile

®Shortterm ®Longterm ¥ Fixed rate ® Variable rate COP mUSD u CAD

Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd. MDA.

On the other h a n Diebt/Totak Asséte ratm avany fdom 9.9% in 2008 to
20.6% at September 30, 2009. The Debt/EBITDA ratio also rose from 1.0 x to 2.3 x at
the end of Q3 09, and upon including the issue of bonds totaling USD450 million, this
ratio would come to 3.1x. With regard to its Debt / EBITDA ratio, it is important to

mentiont hat the corresponding decline is not

obligations but to a drop in its revenues and the corresponding impact on EBITDA (See
Figure 16). Lastly it is important to underscore the fact that these ratios fully comply with

" According to the issuer, the proceeds from this issue shall be used to pay off an obligation worth
almost USD250 million and for financing the CAPEX plan for 2010.
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the covenants oft he Companyds c uwhick stipulate b Débty/ &BITDAN s

ratio of 3.5x.
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Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd. and
Bloomberg

DCF-based valuation analysis suggests a target price of CAD17 for December
2010.

We valued the share of Pacific Rubiales Energy Ltd based on a discounted free cash
model under a scenario of reserve depletion (2P). The corresponding time horizon
extends until 2016 and the main assumptions on which this model is based are as
follows: 1) an average annual production growth of 18% to 282 KBOED (117 KBOED
net) which is Iline with the Companybs p
per barrel of crude oil of USD30.4 and in the case of gas USD5.7M, 3) an average 18%
price differential in the case of heavy crude oil until 2016; 4) and average EBITDA
margin of 50% during the operating period until 2016; 5) an average cost of debt in
dollars of 8.1%, based on the terms and conditions of its dollar loans as well as allowing
for the expiry of the Rubiales contract with Ecopetrol in 2016.

roject

Operating Earnings: The Companyo6s projected opiesatémn@s me

estimated production figures as well as an average price of crude oil of USD95 a barrel
between 2010 and 2016 this based on the pricing forecasts from EIA (Energy
Information Administration).

Figure 17. Estimated crude oil prices - WTI and PRE
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Source: EIA

In terms of production levels, heavy crude oil is expected to increase at an average rate
of 20% to 160 KBOED by 2016 (74 KBOED net), assuming an 18% price discount with

regard to the benchmark WTI oi l prices.
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therefore go from USD373 million in 2009 to USD1,911 million in 2016. With regard to
light crude oil, an average production growth of 7% is estimated, reaching 90 KBOED in
2016 (17 KBOED net), which would produce revenues of USD427 million in this same
year, taking into account a 6% price discount on the benchmark price of crude oil, based
on the results for 2008 (See Figure 18). With regard to gas, we assumed an average
production growth of 6% reaching 32 KBOED in 2016 (27 KBOED net). The model also
includesthe it a k e agreenpenty signed with Gecelca and Proeléctrica covering a
total of 10 KBOED in 2010. Revenues from this activity are expected to reach USD928
million by 2016.

The total production of hydrocarbons and gas would therefore rise to 282 KBOED by
2016 (117 KBOED net), which would represent an annual average growth of 21% as well
as revenues of almost USD3,266 million towards the end of the valuation period (See
Figurel8).

Figure 18. Estimated net production and revenues
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Source: Valores Bancolombia.

Production Costs: At the end of 2008 production costs were broken down as follows:
upgrading costs (36%), transport (30%), lifting (14%) and other production costs (21%).
With the start-up of the ODL pipeline and the use of naphtha to upgrade the heavy crude

oil, transport and upgrading costs are expected to decline significantly during this
valuation period. By the end of 2016, the
USD1,149 million (Figure 19). This corresponds to a CAGR of 15% and an average cost

of USD30.4 per barrel.

Figure 19. Projected production costs
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Source: Valores Bancolombia.
CAPEX: We accounted for the Company fulfilling its investment plan that includes capital

investments of USD1,830 million between 2010 and 2012. For the following years, we
have assumed an ongoing CAPEX of around 17% of total revenues (Figure 20).
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Figure 20. Pacific Rubiales Energy Ltd i Capex
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Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd.

Debt According to the issuer and after issuing bonds worth USD450 in November, 2009,
no additional bond issues are expected from this E&P company.

Margins:Over the projected time horizon, the Comp:
average of 50% (Figure 21). This is mainly due to a reduction in transport costs as the

ODL pipeline company extends its capacity and the Company harnesses its synergies

with the new oil production expected for the Quifa block. By 2016, the Company's

EBITDA is expected to reach USD1,882 million, which would be the equivalent of an

CAGR of 28%.

Figure 21. EBITDA
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Source: Valores Bancolombia based on data sourced from Pacific Rubiales Energy Ltd.

Continuity value: We accounted for the expiry of the Rubiales/Piriri contract signed with
Ecopetrol in 2016. As of this year we calculated the reserves pertaining to Quifa and La
Creciente and carried out a reserve depletion exercise which gave a present value of
USD1,530 million.

Discount rate: Here we assumed a moving discount rate (WACC) with a cost of debt of
8.7% in dollars which is in keeping with its current debt in the mid-term along with a beta
of 0.88. The beta is adjusted as the Companyéo6s

Valores Bancolombia
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Table 6. Discount rate (WACC)

2009 2010 2011 2012 2013 2014 2015 2016

Depreciation 30% 3.0% 3.0% 25% 25% 25% 25% 2.0%
Income tax 33.0% 33.0% 33.0% 33.0% 33.0% 33.0% 33.0% 33.0%
Kd E.A. 87% 87% 87% 87% 87% 87% 87% 87%
Kd (1-t) E.A. 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 3.4% 3.4%
Rf 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%
Country risk 25% 25% 25% 25% 25% 25% 25% 2.5%
Market premium 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0%
E/E+D 82.7% 84.4% 855% 87.9% 89.3% 90.5% 91.5% 92.1%
E/E+D 17.3% 15.6% 145% 12.1% 10.7% 9.5% 8.5% 7.9%
Beta - Unleveraged 0.88 0.90 0.90 0.86 0.86 0.86 0.86 0.86
Beta - Leveraged 1.12 1.12 1.00 0.94 0.93 0.92 0.91 0.91
Ke (USD) 13.2% 13.2% 125% 12.1% 12.1% 12.0% 12.0% 12.0%
WACC (USD) 11.5% 14.6% 14.1% 13.5% 13.7% 13.7% 13.8% 13.3%

Source: Valores Bancolombia.

Results: Table 7 shows the results of our valuation, providing a target price of USD17
(COP30.000) per share® at December, 2010. It is important to mention that the amount
of shares in which the value of the Company is divided includes the exercising of the
warrants issued to finance next year6 €APEX.

Table 7. Target Price for 2010E
(in millions of dollars)

Target Price 2010E
NPV FCL 2,143
NPV continuity value 1,530
= Value of operations 3,673
- Indebtedness 463
+ Other assets and liabilities 906
-Minority interest 3
= Business value 4,112
# Shares outstanding (millions) 256
= Target price per share(CAD) 17.0

Source: Valores Bancolombia's own calculations

Sensitivity analysis

Table 8 shows the sensitivity of the valuation analysis to the discount rate and beta
assumptions. Here we see the 2010E target price fluctuating within a potential range of
between CAD19.6 and CAD16.3 per share (COP35,100 and COP28,800).

8 We assumed a CAD/USD rate of 1.06 based on Bloomberg estimates for year-end 2010 and a
peso: dollar exchange rate of COP1.870 this based on the Bancolombia Group's own forecasts for
year-end 2010.
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