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Linc Energy Limited (LNC) today announced a proposed 
merger, to be conducted through a scheme of 
arrangement, with South Australian based Sapex Limited 
(SXP). BBY views the proposed merger positively as it will 
allow LNC to cement its presence as the leader in 
Underground Coal Gasification (UCG) and Gas to Liquids 
(GTL) by taking a position in a strategic location. We 
expect LNC to pursue a number of other deals in respect 
to stranded coal assets suitable for UCG, both 
domestically and internationally over the coming year. Our 
DCF valuation is A$5.50/sh, in line with our 12 month 
share price target, after rolling over our financial model to 
the FY09 year. 

SXP Merger Terms 

 SXP shareholders will be offered one of the following 
options: (a) a cash payment of A$0.72/sh; (b) a scrip for 
scrip offer, based on an effective price per SXP share of 
A$0.72/sh, with the number of shares issued to be 
determined on the VWAP of LNC shares in the five days up 
to and including the approval of the scheme by SXP 
shareholders; or (c) a mixture of cash and scrip. SXP 
options holders will be offered A$0.50 cash per option. The 
deal effectively values SXP at A$104M (SXP shares: 
90.5M, SXP options: 77.3M). 

 Acceptance by more than 75% of SXP shareholders is 
required. Importantly, under the scrip deal, it would give 
SXP shareholders an entry into LNC. SXP directors have 
also indicated that they will accept the merger terms. 

Main Benefits to LNC from the Merger 

 The merger will allow LNC to cement its presence 
domestically. Also, due to the close proximity of SXP’s 
tenements to Olympic Dam and other mines in South 
Australia we view the location as strategic given the 
potential upcoming power needs of South Australia. Power 
supply will become a major issue for the state in the next 
few years and these tenements give LNC the chance to 
become a major supplier of power to that region through 
UCG. 

 Under the merger, LNC will have full control over the 
upcoming drilling program in South Australia and future 
strategic decisions including GTL and UCG developments 
going forward. This will allow LNC to fast track operations 
(rather than being potentially constrained by the MOU 
signed last year). 

 

Company Data  
Number of shares  389.6M
Market capitalisation $1,514.1M
12 month high/low $4.40/$0.48
Average monthly turnover $16.1M
All Ordinaries Index 5453
% All Ordinaries n/a
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LINC ENERGY LIMITED 

FINANCIAL SUMMARY 

ANALYSIS OF INTEGRATED GAS PRODUCTION & GTL

Gas Production
  Plant capacity 20,000 bbl/day
  Availability Factor 90.4  % Plant Availability Time 7,920  hours / year
  Gas Production 1,397,023  Nm3 / hour Total Gas Production 11,064,424,587  Nm3 / year
  Gas Calorif ic Value 5.23  MJ / Nm3 Total Energy Output 57,866,941  GJ / year

 
By-Product Production - Hydrocarbons
  Hydrocarbon Production 15.27 g / Nm3 Total Hydrocarbon Production 168,996  tn / year
  Sale Value of Hydrocarbons 100 $ / tn Total Hydrocarbon Revenue 16,899,589  $ / year

By-Product Production - Naphtha
  Naphtalene Production 10.16 g / Nm3 Total Naphtalene Production 112,415  tn / year
  Sale Value of Naphtha 400 $ / tn Total Naphtalene Revenue 44,965,822  $ / year

Diesel Production
  GTL Plant Energy Efficiency 70 % Diesel Calorif ic Value 6.137 GJ / barrel
  Maximum Energy Output 40,506,858  GJ / year Maximum Diesel Production 6,600,003 barrels / year
  Availability Factor - year 1 85.0  % Diesel Production - year 1 5,610,003 barrels / year
  Availability Factor - year 2 90.0  % Diesel Production - year 2 5,940,003 barrels / year
  Availability Factor - years 3+ 95.0  % Diesel Production - years 3+ 6,270,003 barrels / year
  Diesel Selling Price * 65 US$ / bbl 92.86  $ / barrel Total Diesel Revenue (Year 3+): 582,214,550 $
  Federal Tax Exemption no Federal Tax Rate 0.36 $/litre

Economic Factors WACC: 13.0  %
  Debt 70.0 %
  Equity 30.0 %
  Exchange Rate $/US$ 0.7

Capital Expenditure Details
  Gas Process Plant 70,000,000 $
  Clean Up Plant 180,000,000 $ Total Capital Required 850,000,000 A$
  GTL Plant 600,000,000 $

Operating Costs
  Gas Process Plant 28,900,000 $ / year
  Clean Up Plant 14,200,000 $ / year
  GTL Plant 50,000,000 $ / year Total Opex 93,100,000  $ / year

Summary per year (no inflation)
Total Revenues (year 3+) 644,079,000  $ / year DCF @ 13 % 2,184,895,109 $
Total Opex 93,100,000  $ / year Internal Rate of Return 83.95 %
Total Site Admin Cost 4,000,000  $ / year Discounted Payback 5 years = 2011
Total HQ Admin Cost 7,000,000  $ / year Plant Capacity to Break Even 1,616 bbl/day
Federal Tax Exemption 0  $ / year

EBITDA 539,979,000  $ / year
 

Source:  BBY, Company reports 



b

BBY Limited 12 June 2008 3 

LINC ENERGY LIMITED 

 

 

SXP Tenements 
 SXP has been targeting three commodities in parallel, being: 

 Coal including UCG and GTL; 

 Coal Seam Methane (CSM); and 

 Oil and Gas 

 SXP’s acreage is detailed in Figure 1. 

 
FIGURE 1: SXP’S ACREAGE IN SOUTH AUSTRALIA 

 

 

 Source: SXP Presentation dated 26 May 2008 
 

UCG and GTL 

 We believe that the primary reason that LNC is pursuing a merger with SXP is to get its hands on EL3325 
and EL3326 which are expected to have significant amounts of coal suitable for UCG. EL3325 currently 
has an inferred JORC resource of 690M tonnes and EL3326 has an inferred JORC resource of 
1bn tonnes. This compares with LNC’s JORC Chinchilla resource in QLD of 400M tonnes. We expect 
LNC to launch a significant drilling program over the coming months to significantly increase the resource 
base in South Australia. 

The strategic location of these tenements can also not be overlooked. With a significant amount of 
development and mining to occur in the area over the next few years (including BHP’s Olympic Dam, 
Oxiana’s Prominent Hill and Marathon’s uranium mine), the area will need significant amounts of power. 
LNC will be in a position to be able to tender for some of this supply. The knowledge base and expertise 
that LNC has gained through: i) the acquisition of Yerostigaz in Uzbekistan last year, which has been 
operating a UCG field for the past forty years; and ii) its own experience in running its UCG field at 
Chinchilla will stand the company in good stead when it rolls out a field in South Australia. It is also 
anticipated that a commercial GTL facility will also be built on site. 
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What does LNC do with SXP’s CSM and Oil Assets? 

 Assuming that the merger does go ahead, LNC will also acquire SXP’s CSM and oil assets.  In regards to 
CSM, SXP earlier this year entered into a farm-out agreement with Eastern Star Gas (ESG) in 
PEL’s 117, 121 and 122. A drilling program is being finalising with drilling/coring/logging all expected to 
commence in mid 2008.  

SXP’s other ground tenements are oil and gas prospects in the Arckaringa Basin, also in South Australia. 
A seismic survey has commenced (carried out by Terrex Seismic) and will total up to 484 line kilometres. 
Completion of the survey is expected to be completed in the next few months, with processing and 
interpretation to then follow. SXP had intended to drill two petroleum exploration wells by the end of 
CY2008. 

Whilst these assets do not fit into LNC’s business plan of commercial UCG and GTL operations, we point 
out a few options that LNC may pursue in relation to these assets: 

 Obtain a farm-in partner for the oil and gas assets; 

 Sell the CSM assets and/or the oil and gas assets to a company to realise cash; 

 Spin-off the assets into an IPO; or 

 Develop the assets themselves. 

 

Base Case Assumptions for our DCF Valuation 
 Our Base Case DCF valuation for LNC is A$5.50/sh after we have rolled over our financial model to the 

FY09 period. This is based on the following assumptions: 

 A WACC of 13%; 

 A long term oil price of US$65/barrel (in-line with the Jefferies WTI oil price assumptions); and 

 LNC conducting an equity capital raising for its commercial GTL plant at a conservative A$4.15/sh, 
assuming a 70/30 debt to equity split. We anticipate that this would occur at the end of CY08/1QCY09. 
Note, we have ascribed a conservative A$100M value to the coking coal deposit (announced to the 
market on 9 April 2008) to help fund CAPEX requirements at this stage. 

We provide sensitivity analysis to our DCF valuation based on different: (i) long term oil prices; and 
(ii) adjustments to the WACC. 

 
TABLE 1: SENSITIVITY ANALYSIS 1 – DCF VALUATION (A$/SH) 

 Flat Long Term Oil Price (per barrel) 
   US$50 US$60 US$65 US$70 US$80 US$90 US$100 US$110 US$120 US$130

 10% 5.13 6.44 7.09 7.75 9.06 10.37 11.68 12.79 14.30 15.61
 11% 4.66 5.86 6.46 7.06 8.27 9.47 10.67 11.87 13.07 14.27
 12% 4.26 5.36 5.48      6.47 7.58 8.68 9.79 10.90 12.00 13.11
 13% 3.90 4.93 5.50 5.95 6.98 8.00 9.03 10.05 11.08 12.10
 14% 3.59 4.55 5.02 5.50 6.45 7.40 8.36 9.31 10.26 11.21
 

WACC 

15% 3.32 4.21 4.65 5.10 5.99 6.88 7.77 8.66 9.54 10.43

 Source: BBY estimates 
 

We note that the analysis above only takes into account forecasts for LNC’s 20,000 barrel per day GTL 
facility. 
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Potential Risks to the Merger  
We outline potential risks to the merger below: 

 SXP shareholder acceptance does not reach the minimum level of 75% under the scheme of 
arrangement; 

 A higher bidder emerges.  

 

Our View 
 The transaction gives LNC significant acreage to conduct GTL and UCG operations in an area where 

substantial mining and infrastructure operations will be conducted over the next few years. LNC’s 
knowledge and expertise combined with SXP’s strategic coal resource makes the merger a good fit. The 
further short term driver for LNC will be the successful commissioning of the company’s pilot GTL facility 
in Chinchilla, QLD expected in the next few weeks. 
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This document has been prepared (in Australia) by BBY Limited ABN 80 006 707 777 (BBY), a Participant of Australian Stock Exchange Group and is authorised and 
regulated by the Financial Services Authority (FSA) of the United Kingdom. 

Analyst Certification 
I, Jeremy Tobias, research analyst and the author of this report, hereby certify that all of the views expressed in this research report accurately reflect my personal 
views about any and all of the subject issuer(s) or securities.  I also certify that no part of my compensation was, is, or will be directly or indirectly related to the specific 
recommendation(s) in this report. 

Disclosure 
BBY and its associates (as defined in Chapter 1 of the Corporations Act 2001), officers, directors, employees and agents, from time to time, may hold securities in any 
of the companies to which this document refers and may trade in the securities mentioned either as principal or agent. 

BBY 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. 

BBY has received during the past 12 months compensation for financial and advisory services from the company, its parent or its wholly owned or majority owned 
subsidiary. BBY received fees in acting as Lead Manager in relation to the Placement as announced to the Market on 31 October 2007. 

Contact with LNC has been made during the preparation of this report for assistance with verification of facts. 

Disclaimer & Warning 
This document 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. 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 BBY 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 document is not an offer, invitation, solicitation or recommendation with respect to the subscription for, purchase or sale of any Financial Product, 
and neither this document or anything in it shall form the basis of any contract or commitment. Although every attempt has been made to verify the accuracy of the 
information contained in the document, liability for any errors or omissions (except any statutory liability which cannot be excluded) is specifically excluded by BBY, its 
associates, officers, directors, employees and agents. 

US Investors 
This material is intended for use by major U.S. institutional investors (as such term is defined in the U.S. Securities Exchange Act of 1934) and “$100 million investors” 
only and not the general investing public or retail customers. “$100 million investors” means any entity, including any investment adviser (whether or not registered 
under the U.S. Investment Advisers Act of 1940) that owns or controls (or in the case of an investment adviser, has under management) in excess of US$100 million in 
aggregate financial assets (i.e. cash, money-market instruments, securities of unaffiliated issuers, futures and options on futures and other derivative instruments). 
Transactions by or on behalf of any US person in any security mentioned in this document may only be effected through Jefferies & Company, Inc. (“Jefferies”), a U.S. 
broker dealer. 

The information upon which this material is based was obtained from sources believed to be reliable, but has not been independently verified. Therefore, its accuracy is 
not guaranteed. Additional and supporting information is available upon request. This is not an offer or solicitation of an offer to buy or sell any security or to make any 
investment. Any opinion or estimate constitutes the preparer's best judgement as of the date of preparation and is subject to change without notice. BBY or Jefferies or 
Jefferies International Limited and their associates or affiliates, and their respective officers, directors and employees may buy or sell securities mentioned herein as 
agent or principal for their own account. 

United Kingdom and Canadian Investors 
This document may be distributed in the United Kingdom by BBY or Jefferies International Limited (regulated by FSA). None of the investments or investment services 
referred to in this document are available in the United Kingdom to private customers, as defined by the rules of the FSA. This document is not to be provided to private 
customers in the United Kingdom. 

The investments or investment services referred to in this document are available in Canada only to “Designated Institutions”, as defined by the Securities Act 
(Ontario). 

Other International Investors 
International investors outside the US, UK or Canada are encouraged to contact their local regulatory authorities to determine whether any restrictions apply to their 
ability to purchase this investment. 

Meanings of BBY Limited Ratings 
Buy – Describes stocks that we expect to provide a total return (price appreciation plus yield) of 15% or more within a 12-month period. 
Hold – Describes stocks that we expect to provide a total return (price appreciation plus yield) of plus or minus 15% within a 12-month period. 
Underperform – Describes stocks that we expect to provide a total negative return (price appreciation plus yield) of 15% or more 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 BBY Limited 
policies. 
CS – Coverage Suspended.  BBY Limited has suspended coverage of this company. 
Speculative Buy – Describes stocks we view with a positive bias, whose company fundamentals and financials are being monitored, but for which there is insufficient 
information for BBY Limited to assign a Buy, Hold or Underperform rating.  
Speculative Underperform – Describes stocks we view with a negative bias, whose company fundamentals and financials are being monitored, but for which there is 
insufficient information for BBY Limited to assign a Buy, Hold or Underperform rating. 
Monitor – Describes stocks whose company fundamentals and financials are being monitored, or for which no financial projections or opinions on the investment merits 
of the company are provided. 

Valuation Methodology  
BBY’s methodology for assigning 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, dividend returns, and return on equity (ROE) over the next 12 months. 
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