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Overview
ERC Equipoise has updated its independent review of Elixir’s prospective
resources, lifting the mid-case risked estimate (2U) by 92% to 14.6 tcf (prev.
7.6 tcf). The increase recognizes greater gas in place and higher geological
chance of success (30% vs. 19% prev.), based on recent drilling. Results from
the two core holes indicate high gas content (8.6-8.9 m3/t DAF) and fully
saturated coals, indicating good CBM potential. With cash at bank and inthe-money options due by end December Elixir is funded to continue
exploration and appraisal in the new year. We value Elixir at $0.29/sh (prev.
$0.27), with a range from $0.11-0.52/sh, depending on resource outcomes.
Key points
Background: Large gas resource close to China: Elixir holds 100% of the
Nomgon IX CBM production sharing contract (PSC), covering ~30,000 km2
adjacent to the border with China. The prospective gas resource is large,
with a risked best (mid) case independent estimate of 14.6 Tcf recoverable.
Phase 2 drilling expands prospective resource: Elixir has drilled nine wells
(two core, seven stratigraphic) spanning 62 km across the PSC. All holes
have intersected coals, ranging in thickness from 6 to ~90 m. The two core
holes delivered gas contents of 8.9 and 8.6 m3/t on a dry ash free basis, with
good permeability and full saturation, indicating gas flow from future pilot
and production wells should not require extended dewatering.
Contingent resource assessment to follow: An initial contingent (i.e.
discovered) resource estimate for the Nomgon sub-basin is expected next
year following further analysis of recent drilling data. We would expect
initial discovered volumes to be small, limited to the Nomgon project area.
However, independent confirmation of suitable CBM coals will reduce
project risk and contingent volumes should increase with ongoing drilling.
Nomgon project pilot production test in 2021: Gas content, permeability
and seam thickness results to date indicate the Nomgon project area is
potentially attractive for CBM development. Elixir has commenced planning
for a pilot test next year to determine well deliverability parameters.
Funding aided by in-the-money options: 41m $0.0679 Dec-20 listed options
(ASX: EXROA) have already been exercised, raising $2.8m, with a further
77m remaining. If fully exercised these will deliver a further $5.2m by year
end, funding much of the 2021 program to expand resource size and derisk
future development.
Increasing industry activity: Interest in Mongolian CBM continues to build
given large prospective resources and proximity to Chinese gas markets.
Australian-based companies, Telmen Resource and High Grade Metals, have
commenced field activity, and Korea’s Kogas has partnered with Mongolia’s
Erdenes Methane. Elixir’s first mover advantage should assist future gas
commercialization.
Price catalysts: Contingent resource assessment; commencement of pilot
program and well performance results; Nomgon project area extensional
drilling; expansion of exploration drilling to other sub-basins.
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1. Prospective resource upgrade
The current prospective resource assessment incorporates information obtained from recent core and
stratigraphic holes, resulting in an increase in gas-in-place, unrisked prospective resources and
geological chance of success. Both the current and previous (November 2018) resource assessments
were undertaken by ERC Equipoise.
Figure 1 Current Nomgon IX Prospective Resource assessment (9th December 2020)

Source: Elixir Energy Limited, “Prospective Resources Increased”, 9th December 2020, p 1

Figure 2 Previous Nomgon IX Prospective Resource assessment (November 2018)

Source: Elixir Petroleum Limited, “Nomgon IX Prospective CBM Resource”, 19th November 2018, p 1.

Figure 3 Prospective resource areas and project area location

Source: Elixir Energy Limited, “Prospective Resources Increased”, 9th December 2020, p 1 and ““Noosa Investor
Conference Presentation”, 12th November 2020, p 12
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2. Drilling program results
Elixir has drilled two core holes and seven stratigraphic holes in one sub-basin in Nomgon IX PSC. Well
locations and drilling results are shown below in Figure 4 and Table 1 respectively. Given the size of
the PSC (30,000 km2) we expect other areas are likely to host suitable coals. Elixir’s 2021 exploration
will target additional sub-basins in the “low side” areas, shown in Figure 3 above.
Figure 4 Nomgon IX PSC well locations

Source: Elixir Energy Limited, “Noosa Investor Conference Presentation”, 12th November 2020, p 14

Table 1 Nomgon IX PSC Phase 1 and Phase 2 drilling program results

Source: Elixir Energy Limited, ASX announcements
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2.1 Comparison with other fields
We have updated our previous comparison (24th August 2020) of the Nomgon IX well results with further public
domain CBM data for Mongolian and international CBM projects. Early results from the Nomgon project area
are similar to producing fields in Australia and China, supporting our view that future commercialization is a
realistic objective, subject to satisfactory pilot well performance testing, expected in 2021.

Table 2 Comparative CBM field resource parameters

Source: K1 Capital analysis of company disclosures
- Fairview/Spring Gully is a world-class CBM field in Australia.
- Roma North and Project Atlas are examples of two recent CBM fields brought into production.
- GSS and GCZ are two producing projects in China with western company involvement in conjunction with Chinese NOCs.
- Noyon, Nariin Sukhait, Baganuur and Borteeg are Mongolia CBM projects evaluated at various stages but not developed.

3. Valuation
3.1 Methodology
In the absence of reserves or contingent resources to support a discounted cash flow valuation we
continue to value Elixir using a risked exploration and appraisal basis, with underlying resource metrics
drawn from market trading and transaction multiples (discussed in our report of 5th May 2020 and 24th
August 2020). We base our market multiples on price adjusted reserves and resources to better
account for the value differences between oil and gas, and gas prices in different markets.
Table 3 CBM resource valuation metrics summary (EV/3P+2C)
Metric
Trading metrics
Aus domestic producers
Aus domestic explorers
International projects
Transaction metrics
Project control
China-related CBM
Assumed CBM

Low

Mid

High

Comment

0.48
0.02
0.03

1.09
0.07
0.05

1.18
0.14
0.32

Beach, Cooper, Senex
Recovering post COVID-19/oil price impact
Small sample set, illiquid

0.07
0.50
0.05

0.23
0.88
0.15

0.57
1.47
0.50

Excludes non-concluded offers, 3P only (no 2C)
Limited recent transactions, 3P only (no 2C)
Before risking and time value adjustment

Source: K1 Capital analysis of ASX and AIM-listed companies and historical transactions
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3.2 Risked project value
Our risked project value for the Nomgon-IX PSC is based on the following major assumptions.
▪

▪

▪
▪

Resource estimate: December 2020 independent prospective resource estimate. Our previous
valuation was based on the November 2018 assessment. We had previously assumed a mid-case
geological chance of success of 30%, based on drilling results.
EV/resource metrics: drawn from market trading and transaction analysis, per Table 3 above (we
have revised our mid-case estimate down somewhat, from $0.20/GJ to $0.15/GJ, but increased
our high case value, reflecting current trading multiples)
Risk adjustment: project value adjusted for reserve conversion risk, project maturity (technical
and commercial considerations), time value to achieve reserve status and country risk.
Sensitivity analysis: range for each factor to reflect uncertainty, with Monte Carlo simulation to
estimate the distribution of valuation outcomes.

Table 4 Nomgon IX PSC risked project valuation (risked gas resource value)
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3.3 Company valuation
Our estimate of the equity valuation for Elixir is based on a risked project value for the Nomgon IX PSC
and includes dilution for expected follow-on exploration. The company valuation ranges from $96m
to $454m (previously $94-395m), driven by the range in potential resource size and EV/resource
estimates.
Table 5 Elixir equity valuation

Source: K1 Capital analysis. Valuation as of 9th December 2020.

Disclosure:
This report was commissioned by Elixir Energy Limited (Elixir) and K1 Capital Pty Limited (K1 Capital) will receive
a fee for preparing this report. The purpose of the report is to provide an assessment of the value of Elixir
Energy Limited. The user of this report is Elixir and persons designated by them. K1 Capital has prepared this
report based on interviews with management and research using publicly available information. K1 Capital has
not undertaken a site visit to Elixir’s projects. To the best of K1 Capital’s knowledge, full, accurate and true
disclosure of all material information was provided by Elixir. Given the potential for a perceived conflict of
interest it is K1 Capital’s policy not to include a share price target or investment recommendation for
commissioned research. K1 Capital may seek to do business with companies covered in its reports.
Consequently investors should be aware that the firm may have a conflict of interest that could affect the
objectivity of its research. Please see the final page of this report for further information on disclosures and
disclaimers.
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4. Appendix 1: Equity market trading metrics
Table 7 below list current trading metrics for Elixir and selected peer companies. Trading metrics for
ASX-companies with international CBM operations range from $0.04 to $0.11/GJ 2P+0.8*2C for the
three most active companies, Kinetiko, Tlou and Renergen. Domestic focused companies trade at
higher levels, in part due to lower perceived country risk and more mature projects. The only domestic
mid-cap producing CBM company, Senex, currently trades at $0.48/GJ 3P+2C, and $0.64/GJ 2P+0.8*2C.
Table 6 Reserve & resource spot price equivalence factors

Source: K1 Capital analysis

Table 7 Reserve and resource trading metrics

Source: K1 Capital analysis of company data. Expressed relative to the spot east coast Australian gas price of $7.10/GJ. G3
Exploration liquidators appointed Jan 2020.
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The analyst discloses that when conducting on-site visits to inspect company assets the analyst may
receive assistance from the company or companies involved. This assistance may include transport,
accommodation, incidental expenses, and the provision of safety equipment. The analyst has not
conducted a site visit to the company’s operations or offices.
This document is current at the date of the issue but may be superseded by future publications.
Disclaimer: Whilst K1 Capital Pty Limited believes the information contained in this communication is
based on reliable information, no warranty is given as to its accuracy and persons relying on this
information do so at their own risk. To the extent permitted by law K1 Capital Pty Limited and its
associated entities accept no liability for any loss or damage caused by any error in, or omission from,
this document. Any projections contained in this communication are estimates only. Such projections
are subject to market influences and are contingent upon matters outside the control of K1 Capital
Pty Limited and therefore may not be realized in the future.
This document is not an offer to buy or sell or the solicitation of an offer to buy or sell any security or
instrument or to participate in any trading strategy.
This document is intended to provide general financial product advice only and has been prepared
without taking account of your objectives, financial situation or needs, and therefore, before acting
on advice contained in this document, you should consider its appropriateness having regard to your
objectives, financial situation and needs. If any advice in this document relates to the acquisition or
possible acquisition of a financial product, you should obtain a copy of, and consider, the Product
Disclosure Statement, prospectus or other disclosure material for that product before making any
decision. Investments can go up and down. Past performance is not necessarily indicative of future
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This research is for written for “wholesale clients” within the meaning of Section 761G of the
Australian Corporations Act 2001 (Cth), including "sophisticated investors", “experienced” and
"professional investors” (as defined in Section 708(8), 708(10) and 708(11) of the Act).
Analyst Certification: The analyst certifies that the views expressed in this research accurately reflect
the analyst’s personal views about the subject company, its assets, securities or issuers; and no part
of the analyst’s compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed herein.
Copyright © 2020 K1 Capital Pty Limited: This publication may be reproduced in part for educational
or non-profit purposes without special permission from the copyright holder, provided
acknowledgment of the source is made. No use of this publication may be made for resale or for any
other commercial purpose whatsoever without prior permission in writing from K1 Capital Pty Limited.
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