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Hot on the heels of an impressive reserves upgrade, Tlou released interim results (for
nd
the six months to December 2017) on 22 February, reiterating strong progress and
providing some great colour on the forward strategy. Tlou has successfully established
itself as the most advanced gas-to-power developer in Botswana and, with a significant
increase in 2P reserves now in the bag, it appears clear that recent seismic data
acquisition and core-hole drilling activities have been most successful. We see excellent
scope for further reserve upgrades as work continues and, despite the Botswanan
government’s planned re-tender to RFP bidders, Tlou has outlined a clear roadmap for
this year, including additional core-hole drilling and seismic data acquisition, the active
pursuit of grid connection options and the targeted commencement of development
drilling in mid-2018. Ahead of news on offtake arrangements and development financing,
we believe it is important to recognise the continued operational momentum at Lesedi
and Mamba, and upgrade our fair value estimate to 30p/share (25p/share previously).
th

Upgraded reserves comfortably exceed initial commercial threshold: On 20
February, Tlou released what was, in our opinion, a cracking reserves upgrade, confirming
a 944% increase in 2P reserves to circa 41bcf. We believe that this latest independent
reserves assessment is of particular importance, as it now seems clear that Tlou has
sufficient 2P reserves to underpin first phase commercial development (we had previously
assumed that 20bcf would be required to support an initial 10MW gas-to-power scheme).
Actively pursuing grid connection options: Despite the Botswanan government’s
planned re-tender process, Tlou reports that its grid connection plans are well advanced,
with the company evaluating various offtake routes including possible electricity sales into
the SAPP network. We note that Tlou continues to target the commencement of
development drilling later this year so, whilst there will have been some slippage, we see
good scope for first power in early CY2020 (versus our prior expectation of late CY2019).
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Fair value estimate upgraded to 30p/share: We continue to believe that a reservesbased approach is appropriate at this stage and have upgraded our fair value estimate to
30p/share (25p/share previously). Our latest assessment incorporates Tlou’s substantially
upgraded 2P reserves, partly offset by currency movements and placing-related dilution.
Ahead of the confirmation of offtake and financing arrangements, we believe it is important
to recognise the value of Tlou’s strategically-important and growing reserves base.
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Pursuing a clear roadmap in Botswana
th

Recent interims reiterated strong
progress including an impressive
reserves upgrade

Released a couple of days after the company’s impressive reserves upgrade on 20
February, Tlou’s interim results (for the six months to December 2017) reiterated strong
progress and provided some very useful colour on the strategy going forward. Having
already successfully established itself as the most advanced gas-to-power developer in
Botswana, we believe that Tlou has proved itself to be a forerunner in several respects,
including as the first operator in country to possess a CBM mining licence, environmental
approval for field development and independently assessed CBM gas reserves. With a
very considerable increase in 2P reserves (as assessed by consultants SRK) now in the
bag, it seems clear to us that recent seismic data acquisition and core-hole drilling
activities have been most successful and we see excellent scope for further reserves
upgrades as work continues; alongside the active pursuit of grid connection options, we
expect the expansion of its reserves base to be a priority for Tlou in the coming months.

Actively pursuing development
drilling and grid connection plans

Despite the Botswanan authorities' planned re-tender to RFP bidders (announced on 12
February), Tlou has since outlined a clear near-term roadmap, including potential rig
purchases to provide more operational control, additional core-hole drilling and seismic
data acquisition, and the targeted commencement of development drilling in mid-2018. In
addition, Tlou is actively pursuing grid connection options (such as the sale of power into
the SAPP transmission network and potentially including an element of solar generation to
complement the company’s gas). In relation to the planned RFP re-tender, we expect both
sides to pursue an improved match between project requirements and deliverability and
therefore still believe that this could provide a realistic offtake solution in due course. So,
overall, we were very encouraged by commentary in the interim results and continue to
fully expect successful development of the flagship Lesedi project, which we believe is
ideally situated to satisfy the high levels of power demand in the Southern African region.

th

Figure 1: Tlou project location map

Source: Tlou Energy
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2P reserves clearly underpin
commercial viability

Tlou Energy+

The recent reserves update confirmed a 63% increase in 3P gas reserves to circa 427bcf
and a 944% increase in 2P reserves to circa 41bcf (see Fig. 5). These reserves numbers
have been independently assessed by consultancy SRK (incorporating the latest seismic
and core-hole data) and clearly indicate increased reserves combined with a higher level of
confidence at Lesedi and Mamba. With pilot wells successfully flow tested, we believe that
this latest reserves upgrade is of particular importance, as it now seems clear that Tlou has
sufficient 2P reserves to underpin first phase commercial development (we had previously
assumed that 20bcf would be required to support an initial 10MW gas-to-power scheme).
So, whilst recent news of the planned RFP re-tender was met with a negative reception by
investors, we believe that this has been substantially negated by SRK’s latest reserves
assessment, which further demonstrates commercial viability as Tlou remains busy with its
various parallel workstreams and actively targets first power in around 24 months’ time.

Forecasts and valuation
Cornerstone investment by
African Alliance sets a very
encouraging precedent

We have updated our P&L and cash flow forecasts (see Fig. 2 and Fig. 3) through FY2019,
during which time Tlou remains in the pre-revenue phase and we assume the maintenance
of annual operating expenses (including central costs) at just over A$2.5m. We assume
total FY2018 capex of A$3m (rising to A$6m in FY2019, when we expect development
drilling to commence). The company is also considering a potential rig purchase to improve
operational effectiveness and reduce well costs. In its interim results, Tlou reported net
st
cash of A$7.5m at 31 December 2017, implying the need for a longer term financing
solution. However, we expect Tlou to continue to pursue discussions with potential project
development and funding partners and highlight the company’s successful listing on the
Botswana Stock Exchange. This was part of a strategy to attract local development capital,
which has already translated into an important cornerstone investment by Botswanan asset
manager African Alliance. African Alliance’s assets under management include
government pension funds and its support sets a very encouraging precedent, we believe.

Fair value estimate upgraded to
30p/share

With feasibility studies to be finalised along with project financing and offtake
arrangements, we continue to base our sum-of-the-parts valuation (see Fig. 6) on certified
gas volumes. These will, we believe, play an important role in eventual project financing
negotiations (e.g. regarding the equity interest that Tlou subsequently retains in its planned
integrated gas-to-power scheme). This Risked NAV approach takes mid-case reserves
(recently upgraded) and contingent resources, risking the latter with an increased 50%
probability of success to reflect scope for an upgrade here too (including at Mamba, which
contains reserves but doesn’t yet have contingent resources attributed to it). Our assumed
per unit NPV of US$1/mcf remains consistent with other African gas projects assessed by
us and attributes a value exceeding US$140m to Tlou’s 100% interest in Lesedi and
Mamba, at the current stage. Adjusting for prevailing exchange rates, new placing shares
issued and financial items such as the present value of central costs, we upgrade our fair
value estimate from 25p/share to 30p/share (versus Tlou’s current 9.4p share price).
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Figure 2: Tlou Energy profit & loss (A$'000)
Year-end June
Turnover
Cost of sales
Gross profit
Operating expenses
Share based payments
Share issue costs
Depreciation and amortisation
Operating loss
Net interest
Foreign exchange gain/(loss)
Loss before tax
Tax
Net loss
Average shares in issue (m)
Basic loss per share (cents)

2017A
(2,109)
(423)
(357)
(241)
(3,130)
2
(37)
(3,165)
0
(3,165)
245.7
(1.3)

2018F
(2,600)
(400)
(177)
(200)
(3,377)
2
0
(3,375)
0
(3,375)
306.8
(1.1)

2019F
(2,700)
(400)
0
(200)
(3,300)
1
0
(3,299)
0
(3,299)
329.5
(1.0)

Source: Tlou Energy; Shore Capital Markets

Figure 3: Tlou Energy cash flow (A$'000)
Year-end June
Payments to suppliers and employees
Interest received
Tax received
Operating cash flow
Capital expenditure
Free cash flow
Share issues (net)
Net cash flow
Foreign exchange differences
Opening net cash
Closing net cash

2017A
(2,446)
2
99
(2,345)
(1,953)
(4,298)
9,776
5,478
25
1,224
6,727

2018F
(3,600)
2
200
(3,398)
(3,000)
(6,398)
4,391
(2,007)
0
6,727
4,720

2019F
(3,700)
1
200
(3,499)
(6,000)
(9,499)
0
(9,499)
0
4,720
(4,779)

Source: Tlou Energy; Shore Capital Markets
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Figure 4: Tlou asset summary table
Asset

Location

Status

Operator

Tlou working
interest

Key next steps

Lesedi CBM

Botswana

Appraisal and
development

Tlou

100%

Initial development drilling
(from mid-2018)

Mamba CBM

Botswana

Appraisal

Tlou

100%

Further core-hole drilling
(commencing Q2 CY2018)

Source: Tlou Energy; Shore Capital Markets

Fig 5: Tlou CBM gas reserves and resources
Location

Project

Tlou
interest

Gas reserves
(bcf)

Gas contingent resources
(bcf)

Gas prospective
resources (bcf)

1P

2P

3P

1C

2C

3C

Best estimate

Karoo Basin
Botswana

Lesedi CBM
(Lower Morupule)

100%

0.3

25.2

252

4.6

45.6

331

-

Karoo Basin
Botswana

Lesedi CBM
(all coal seams)

100%

0.3

25.2

252

4.6

214

3,043

-

Karoo Basin
Botswana

Mamba CBM
(Lower Morupule)

100%

0.0

15.5

175

n/a

n/a

n/a

-

Karoo Basin
Botswana

Lesedi CBM
(exploration)

100%

-

-

-

-

-

-

8,596

0.4

40.8

427

4.6

214

3,043

8,596

Total gas volumes
(Lesedi and Mamba CBM) (all coal seams)

Source: Tlou Energy; SRK; Netherland Sewell

Figure 6: Tlou sum-of-the-parts valuation summary

2P reserves

Unrisked

CoS*

Risked

Unrisked

Risked

Risked

US$m

%

US$m

US$/share

US$/share

£/share

40.8

90

36.7

0.12

0.11

0.08

214.0

50

107.0

0.65

0.32

0.23

6.0

100

6.0

0.02

0.02

0.01

PV central costs

(13.4)

100

(13.4)

(0.04)

(0.04)

(0.03)

Risked NAV

247.4

-

136.3

0.75

0.41

0.30

2C contingent resources
Reported net cash (Dec ’17)

Assumed GBP/USD exchange rate: 1.40

Source: Shore Capital Markets. *Chance of Success.

Assumed AUD/USD exchange rate: 0.80
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Common abbreviations
1P

Proved

2P

Proved + Probable

3P

Proved + Probable + Possible

BCF

Billion Cubic Feet

BFS

Bankable Feasibility Study

BOE

Barrels of Oil Equivalent

CBM

Coalbed methane

EPC

Engineering, procurement and construction

GIIP

Gas Initially In Place

GSA

Gas Sales Agreement

GTP

Gas-to-power

IPP

Independent Power Producer

kWh

Kilowatt-hour

LNG

Liquefied Natural Gas

LPG

Liquefied Petroleum Gas

MBOE

Thousand Barrels of Oil Equivalent

MCF

Thousand Cubic Feet

MMBOE

Million Barrels of Oil Equivalent

MMCFD

Million Cubic Feet per Day

MW

Megawatt

O&M

Operations and maintenance

PPA

Power Purchase Agreement

PSC

Production Sharing Contract

RFP

Request for Proposal

SAPP

Southern African Power Pool

TCF

Trillion Cubic Feet
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Shore Capital acts as Broker to the company.
Shore Capital acts as Nomad to the company.
Shore Capital makes a market in the company's shares.
Shore Capital or an affiliated company has in the past twelve months acted as corporate finance adviser or has provided investment banking services to the company for which
it either pays or receives compensation.
Shore Capital or an affiliated company has in the past twelve months led or co-managed a publicly disclosed offer of securities of the company.
The company held 5% or more of the issued share capital of Shore Capital Group Limited at the end of the last calendar month.
Shore Capital and/or the analyst and/or the sales person who produced the recommendation owns a 0.5% or more net long position in the company's shares. Please contact
Shore Capital's compliance department for further information.
Shore Capital and/or the analyst and/or the sales person who produced the recommendation owns a 0.5% or more net short position in the company's shares. Please contact
Shore Capital's compliance department for further information.
Shore Capital is party to an agreement with the company relating to the production of research, although the timing and content of the research is exclusively the preserve of
the relevant analyst(s).
The contributing analyst(s) has received or purchased shares of the company prior to a public offering of those shares. Details of the price and date of the acquisition of the
shares is available by contacting Shore Capital's compliance department.

^ Independent Research:
This is independent research. The analyst who has prepared this research is not aware of Shore Capital Stockbrokers Limited and/or another member of the Shore Capital group
(“Shore Capital”) having a relationship with the company covered in this research report and/or a conflict of interest which is likely to impair the objectivity of the research and this
report should accordingly be viewed as independent.
+Non-Independent Marketing Communication:
This is a non-independent marketing communication. The analyst who has prepared this report is aware that Shore Capital Stockbrokers Limited and/or another member of Shore
Capital has a relationship with the company covered in this report and/or a conflict of interest which may impair the objectivity of the research. Accordingly, the report has not been
prepared in accordance with legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the
dissemination of investment research.

REGULATORY DISCLOSURES
It is the policy of Shore Capital Stockbrokers Limited not to make recommendations on companies for which it acts in an advisory capacity. Where this is the case, research reports
refer to “House Stock”. The reference to “Price” on the front cover of formal research reports is the current price as at the date of the research report. The date and time when the
production of the report is completed is the date and time stated on the relevant report.
Recommendation History:
For a list of all research recommendations of Shore Capital analysts and sales persons disseminated in the previous 12 months, please contact compliance@shorecap.co.uk or your
usual Shore Capital contact.
Stock Recommendation Definitions:
Buy 10%+ absolute performance within three months or otherwise as specified.
Hold +/- 10% absolute performance within three months or otherwise as specified.
Sell -10% absolute performance within three months or otherwise as specified.
Valuation, Methodology and Assumptions:
For a summary of the basis of valuation, methodology and/or underlying assumptions used to evaluate the company covered in this research report, please click on the following link
http://shorecap-disclosures.co.uk/methodology/methodology.pdf or contact your usual analyst or sales person at Shore Capital. For information on changes in valuation,
methodology or underlying assumptions related to this research report (if any), please contact your usual analyst or sales person at Shore Capital.
Proprietary Models:
Shore Capital analysts typically utilise proprietary models to produce research reports. Information on the specific proprietary models used for the company or companies covered in
this research report is available by contacting your usual analyst or sales person at Shore Capital.
Research Distribution:
Shore Capital Stockbrokers covers 166 "non-house" stocks. There is a Buy recommendation on 88 (53%) stocks, a Hold recommendation on 58 (35%) stocks and a Sell
recommendation on 20 (12%) stocks. Shore Capital Stockbrokers covers 213 stocks (non-house and house). The breakdown above only applies to ‘non-house’ stocks.
Lead Analyst:
The lead analyst with respect to each research item is the first and most prominent name. Please note that more than one analyst may work on a specific research item.
Planned Frequency of Updates:
Recommendations in Shore Capital research reports are kept under constant review. As such, there is no formal timetable for the review of such recommendations.
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DISCLAIMER
The issue of this report is not necessarily indicative of long term coverage of the stock. Hence, updates may or may not be issued in the future. This report is published solely for
informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities, or related financial instruments. It does not constitute a personal
recommendation as defined by the Financial Conduct Authority (“FCA”) or take into account the particular investment objectives, financial situations or needs of individual investors.
The recipient of this information must make their own independent decisions regarding any securities or financial instruments mentioned in this report.
The information above is obtained from sources considered reliable. However, the accuracy thereof cannot be guaranteed by us. Shore Capital or any of its associated companies
(or its or their employees) may from time to time hold positions in the above equities as principal, and may also perform corporate advisory services for these companies. Share
prices can go down as well as up and past performance is not necessarily a guide to the future. Some investments may require you to pay more money than the cost of the
investment. The value of, or income from, any investments referred to in this report may fluctuate and/or be affected by changes in exchange rates. Levels and bases of taxation
may change.
This document may not be reproduced or further distributed to any person (including the media) or published in whole or in part, for any purpose. The material in this document is
not intended for distribution or use outside the European Economic Area or Switzerland and may not be published, distributed or transmitted to persons in the United States, Japan,
Canada or Australia. This material is not directed at you if Shore Capital is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you.
In the United Kingdom this document is being distributed only to, and is directed only at, persons who are (i) investment professionals falling within article 19(5) of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) (the “Order”) or (ii) high net worth entities falling within articles 49(2)(a) to (d) of the Order or (iii) any
other persons to whom it may be lawfully communicated (all such persons being referred to as “relevant persons”). This document is addressed only to, and directed only at,
relevant persons and qualified investors within the meaning of the Prospectus Directive (2003/71/EC, as amended) and must not be acted on or relied on (i) in the United Kingdom,
by persons who are not both relevant persons and qualified investors or (ii) in any Member State of the EEA other than the United Kingdom, by persons who are not qualified
investors. Any investment or investment activity to which this communication relates is available only to, and any invitation, offer or agreement to subscribe, purchase or otherwise
acquire any securities referred to in this document will be engaged in only with, in the United Kingdom, relevant persons who are also qualified investors and, in any Member State
of the EEA other than the United Kingdom, qualified investors.
The views expressed in this document accurately reflect the research analyst’s personal views about any and all of the subject securities and the company on the date of this
document. Any opinion or estimate expressed in this document is subject to change without notice. Shore Capital may act upon or use the information or a conclusion contained in
this document before it is distributed to other persons. None of Shore Capital Stockbrokers Limited or any member of Shore Capital, or any of its or their directors, officers,
employees or agents, accept any responsibility or liability whatsoever for any loss however arising from any use of this document or its contents or otherwise arising in connection
therewith. By accepting this document, you agree to be bound by the foregoing limitations.
The following applies if the company is quoted on “AIM” – defined as the AIM Market of the London Stock Exchange. AIM is a market designed primarily for emerging or smaller
companies and the rules of this market are less demanding than those of the Official List of the UK Listing Authority, consequently AIM investments may not be suitable for some
investors. Liquidity may be lower and hence some investments may be harder to realise.
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