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Increased visibility on pre-commercial demo

Leigh Creek Energy’s pre-commercial demonstration (PCD) continues to
show progress, with funding now in place from China New Energy (CNE)
and major construction contracts awarded and fabrication underway. The
third and final tranche of funding of A$12.5m is due to settle after a
shareholder vote later this quarter while regulatory approvals remain on
the critical path in order for LCK to meet a late 2017 first gas target. Our
RENAV remains at $0.26/share post equity dilution. We continue to risk our
valuation with a subjective 20% chance of commercial success —we
expect to revise this risking on completion of the demonstration project.

Revenue PBT* Capex Net cash  Free cash flow
Year end (A$m) (A$m) (A$m) (A$m) (A$m)
06/15 0.0 7.7) (1.2) 14 (2.1)
06/16 0.0 (5.4) (1.8) 8.7 (5.8)
06/17e 0.0 (2.9) (0.0) 10.7 (2.0)
06/18e 0.0 (2.9) (16.0) 7.8 (18.8)

Note: *PBT and EPS are normalised, excluding amortisation of acquired intangibles,
exceptional items and share-based payments.

Securing South Australian power supplies

A state-wide power blackout in September 2016 led Jay Weatherill's government to
take unprecedented steps to secure South Australia (SA) energy supplies. Short-
term measures have dominated recent newsflow, with Tesla tasked to build the
world’s largest capacity and output lithium-ion battery within state, and APR Energy
contracted to supply 200MW of mobile dual fuel generator supply. While the bulk of
this new gas-powered capacity is expected to be used to reduce instability rather
than act as baseload, concerns are being raised about the state’s ability to source
gas to power this generation fleet given forecast gas shortages.

LCK pre-commercial gas demonstration in 2017

LCK is now fully funded through its planned PCD, a significant de-risking event. On
10 July 2017, LCK awarded contracts for fabrication and installation of gas handling
equipment, controls and instrumentation and communication systems. On 28 July
2017, the company announced that a further two contracts have been awarded for
key process facilities and gas analysis instrumentation. Newsflow is expected
shortly on further contract awards for on-site generation and storage equipment
with LCK. Regulatory approval and community engagement has to be completed
before first-gas extraction in late 2017.

Valuation and sensitivities

Our risked valuation of A$0.26/share incorporates LCK’s announced equity injection
and associated dilution. We assume commercial demonstration in late 2017/early
2018 and first commercial gas production in 2021. Key project sensitivities include
the timing of relevant permits and approvals for demonstration and full field
commercialisation and LCK’s ability to attract capital/farm-out the upstream
development and to attract power/pipeline partners for mid-stream elements of the
project.
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SA energy crisis continues

SA has been at the epicentre of the Australian energy crisis, with gas and electricity prices at record
highs. With 40% of SA energy generated by renewable sources, such as wind and solar, and a
material increase in non-synchronous generation within the supply-mix, the grid has become more
susceptible to shortages and the need for load shedding. Wind and solar have a lower inertia,
which means the systems have a higher rate of frequency change and they are also an intermittent
power supply requiring backup from storage or conventional sources of generation capacity.

SA has become increasingly reliant on its single interconnector to import power supply, the
Heywood interconnector to Victoria. In recent months, the Heywood interconnector has incurred
reliability issues when strained, leaving SA isolated from the national grid. Plans for a second
interconnector to New South Wales have been discussed, but at a cost of between A$500m-A$1bn
would prove to be an expensive solution and one still reliant on the availability of import capacity.
The dependency on one interconnector and lack of competition in SA means it can struggle to meet
demand. On 8 February 2017, wind could only produce 2.5% of the state’s electricity and, with the
Heywood interconnector already at the maximum, the Australian energy market operator (AEMO)
started load shedding as demand was too great. This left 40,000 SA households and businesses
without electricity.

Exhibit 1: South Australia importing
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The final report by AEMO on the 28 September 2016 blackout highlighted the need for an
assessment of safety features, and increased interconnectivity, local competition and synchronous
generation. With ever-increasing use of renewable energy, the SA government needs to be able to
access stored power or backup sources of supply in order to increase energy security.

Implementation of government plans

The SA government announced in March 2017 a high-profile A$500m contingency plan to improve
the supply of electricity, which has compelled a number of blue-chip power providers to offer
solutions. This has included the likes of Tesla, which has been tasked with the role of building the
world’s largest capacity and output lithium-ion battery. The battery will be able to store 1229MWh and
has a maximum output of 200MW. CEO Elon Musk himself said the battery is to be built in “100
days once the contract is signed, or it is free.” It is hoped that it can be built before summer and will
be linked to a wind farm north of Adelaide.
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Exhibit 2: Electricity prices
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Jay Weatherill, the Premier of SA, announced that the state government will lease a range of nine
new portable diesel generators from APR Energy (APR). APR reported that it should be in place
before 1 December 2017. After two years, the state will have the option to purchase the newest
generation of GE TM2500 turbines and turn them into a permanent gas generator. They will
produce 267MWh of power together and are expected to be under the budget of A$360m.

The battery and portable generators are not designed to drive down prices, but to reduce volatility
and assist during peak times, mitigating the risk of blackouts and load shedding. Hypothetically, this

should then reduce electricity prices as it reduces risk premiums incorporated in energy companies’
contracts.

The proposed gas generator and increased use of gas in turn poses its own problem. The
government announced in March 2017 that there will be a gas shortage by 2019 in SA and other
states could be affected by 2020. It has since reduced its risk level due to new proposals from
Arrow for a major expansion with new wells and pipelines to double production at its Surat Basin
site, as well as the option to redirect some exported liquefied natural gas (LNG) to domestic supply.

There remains tension between the federal government and the SA government over the energy
crisis.

Australia was the second-largest exporter of LNG in 2016 and has neglected domestic supply,
causing prices of electricity and gas to increase year-on-year. Last month, the three main providers
— Origin, AGL and EnergyAustralia — all announced increases in gas and electricity of up to 20% for
retail customers. They have blamed the increase on wholesale gas and electricity prices.

Exhibit 3: Gas prices
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LCEP PCD progress

On 10 July 2017, LCK announced it had assigned two construction contracts, after an intensive
tender process supported by the SA government. The first contract with Ottoway Engineering will
provide LCK with bespoke gas handling equipment for the PCD to take gas from the underground
gasifier to the thermal oxidiser. The scope of the contract is the fabrication and installation of the
above-ground plant for piping, knock-out, metering and condensate handling skids. The second is a

contract with ATSys, which will provide electrical, controls and high-end communication and data
transfer systems for the PCD.



< EDISON

Exhibit 4: Progress chart
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It was announced at the quarterly update on 28 July 2017 that LCK had awarded a further two
contracts to Gasco and ABB Australia (ABB). Gasco won the contract to supply the thermal oxidiser
and cold vent. The thermal oxidiser combusts syngas at high temperatures and the cold vent is a
safety measure to release the pressure in the result of a blockage. ABB has been awarded the
contract to supply the gas analyser and gas instruments. This will analyse the Syngas composition
for commercial considerations. LCK is yet to award contracts for the generator, diesel storage and
water tanks, but has already secured funding.

Exhibit 5: Site plan

Source: Leigh Creek Energy

LCK has received the first two tranches of financing from CNE and the third and largest tranche of
A$12.5m at A$0.15 per share will be subject to a shareholder vote at a general meeting in
September as it will increase CNE's stake to greater than 20%. Having obtained A$9.3m of funding
from the first and second tranche, the LCEP is accelerating quickly and it is anticipated that plant
fabrication of the PCD will be installed in November 2017. The total amount raised will be
A$21.85m, before fees with an average share price of A$0.146. LCK remains on track to be fully
funded for the completion of PCD, through tranche three and continued access to the
Commonwealth Bank of Australia R&D working capital debt facility.
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Valuation

Core elements of our valuation of LCK are provided in our

(2 February 2017). We

recently updated our valuation to reflect equity funding for the company’s ISG demonstration project
and a delay of LCEP first gas to 2021 (compared to 2020), offset by a roll-forward of our NAV
discount date from 2016 to 2017. We flag that this is based on a subjective 20% chance of
commercial success and assumed farm-out of the upstream full field development. Further details
of gross project economics and farm-out assumptions can be found in our initiation note.

Exhibit 6: LCK valuation — farm-out of upstream: Base case

Asset Country

Net cash end 2018 after
demonstration spend

SG&A - NPVyo of two years
Tax rebate
Development

LCEP Australia

Core NAV
RENAV

Diluted

Wi

%
100%

100%
100%

31%

CoS

%
100%

100%
100%

20%

Recoverable reserves NPV/GJ  Netrisked Value per share
Gross Net value risked

PJ PJ A$/GJ A$m A$/share

8 0.02

U] (0.02)

7 0.02

2,955.3 916.1 0.52* 95 0.24
103 0.26

103 0.26

Discount rate
10% 15%
A$/share A$/share

0.02 0.02
002)  (0.02)
0.02 0.02
0.33 017
0.35 0.19
0.35 0.19

Source: Edison Investment Research. Note: *Derived from LCEP DCF valuation including the positive value impact of cost carry.

A sensitivity to our chance of success assumption (20% base case) is provided below. The market
implied chance of success, post equity dilution, currently stands at 12%.

Exhibit 7: RENAV sensitivity to commercial chance of success % (post farm-down)
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50%

In addition, we recognise that there will be several phases of de-risking as the LCEP project

progresses through successful demonstration, full appraisal, environmental permitting, full-field
development funding and partner alignment. We attempt to demonstrate this de-risking and the
potential impact on valuation in Exhibit 8 below.
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Exhibit 8: Potential de-risking impacts on RENAV (post farm-down)
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At the current share price, LCK offers investors an option on realising value from ISG in South
Australia. LCEP has what appears to be an optimal site for an ISG project in a state with a need for
additional baseload power capacity. The project does not come without technical and commercial
risks; however, we expect technical and environmental aspects to be materially de-risked through
the company’s upcoming pilot programme in 2017.

Financials

The remaining net cost of LCK’s ISG demonstration project including operational spend is
estimated at c A$16m and is expected to be funded through the company’s recently announced
equity funding round of gross proceeds of A$21.85m.

Our LCK financial forecasts do not reflect LCEP first gas until our modelled start-up date of early
2021; however, we see potential for this to slip as the first gas from demonstration is now expected
by end 2017. In our base case forecasts below we assume LCK is cost-carried for its portion of
LCEP capex costs prior to first gas, hence there is minimal capex beyond 2018 in our financial
forecasts. The availability and cost of farm-out funding is an investment risk — further details of
which are provided in our recent initiation
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Exhibit 9: Financial summary

A$m
June
PROFIT & LOSS
Revenue
Cost of Sales
Gross Profit
EBITDA
Operating Profit (before amort. and except.)
Intangible Amortisation
Exceptionals
Other
Operating Profit
Net Interest
Profit Before Tax (norm)
Profit Before Tax (FRS 3)
Tax
Profit After Tax (norm)
Profit After Tax (FRS 3)

Average Number of Shares Outstanding (m)
EPS - normalised (c)

EPS - normalised and fully diluted (c)

EPS - (IFRS) (c)

Dividend per share (c)

BALANCE SHEET
Fixed Assets
Intangible Assets
Tangible Assets
Investments

Current Assets

Stocks

Debtors

Cash

Other

Current Liabilities
Creditors

Short term borrowings
Long Term Liabilities
Long term borrowings
Other long term liabilities
Net Assets

CASH FLOW
Operating Cash Flow
Net Interest

Tax

Capex
Acquisitions/disposals
Financing

Dividends

Net Cash Flow
Opening net debt/(cash)
HP finance leases initiated
Other

Closing net debt/(cash)

(4.0)
0.0
0.0

(1.8)
0.0

131
0.0
73

(L4)
0.0
0.0

8.7)

2.0)
0.0
0.0
0.0
0.0
41
0.0
21

8.7)
0.0
0.0

(10.7)

(28)
0.0
0.0

(16.0)
0.0

159
0.0

(2.9)

(10.7)
0.0
0.0

(7.8)

2019e
IFRS

0.0
0.0
0.0

(3.0)

(3.0)
0.0
0.0
0.0

(3.0)
01

2.9)

(2.9)
72
43
43

4024
11
11

2020e
IFRS

0.0
0.0
0.0

(3.0)

(3.0)
0.0
0.0
0.0

(3.0)
0.1

(2.9)

2.9)
0.0

(2.9)

(2.9)

4024
©.7)
©.7)
©.7)

0.0

2021e
IFRS

12.3

(15.7)

Source: Edison Investment Research, Leigh Creek Energy. Note: *Capex beyond 2018 funded through assumed farm-down. **R&D

tax rebate.
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Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector
expertise. At Edison Investment Research, our research is widely read by international investors, advisers and stakeholders. Edison Advisors leverages our core research platform to provide differentiated services including
investor relations and strategic consulting. Edison is authorised and regulated by the . Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ
is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison
US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Pty Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison. Edison Germany
is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2017 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Leigh Creek Energy and prepared and issued by Edison for publication globally. All information used in the
publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report
represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This
research is issued in Australia by Edison Investment Research Pty Ltd (Corporate Authorised Representative (1252501) of Myonlineadvisers Pty Ltd (AFSL: 427484)) and any access to it, is intended only for "wholesale
clients" within the meaning of the Corporations Act 2001 of Australia. The Investment Research is distributed in the United States by Edison US to major US institutional investors only. Edison US is registered as an
investment adviser with the Securities and Exchange Commission. Edison US relies upon the “publishers' exclusion from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of
1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in which we believe our readers may be interested and this
information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in any manner whatsoever as, personalised advice. Also, our
website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The research in this
document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the purpose of the
Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the topic of this
document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A marketing
communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any prohibition on
dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report. Edison or its
affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden swings. In
addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future performance. Forward-looking
information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks,
uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations. For the purpose of the FAA, the content of this
report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or disposing (including refraining from acquiring or
disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class service” provided by Edison within the meaning of
the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To the maximum extent permitted by law, Edison, its
affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any of the information contained in this report and do
not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE”) © FTSE 2017. “FTSE®" is a trade mark of the London Stock Exchange Group companies and is
used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in the
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+49 (0)69 78 8076 960 +44 (0)20 3077 5700 +1 646 653 7026 +61 (0)2 8249 8342
Schumannstrasse 34b 280 High Holborn 295 Madison Avenue, 18th Floor Level 12, Office 1205
60325 Frankfurt London, WC1V 7EE 10017, New York 95 Pitt Street, Sydney

Germany United Kingdom us NSW 2000, Australia


https://register.fca.org.uk/ShPo_FirmDetailsPage?id=001b000000MfYL6AAN
http://www.edisongroup.com/

	Securing South Australian power supplies
	LCK pre-commercial gas demonstration in 2017
	Valuation and sensitivities
	SA energy crisis continues
	Implementation of government plans

	LCEP PCD progress
	Valuation
	Financials

