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Metgasco Limited (MEL) In Brief

ERM Power takes a strategic stake Recommendations
Short Term: Spec. BUY
[J Independent power generator and retailer ERM Power Ltd yesterday Long Term: Spec. BUY

revealed that it had accumulated a six percent shareholding in coal seam Risk: High

gas developer Metgasco Ltd. The disclosure by ERM is a pointer to a T

largely hidden struggle among large gas buyers in Queensland and New ~ PriC€: $0.36

South Wales to secure long-term low-coast gas supplies before LNG Price Target: $0.65

projects commence in Queensland, trebling industrial gas prices.

[0 ERM power has two large gas-fired power stations under consideration Snapshot

for development — Braemar Il near Dalby in Queensland and Wellington | Monthly Turnover $9.9m

in central New South Wales — which will require secure gas supplies Market Cap $113m

before a final investment decision can be made. ERM plans to sell down Shares Issued 337.4m

up to 50 percent of the equity in each power station, and to maximise 52-Week High $0.62

shareholder value it will need gas supply arrangements in place. 52-Week Low $0.22
Sector Energy

[0 Metgasco remains in talks with several potential gas buyers, including
parties that are developing LNG plants at Gladstone, Queensland. In
recent presentations to investors, Metgasco managing director Mr Peter
Henderson mentioned that an initial LNG supply deal would be likely to be
around 30Pj of gas a year, a very large volume that would test
Metgasco’s ability to rapidly ramp up production. It is our belief that, in the
short term at least, a supply deal with ERM and an LNG supply deal
would be mutually exclusive.

Business Description

Metgasco Limited (MEL) is an emerging gas
producer that owns petroleum exploration and
development rights to most of the Clarence-
Moreton Basin in northern New South Wales. The
company is likely to become an LNG producer.

[0 Recommendation: Metgasco is a deeply under-valued emerging gas )
producer with significant upside potential and wide corporate appeal. We 12-Month Price and Volume
rate the stock as a Speculative BUY. Due to the high risks entailed in Volume (m) —MEL
early stage exploration companies, the stock is not recommended for
investors with low risk tolerance.

$0.60

8

6 | (J‘\\m 3050
L
4 L\"‘J“‘M $0.40

2 L\P“q-\,.,\ — $0.30
wm |

0 ° - _ - - _ %020
Metgasco: Investment Summary = E 5 5 B = B
Year to June 30 2000 2010 2011 2012 2013 ° = &
Revenue $m 1 1 1 3
EBITDA $m 45 4.6 4.9 3.6 Analyst Name — Ivor Ries
EBIT $m 45 47 5.0 37 03 9602 9275 iries@baillieu.com.au
Reported Profit $m -4.5 4.7 -5.0 -3.7
Adjusted Profit $m 45 47 -5.0 3.7 Disclosure: The author owns no shares in MEL.
EPS (reported) ¢ 0.0 -1.8 -1.9 -1.4 -1.0
EPS (adjusted) ¢ 0.0 -1.8 -1.9 -1.4 -1.0
EPS Growth (%) N/A N/A N/A N/A N/A
PER (reported) (x) N/A N/A N/A N/A
PER (adjusted) (x) N/A N/A N/A N/A
Dividend ¢
Yield %
Franking % 0 0 0 0 0
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ERM acquires a strategic stake

O

Independent power generator and retailer ERM Power Ltd
yesterday revealed that it had accumulated a six percent
shareholding in coal seam gas developer Metgasco Ltd.
The disclosure by ERM is a pointer to a largely hidden
struggle among large gas buyers in Queensland and New
South Wales to secure long-term low-coast gas supplies
before LNG projects commence in Queensland, trebling
industrial gas prices.

ERM power has two large gas-fired power stations under
consideration for development — Braemar Il near Dalby in
Queensland and Wellington | in central New South Wales —
which will require secure gas supplies before a final
investment decision can be made. ERM plans to sell down
up to 50 percent of the equity in each power station, and to
maximise shareholder value it will need gas supply
arrangements in place.

Until recently ERM has pinned its gas supply hopes on a
gas supply memorandum of understanding with Eastern
Star Gas, which would have delivered 20Pj of gas a year
over 25 years.

However, following the Santos-TruEnergy takeover of
Eastern Star, there is considerable doubt that Eastern Star
will deliver any gas to ERM. While 20 percent of Eastern
Star’s gas output is to be made available to TruEnergy for
domestic gas supplies and power generation, Santos will
take the balance, most likely to supply its LNG project in
Gladstone.

Therefore ERM’s move onto the Metgasco register may be
seen as a pre-emptive move to put itself into a blocking
position on the Metgasco register, giving it greater say over
how Metgasco’s reserves are finally carved up.

The following chart shows our modelling of ERM'’s
hypothetical gas requirement if the proposed Braemar Ill
and Wellington | power stations were to commence
construction within the next six months. Based on the
assumption that Braemar |1l operates as a mixed peak and
shoulder generator, ERM will require around 16 Pj of gas
by 2019.

Metgasco remains in talks with several potential gas
buyers, including parties that are developing LNG plants at
Gladstone, Queensland. In recent presentations to
investors, Metgasco managing director Mr Peter
Henderson mentioned that an initial LNG supply deal
would be likely to be around 30Pj of gas a year, a very
large volume that would test Metgasco’s ability to rapidly
ramp up production. It is our belief that, in the short term at
least, a supply deal with ERM and an LNG supply deal
would be mutually exclusive.

Metgasco continues to trade at a deep discount to our
valuation and to industry transaction yardsticks. In our
view this discount will be removed as the company meets
project delivery milestones, including connection of its first
industrial gas customers and commencement of production
from the Richmond Valley power Station.
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Metgasco Indicative Valuation Summary

Gas In High
Permit/ Place Low Value Value
Project (PJ) ($m) ($m)
PEL 16 3416 276 346
PEL 13 3231 102 646
PEL 426 1692 169 338
Conventional Gas 51 83
Total $m 599 1413
ST Funding Requirement $m -60 -60
Net Enterprise Value $m 539 1353
FD Capital ** mill 685 685
Indicative Value Per Share $/shr 0.79 1.98

** Adjusted for future capital issues
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E.L. & C. Baillieu Stockbroking Ltd
Metgasco Limited (MEL)
Analyst: Ivor Ries Recommendations:
Date: 30 Sep 2011 Short Term: Spec.
Share Price: ($A) $0.36 Long Term: Spec.
Issued Shares: 337.4m Valuation: $1.16
Market Cap: $113m Price Target $0.65
Financial Performance ($m) Cash Flow ($m)
Year End: June 30 2010(A) 2011(E) 2012(E) 2013 (E) Year End: June 30 2010 (A) 2011(E) 2012(E) 2013 (E)
Sales Revenue 1.0 0.9 1.0 3.0 Receipts from customers 0.0 0.0 0.4 3.8
EBITDA -4.5 -4.6 -4.9 -3.6 Payments to suppliers -4.9 5.5 -6.0 -6.6
Depreciation 0.1 0.1 0.0 0.1 Other 1.0 0.9 0.6 0.8
EBITA -4.5 A7 5.0 -3.7 Operating Cash Flow -3.9 -4.6 5.0 2.0
Amortisation 0.0 0.0 0.0 0.0 Capital Expenditure -22.6 -10.7 -15.8 -12.5
EBIT -4.5 4.7 5.0 3.7 Other 04 0.0 0.0 0.0
Net Interest 0.0 0.0 0.0 0.0 Investing Cash Flow -22.2 -10.7 -15.8 -12.5
Other Non-Oper Inc/(Exp) Proceeds from Issues 28.9 0.0 34.0 0.0
Pre-tax Profit -4.5 4.7 -5.0 -3.7 Net Borrowings 0.1 0.1 0.0 0.0
Tax 0.0 0.0 0.0 0.0 Dividends
Associates Other 0.0 0.0 0.0 0.0
Outside Equity Int. Financing Cash Flow 29.0 0.1 34.0 0.0
Reported NPAT -4.5 4.7 -5.0 -3.7 Net Change in Cash 2.8 -15.2 13.2 -145
Significant Items Cash at Begin. of Year 17.3 20.1 49 18.1
Discontinued Items Exchange Rate Adj.
Adjusted Profit -4.5 4.7 5.0 3.7 Cash at End of Year 20.1 49 18.1 37
Balance Sheet ($m) Ratios
Year End: June 30 2010 (A) 2011 (E) 2012 (E) 2013 (E) _Year End: June 30 2010(A) 2011(E) 2012(E) 2013 (E)
Cash 20.1 49 18.1 3.7 EBITDA Margin (%) -455.0%  -520.9%  -476.5%  -118.6%
Receivables 0.7 0.9 0.9 0.9 EBIT Margin (%) -460.6%  -527.6%  -479.4%  -122.6%
Inventories 1.2 1.4 1.4 14 NPAT Margin (%) -462.7%  -5289%  -479.4%  -122.6%
Other 0.0 0.0 0.0 0.0 Return on Assets (%) -6.0% -6.6% -5.0% -3.8%
Current Assets 22.0 7.2 204 5.9 Return on Equity (%) -6.3% -6.8% -5.1% -4.0%
Investments Net Debt to Equity (%) -27.4% -6.6% -18.1% -3.4%
Prop, Plant & Equip 43 45 12.0 12,5 Net Interest Cover (x)
Intangibles (net) 0.0 0.0 0.0 0.0 Fixed Charges Cover (x)
Other 485 59.3 67.6 79.5
Non-current Assets 52.8 63.8 79.6 92.0 Valuation
Total Assets 74.8 71.0 100.0 979  _Year End: June 30 2010(A) 2011(E) 2012(E) 2013 (E)
Payables 15 1.7 1.4 4.2 Basic EPS ¢ -1.8 -1.9 -1.4 -1.0
Borrowings 0.1 0.2 0.2 0.3 Adjusted EPS ¢ -1.8 -1.9 -14 -1.0
Provisions & Other 0.1 0.1 0.1 0.1 EPS Growth N/A N/A N/A N/A
Current Liabilities 1.7 2.0 1.7 46 P/E Ratio (x) N/A N/A N/A N/A
Payables DPS ¢
Borrowings 0.2 0.3 0.2 0.2 Yield (%) % % % %
Provisions & Other 0.4 0.4 0.4 0.4 Franking (%)
Non-current Liabilities 0.6 0.7 0.6 0.6
Total Liabilities 2.3 2.6 2.3 5.2
Share Capital 83.0 83.2 117.1 117.1
Reserves 3.8 41 4.1 4.1
Retained Profits -14.3 -18.8 -23.5 -28.5
Shareholders Equity 725 68.4 97.7 92.7
Outside Equity Int.
Total Equity 725 68.4 97.7 92.7
Total Funds Employed 72.8 68.8 98.1 93.2

Recommendations

Buy: Share price expected to appreciate by more than 10% during next 12 months.
Accumulate: Share price expected to appreciate by more than 10% during next 12 months. However, further short-term weakness possible.
Hold: Share price expected to trade between +10% and -10%.
Lighten: Share price expected to fall by more than 10% during next 12 months. However, share price may appreciate marginally in short term.

Sell: Share price expected to fall by more than 10% during next 12 months.
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Disclaimer

This document has been prepared and issued by:
E.L. & C. Baillieu Stockbroking Ltd

ABN 74 006 519 393

AFS Licence No. 245421

Participant of ASX Group

Participant of NSX

Disclosure of Potential Interest and Disclaimer

E.L. & C. Baillieu Stockbroking Ltd (Baillieu) and/or its associates may receive
commissions, calculated at normal client rates, from transactions involving securities of
the companies mentioned herein and may hold interests in securities of the companies
mentioned herein from time to time. Your adviser will earn a commission of up to 50% of
any brokerage resulting from any transactions you may undertake as a result of this
advice.

This advice is issued on the basis that:

a) in preparing the advice, Baillieu did not consider whether the advice is appropriate
in light of the particular investment needs, objectives and financial situation of the
investor(s) or prospective investor(s); and

b)  before making an investment decision on the basis of the advice contained herein,
the investor(s) or prospective investor(s) need to consider whether the advice is
appropriate in light of their particular investment needs, objectives and financial
circumstances.

When we provide advice to you, it is based on the information you have provided to us
about your personal circumstances, financial objectives and needs. If you wish to rely on
our advice, it is important that you inform us of any changes to your personal investment
needs, objectives and financial circumstances.

If you do not provide us with the relevant information (including updated information)
regarding your investment needs, objectives and financial circumstances, our advice
may be based on inaccurate information, and you will need to consider whether the
advice is suitable to you given your personal investment needs, objectives and financial
circumstances. Please do not hesitate to contact our offices if you need to update your
information held with us. Please be assured that we keep your information strictly
confidential.

No representation, warranty or undertaking is given or made in relation to the accuracy
of information contained in this advice, such advice being based solely on public
information which has not been verified by E.L. & C. Baillieu Stockbroking Ltd.

Save for any statutory liability that cannot be excluded, E. L. & C. Baillieu Stockbroking
Ltd and its employees and agents shall not be liable (whether in negligence or
otherwise) for any error or inaccuracy in, or omission from, this advice or any resulting
loss suffered by the recipient or any other person.

Past performance should not be taken as an indication or guarantee of future
performance, and no representation or warranty, express or implied, is made regarding
future performance. Information, opinions and estimates contained in this report reflect a
judgement at its original date of publication and are subject to change without notice.
The price, value of and income from any of the securities or financial instruments
mentioned in this report can fall as well as rise. The value of securities and financial
instruments is subject to exchange rate fluctuation that may have a positive or adverse
effect on the price or income of such securities or financial instruments.

E.L. & C. Baillieu Stockbroking Ltd assumes no obligation to update this advice or
correct any inaccuracy which may become apparent after it is given.

Authors of company comments may hold shares in companies mentioned.

Contact Details

E.L. & C. Baillieu Stockbroking Ltd
ABN 74 006 519 393
Website: www.baillieu.com.au

Melbourne

Level 26, 360 Collins Street, Melbourne VIC 3000
PO Box 48, Collins Street West, Melbourne VIC 8007
Ph (03) 9602 9222 Fax (03) 9602 2350

Email: baillieu@baillieu.com.au

Sydney

Level 18, 1 Alfred Street, Sydney NSW 2000
PO Box R1797, Royal Exchange NSW 1225
Ph (02) 9250 8900 Fax (02) 9247 4092
Email: sydney@baillieu.com.au

Bendigo

Cnr Bridge & Baxter Streets, Bendigo VIC 3550
PO Box 40, Bendigo VIC 3550

Ph (03) 5443 7966 Fax (03) 5442 4728

Email: bendigo@baillieu.com.au

Newcastle

Level 1, 120 Darby Street, Cooks Hill NSW 2300
PO Box 111, The Junction NSW 2291

Ph (02) 4925 2330 Fax (02) 4929 1954

Email: newcastle@baillieu.com.au

Perth

Level 10, 191 St Georges Terrace, Perth WA 6000
PO Box 7662, Cloisters Square, Perth WA 6850
Ph (08) 6141 9450 Fax (08) 6141 9499

Email: perth@baillieu.com.au
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