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Nexus Energy Ltd (NXS)

Longtom up and running - Crux next!

NXS is an undervalued asset play, which we
conservatively value at $0.52. If management can
execute a good deal on Crux, the valuation could
exceed $0.75. The company has re-capitalised and
successfully commissioned the Longtom gas field,
providing a solid cash flow base of $70m pa for the
next ten years+. We see very little downside risk from
the current price level but a lot of upside potential.

Balance sheet has been repaired

NXS has raised $74m in fresh equity through a placement at $0.32 and a
subsequent rights issue at $0.22 underwritten by Southern Cross Equities.
Following a repayment of $35m to AED, the current cash position is about
$60m. With the commencement of cash flow from Longtom in October and
modest expenditures on Crux until a new partnership has been established,
NXS is now in a comfortable financial position.

The Crux asset is the key attraction

We have always been attracted to NXS for the Crux liquids project and this
remains the case. However, it’s been a challenging year for the company and
a number of changes have occurred since our last note. Issued capital has
increased by 47%, delays to Longtom and Crux have cost time and money,
while oil prices and the A$ have moved up. This has led to our valuation
decreasing from $0.92 to $0.52. We believe the current share price of $0.35
roughly equates to the value of Longtom, and that investors can get the Crux
development upside almost for free. The catalyst for this upside is a new
partner buying into Crux, which we expect in the next six months. Buy.

Earnings Forecast
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Longtom up and running, Crux next!

Longtom gas field commissioned

NXS today announced that Longtom has produced 30Terajoules and 430
barrels/day since it started production on 27 October 2009. This level of
production will be maintained over the summer months, and then ramp up to
68TJ/day which is the 25PJpa contractual volume.

It is good to see the Longtom field successfully commissioned, thus establishing
NXS’s maiden operational earnings stream with the project expected to generate
over $70m of annual cash flow for 10-15 years. The project start-up got delayed
by a year, and the final capex of $315m ended up about $100m higher than
originally anticipated, but this is not unusual in the oil and gas industry. The
important thing is that no further capex is required and that the project is up and
running.

Longtom sell-down still on the cards

Earlier this year NXS agreed to sell 50% of the Longtom project for $155m to
AED. However, some of the conditions for the sale were not able to be met, and
NXS has recently refunded a $35m deposit paid by AED, so it still owns 100% of
the project.

The company has indicated that a sell-down is still under consideration, and we
believe a much better price can be achieved as market conditions have improved
substantially, and NXS is under less pressure to sell. Our DCF valuation of
Longtom is $344m, which equates to $0.90/GJ for gas reserves of 350PJ plus
4m barrels of condensate. This valuation is arguably conservative, compared to
market reserves multiples for companies like Santos $1.34/GJ, Arrow Energy
$1.13/GJ and Eastern Star Gas at $1.22/GJ(!). Woodside’s reserves are valued at a
premium $3.84/GJ equivalent as higher valued oil and LNG form a much larger
part of their asset portfolio.

If NXS can sell 50% of Longtom for $200m, this is equal to $0.21/share and the
retention of 50% would obviously be a positive for the share price.

Crux background

Crux is a condensate rich gas field owned 85% by NXS and 15% by Osaka Gas in
the Browse basin. The company had a MoU to sell 25% for US$255m (A$290m at
the time and equal to $11.6m per 1%) in September 2008, but the financial crisis
caused the buyer to withdraw its offer. The deteriorating market conditions made
another deal near impossible. This caused NXS some financial stress as it had
obligations with an expensive drilling rig, and ongoing capex on Longtom.

The company has continued to negotiate a sell-down of its equity in Crux, but no
agreement has been reached yet. The equity raising of $74m and the
commissioning of Longtom has given the company some “breathing space” and
enables the company to negotiate from a stronger financial position. The
recovery in the world economy and in credit markets will also be conducive to a
better deal making environment.

The Crux gas field is a 2-3Tcf gas field with certified condensate reserves of 75m
barrels. The project has some particular characteristics, namely:

e The proposed development would strip out the liquids from the gas
stream at a peak rate of 39,000bopd and the dry gas will be re-injected
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into the reservoir for a possible later development by Shell.

e NXS and Osaka Gas only have ownership rights to the liquids until 31
December 2020, when all the hydrocarbons (gas and liquids) become
Shell’s property.

o However, if NXS and Osaka Gas decide not to develop a liquids stripping
project and advise Shell accordingly, then they will retain ownership of
the liquids in perpetuity.

Our strong opinion is that the value resides in the liquids reserves, and the
maximum value is through the planned liquids stripping project. NXS and Osaka
Gas need to get a partner involved as soon as possible so that most of these
reserves can be produced before the end of 2020.

A new partner is needed because the capex of US$650m(+/-) is too much for
NXS and Osaka Gas to fund on their own.

The option not to do a liquids stripping project and rely on Shell to develop the
Crux field as an LNG project is much less attractive in our view. It would become
one of many possible LNG options for Shell, and it would undoubtedly take longer
for a development to proceed. As a fall-back option it has some value, but this has
to be seen as an “option of last resort” for NXS.

We value Crux conservatively

Our DCF valuation for NXS’s 85% of Crux is $619m. This equates to $9.70/barrel
or $7.3m per 1%. To be conservative, our DCF calculations are assuming capex of
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