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SPECULATIVE BUY

Carbon Energy Limited (CNX) is a resources development company targeting the
development of UCG in Australia and Asia (China). CNX has entered into a strategic JV with
a Chinese partner which is likely to enable a relatively rapid rollout of its patented
keyseam UCG business model throughout targeted sites. This technology has globally
significant ramifications.
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The JV of CNX’s fist commercial project has received $10m of initial funding
On 26 September Carbon Energy Limited (CNX) announced a
key milestone in the development of its China Joint Venture
(“JV”) with Beijing JinHong Investment Co. Ltd (“JinHong”):

Company Data



Market capitalisation

The JV is receiving the initial $US10m payment from
JinHong as the initial capitalisation payment for the JV
under the Joint Venture Agreement;

The $US10m is the first required milestone payment
under the JV agreement that will see JinHong contribute a
total of $US30m towards the development of a
commercial demonstration project upon the completion
of defined milestones;

With the initial funding now in place, the JV will assess its
shortlist of suitable projects.

CNX will provide technical and design services, supervision
and training for all JV projects, and other agreed required
services under a Technical Services Agreement.

CNX and JinHong are also actively working towards
finalising discussions in relation to matters raised by
JinHong around the JV’s ability to secure an exclusive
licence to CNX’s technology and intellectual property in
China on an unencumbered basis;

CNX and JinHong are actively working to resolve these
matters in the short term
Commenting, the MD of CNX, Kerry Parker, who has recently
returned from Beijing following a series of meetings with
JinHong, said: “This is a significant step forward for Carbon
Energy, moving closer to our strategic priority to commercialise
the Company’s keyseam technology in China, with our partner
JinHong. There is considerable demand in this market for
advanced coal technologies. Additionally supportive macro
drivers, such as the emphasis on the industry in the Chinese
Government’s 13th five year plan, are underpinning the
expansion of China’s UCG industry. The joint venture with
JinHong ideally positions Carbon Energy to capitalise on this
demand. JinHong is a valuable partner for us as we work
towards our first commercial project in China”.

Carbon Energy also advises that it is actively working
towards the re-financing of the convertible note with the
Pacific Road Group which matures in early 2017.

The
Company
has
recently
appointed
PriceWaterhouseCoopers and Magma Capital to assist
with this re-financing. Further updates on this will be
provided in coming weeks.

Earnings changes
The initial capitalisation payment for the JV shores up some of
our forecast revenue and earnings.
Given our revised valuation and price target still significantly
exceeds the current share price our Speculative Buy
recommendation remains.

Number of shares

1813.4M
$23.6M

Free Float (%)

67.804

12 month high/low

$0.02/$0.008

Average Daily Turnover ($M)
% S&P/ASX 200

0.0
0.28

% All Ordinaries

N/A

DDM Ranking

N/A

ESG Score (Ranking)

N/A

GICS Industry Group

Energy

Earnings Summary (AUD)
Year end December
Revenue ($M)
EBITDA ($M)
Reported NPAT ($M)
Adjusted NPAT ($M)
Reported EPS (¢)
Adjusted EPS (¢ - FD)
Adjusted EPS growth (%)
Adjusted P/E (x)
Dividend (¢/sh)
Gross yield (%)
Net yield (%)
ROIC (%)

2015A

2016A

2017F

2018F

4.2
-3.5
-6.2
-6.2
-0.3
-0.3
N/M
-3.9
0.0
0.0
0.0

2.7
-2.9
-100.5
-100.5
-5.4
-5.4
N/M
-0.2
0.0
0.0
0.0

8.4
0.7
0.4
0.4
0.0
0.0
N/M
65.2
0.0
0.0
0.0

27.8
12.1
8.3
8.3
0.4
0.4
N/M
2.9
0.3
20.6
20.6

-3.0

-192.2

1.0

21.5

Data Source: APP Securities

Share Price Performance
$0.0240
$0.0200
$0.0160
$0.0120
$0.0080
$0.0040
9/15

12/15

3/16

6/16

9/16

Source: APP Securities, Company Reports. APP

Securities contributes all company estimates to Bloomberg, Thomson Reuters,
FactSet and Capital IQ.
Note: Numbers displayed are a sub-set
The ESG (Environmental, Social, Governance) score is a measure of the sustainability and ethical impact of
an investment in this company or product. ESG scores range from 0.1 (min) to 100 (max). ESG scores are
provided to AAP Securities by Bloomberg and are only available for those companies that disclose ESG data
to Bloomberg.
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General Disclosure
APP Securities and its associates (as defined in Chapter 1 of the Corporations Act 2001), officers, directors, employees and agents, from time to time, may own or have positions in securities of
the company(ies) covered in this report and may trade in the securities mentioned either as principal or agent or may be materially interested in such securities.
APP Securities does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect
the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.

Disclaimer & Warning
This report may contain general advice or recommendations which, while believed to be accurate at the time of publication, are not appropriate for all persons or accounts. This report does not
purport to contain all the information that a prospective investor may require. Before making an investment or trading decision, the recipient must consider market developments subsequent to
the date of this document, and whether the advice is appropriate in light of his or her financial circumstances or seek further advice on its appropriateness or should form his/her own
independent view given the person’s investment objectives, financial situation and particular needs regarding any securities or Financial Products mentioned herein. Information in this
document has been obtained from sources believed to be true but neither APP Securities nor its associates make any recommendation or warranty concerning the Financial Products or the
accuracy, or reliability or completeness of the information or the performance of the companies referred to in this document. Past performance is not indicative of future performance. This
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omissions (except any statutory liability which cannot be excluded) is specifically excluded by APP Securities, its associates, officers, directors, employees and agents. The securities of such
company (ies) may not be eligible for sale in all jurisdictions or to all categories of investors.
Analysts’ Compensation: The research analysts responsible for the preparation of this report receive compensation based upon various factors, including the quality and accuracy of the
analyst(s) research, client evaluation feedback, independent survey rankings and overall firm revenues, which include revenues from, among other business units and corporate finance.
Other International Investors: International investors outside the US, UK, UAE or Canada are encouraged to contact their local regulatory authorities to determine whether any restrictions apply
to their ability to purchase this investment and should seek their own advice
Recipient Representations/Warranties: By accepting this report, the recipient represents and warrants that he or she is entitled to receive such report in accordance with the restrictions set out
in this document and agrees to be bound by the limitations contained herein. Any failure to comply with these limitations may constitute a violation of law.

Meanings of APP Securities Stock Ratings
Buy – Describes stocks that we expect to provide a total return (price appreciation plus gross yield) of 10% or more within a 12-month period.
Underperform – Describes stocks that we expect to provide a total return (price appreciation plus gross yield) of less than 10% within a 12-month period.
NR – The investment rating and price target have been temporarily suspended. Such suspensions are in compliance with applicable regulations and/or APP Securities policies.
CS – Coverage Suspended. APP Securities has suspended coverage of this company.
Speculative Buy – Describes stocks we research with a positive bias, whose company fundamentals and/or financials are being covered, but for which there is insufficient information for APP
Securities to assign a Buy or Underperform rating.
Speculative Underperform – Describes stocks we research with a negative bias, whose company fundamentals and/or financials are being covered, but for which there is insufficient information
for APP Securities to assign a Buy or Underperform rating.
Secondary recommendation - Market weight relative to the S&P/ASX 300 under a weighting range of 0-3, with intervals of 0.5 (7 point scale). 1.0 indicates a market weight position in the stock
while a weight over 1.0 indicates an overweight position and the current level of analyst conviction.
Monitor – Describes stocks whose company fundamentals and/or financials are being monitored, or for which no financial projections or opinions on the investment merits of the company are
provided.
It is permitted for the total expected returns to be temporarily outside the prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons.
Free Float (float / current shares outstanding) *100 – This float figure is the number of shares that are available to the public and is calculated by subtracting the shares held by insiders and
those deemed to be stagnant shareholders. Stagnant holders include ESOP's, ESOT's, QUEST's, employee benefit trusts, founding shareholder equity stake plus senior management equity stake,
corporations not actively managing money, venture capital companies and shares held by Governments.
Terminal Value methodology - APP Securities' Discounted Cash Flow (DCF) valuation applies a terminal growth rate to the last forecast year's cash flow and discounts the amount using
Weighted Average Cost of Capital (WACC). The Terminal Value is tested using ASX-listed company multiples. For resource companies there is no terminal value because cash flows are forecast to
the end of mine life.

Meanings of APP Securities Credit Ratings
Buy – If the last traded price of the hybrid security is more than 3% below our valuation
Underperform – If the last traded price of the hybrid security is more than 3% above our valuation

Valuation Methodology
APP Securities’ methodology for assigning stock and credit ratings may include the following: market capitalisation, maturity, growth/value, volatility and expected total return over the next 12
months. The price targets are based on several methodologies, which may include, but are not restricted to, analyses of market risk, growth rate, revenue stream, discounted cash flow (DCF),
EBITDA, EPS, cash flow (CF), free cash flow (FCF), EV/EBITDA, P/E, PE/growth, P/CF, P/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group P/E, sum of parts,
net asset value, discounted dividend model (DDM), franking credits and return on equity (ROE) over the next 12 months. Listed credit securities analysis uses appropriate discount rates that
reflect credit risk of both issuer and the underlying instrument.
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