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12mth Rating BUY
We are upgrading EPG to a BUY recommendation with a price Price A$ 0.25
target of $0.32/sh following recent funding initiatives and .
A Target Price A3 0.32
progress towards a fuller development at Gazonor. This is el o 28.4
based on pre-feasibility studies into expanding production at ezl R ° :
G_azo_nor and the recently ar_mognced HOA W|th_ Verdesis. We RIC: EPG.AX BBG: EPG AU
highlight that our recommendation is speculative until an agreement
e s - Shares o/s m 199.7
to progress expanded facilities is reached. Additionally, production o 100.0
for the Sep Q will likely be down 30-40% due to seasonal demand. Free Float ° :
Market Cap. A$m 49.9
A$10m finance facility secured. EPG today announced a A$10m M D ((CaEr) A$:n -70.7
Equity Line of Credit Agreement with US-based Investment Manager Net Debt/Equity Yo na
Yorkville Advisors, LLC. The facility, which allows for the issue of 3m Av. D. T'over A$m 0.18
shares to Yorkville over a 60-month period at market price (and 4% 52wk High/Low A$ 0.63/0.00
commission), will provide working capital and potentially fund the 2yr adj. beta 0.74
completion of production testing at the company’s Lorraine permit.
. . . . L Valuation:
+ HOA V\_nth Ve_rdesus pro_wd_es for _potentlal electrlc!ty Methodology DCF
generation project. Verdesis is a subsidiary of EDF Energies Value per share A$ 0.32

Nouvelles, a market leader in renewables. While at a preliminary
level, the HOA forms the basis for investigation into commercial

arrangements which may include gas offtake and the development Analyst: Scott Simpson
of electricity generation capacity at Gazonor. Phone: (+61 8) 9263 1679
Email: ssimpson@psl.com.au

« Completion of prefeasibility study at Gazonor. The Verdesis
HOA follows the recently announced completion of a pre-feasibility
study into expansion of operations at Gazonor including both
increased gas and electricity sales. EPG estimate a project NPV of
between A$120m to A$189m. Our analysis confirms this potential
for additional value via the addition of 4 x 4.8MW power generators.

« Development to de-risk EPG. The 24,250 convertible notes are
secured against Gazonor and expire at the end of 2010. Expansion
of the project will better efforts to refinance/re-negotiate the debt.
EPG’s substantial CSG resource remains largely unexplored due to
funding constraints. The expanded Gazonor project would provide
additional cash flow to fund exploration however a larger
initiative/farm-in is required to facilitate a more timely program.

Year End June 30 2007A 2008A 2009F 2010F pJiJkid 12 Month Share Price Performance
A$

Reported NPAT ($m) (1.5) (6.2) (7.8) (4.1) 5.7 $1.0 + 130

Recurrent NPAT ($m) (1.5) (6.2) (7.8) (4.1) 5.7 )

Recurrent EPS (cents) (0.8) (3.1) (3.9) (2.0) 2.3 4+ 110

EPS Growth (%) na na na na na $0.8 1

PER (x) (32.3) (8.0) (6.4) (12.2) 10.9

$0.6 -

EBITDA ($m) (1.5) (1.6) (1.6) 0.4 15.4

EV/EBITDA (x) (32.9) (65.3) (71.2) 253.6 8.5 $0.4

Capex ($m) 0.0 0.2 0.0 3.9 0.9

Free Cashflow (7.8) (7.9) (12.3) (6.6) 4.6 $0.2 -

FCFPS (cents) (3.9) (4.0) (6.2) (3.3) 1.9

PFCF (x) (6.4) (6.3) (4.1) (7.6) 13.4 $0.0 -10

——EPG (LHS)

D.PS (cents) 0.0 0.0 0.0 0.0 0.0 Rel. S&P/ASX 300 ENERGY

Yield (%) 0.0 0.0 0.0 0.0 0.0

Franking (%) 0.0 0.0 0.0 0.0 0.0 Performance % imth 3mth 12mth
Absolute 54.5 64.5 -56.0
Rel. S&P/ASX 300  31.2 44.2 -50.6

RESEARCH NOTE - PATERSONS SECURITIES LIMITED 1

All information and advice is confidential and for the private information of the person to whom it is provided and is provided without any responsibility
or liability on any account whatsoever on the part of this firm or any member or employee thereof.



17 August 2009

European Gas Limited

European Gas (EPG) $0.25 Year End June 30
Valuation A$m A$/sh Commodity Assumptions 2008A 2009F 2010F 2011F
Avion 44.66 0.22 A$:US$ 0.90 0.75 0.81 0.84
Divion 13.45 0.07 A$:Euro 1.65 1.85 1.76 1.70
Desiree 13.14 0.07 Crude Oil - WTI (USD/bbl) 96.97 69.65 67.50 84.07
Add. Reserves / Resource Potential 75 0.38 Gas Price - Assumed (€/MWh) 21.50 23.37 15.49 21.00
Corporate (20) (0.10) Gas Price - Assumed (A$/GJ) 9.83 12.09 7.58 9.93
Cash 4 0.02
Debt (67) (0.33) Production Summary 2008A 2009F 2010F 2011F
Total @ 10% Discount Rate 64 0.32 Production
Price Target 0.32 Avion (PJ) 1.1 1.0 1.0 2.0
Divion (PJ) 0.1 0.0 0.0 0.5
Valuation Sensitivity -10% 0% +10% Desiree (PJ) 0.1 0.1 0.1 0.5
Gas Price Sensitivity (A$/sh) 0.26 0.32 0.38 Total (PJ) 1.3 1.1 1.1 2.9
Exchange Rate Sensitivity (A$/sh) 0.32 0.32 0.33 Gas Sales
Avion (GWh) 156 274 278 490
Valuation Summary of Operating Assets Divion (GWh) 0 0 0 120
Desiree (GWh) 11 31 32 120
Reserves / Total (GWh) 167 305 310 730
Resource
Plster]tial Profit & Loss (€$m) 2008A 2009F 2010F 2011F
esiree Sales Revenue 3.7 8.0 4.8 15.3
Other Income 1.0 0.1 0.0 0.1
Operating Costs 2.1 5.3 2.5 4.2
Exploration Exp. 0.0 0.0 0.0 0.0
Avion Corporate/Admin 3.6 3.6 2.0 2.1
- Royalty 0.0 0.0 0.0 0.1
Divion EBITDA (1.0) (0.9) 0.3 9.0
Production Summary (GWh/year) Depn & Amort 1.6 1.1 0.6 1.5
EBIT (2.6) (1.9) (0.4) 7.5
800 40.00 Interest 1.4 2.2 1.9 2.4
Operating Profit (4.0) (4.2) (2.3) 5.1
700 + L 35.00 Tax expense (0.2) 0.0 0.0 1.8
600 Minorites 0.0 0.0 0.0 0.0
L 30.00 Discontinued Operations 0.0 0.0 0.0 0.0
500 A : s NPAT (3.8) (4.2) (2.3) 3.3
400 - - 25.00 EE Normalised NPAT (3.8) (4.2) (2.3) 3.3
=]
— w
300 r 20.00 Cash Flow (€$m) 2008A 2009F 2010F 2011F
200 - Adjusted Net Profit (3.8) (4.2) (2.3) 3.3
- 15.00 + Interest/Tax/Expl Exp 1.4 2.3 1.9 4.2
100 - Interest/Tax/Expl Inc 4.9 7.6 1.7 5.8
0 - L 10.00 + Depn/Amort 1.6 1.1 0.6 1.5
+/- Other 1.0 1.9 (0.1) 0.0
2008A 2009F 2010F 2011F Operating Cashflow (4.7) (6.6) (1.5) 3.2
- Capex (+asset sales) 0.1 0.0 2.2 0.5
= Avion C—Divion Il Desiree —&— Gas Price - Assumed (€/MWh) ‘ - Working Capital Increase 0.0 0.0 0.0 0.0
Free Cashflow (4.8) (6.6) (3.7) 2.7
Reserves - Dividends (ords & pref) 0.0 0.0 0.0 0.0
Reserves - Net EPG Oil/Cond Gas Total + Equity raised 0.1 0.0 0.1 0.0
as at July 2008 (mmbbl) (PJ) (mboe) + Debt drawdown (repaid) 36.2 0.0 2.0 0.0
Gazonor + Other (25.7) 0.1 0.0 0.0
1P 0.0 49.0 8.2 Net Change in Cash 5.8 (6.5) (1.7) 2.7
2P 0.0 140.0 23.3 Cash at End Period 8.8 2.3 0.7 3.4
3P 0.0 380.0 63.3 Net Cash/(Debt) (25.6) (32.9) (34.5) (37.2)
Directors Balance Sheet (€$m) 2008A 2009F 2010F 2011F
Name Position Cash 8.8 2.3 0.7 3.4
Anthony McClure Managing Director  Total Assets 62.1 60.5 61.0 64.7
Alan Flavelle Executive Director  Total Debt 34.4 35.2 35.2 40.6
Terence Willsteed Non-Executive Director  Total Liabilities 38.7 40.6 43.3 43.7
Gauthier De Potter Non-Executive Director Shareholders Funds 23.4 20.0 17.6 21.0
Mark E Pitts Company Secretary
Ratios
Substantial Shareholders Shares (m) % Net Debt/Equity (%) 109.2 164.7 195.8 177.6
Maoming China Fund 25.6 12.8 Interest Cover (x) na na na 3.1
Ward Ferry Management Ltd 12.1 6.1 Return on Equity (%) na na na 15.9
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Important Motice: Copyright 2009, The contents contained in this report are owned by Patersons Securities Limited ['Patersons’) and are protected by the Copyright Act 1968 and the copyright laws of other countries.
The material contained in this report may not be copled, reproduced, republished, posted, transmitted or distributed in any way without prior written permission from Patersons. Modification of the materials or use of the
materials for any other purpese is a viclation of the copyrights and other proprietary rights of Patersons.
Disclaimer: Patersons believes that the information or advice (including any finandal product advice) contained in this report has been obtained from sources that are accurate at the time of izzue, but it has not independently
chedked or verified that information and as such does not wasmmant its accuracy or reliabiliny. Except to the extent that liability cannot be excluded, Patersons accepts no liability or responsibility for any direct or indirect loss
or damage caused by any emor in or omission from this report. You should make and rely an your awn independent inquiries.

If not specificalty disclosed othenwise, investors should assume that Patersons is seeking or will seek corporate finance business from the companies disclosed in this report.

Wamning: This report is intended to provide general securities advice, and does not purport to make ary recommendation that any securities transaction is appropriate to your particular investment objectives, financial
situation or particular needs. Prior to making any investrnent dedision, you should assess, or seek advice from your advises, on whethar any relevant part of this report is appropriate to your individual financial drcumstances

and investment objectives.

Disclosure: Patersons, its director and/or employees may eam brokerage, fees, commissions and other benefits as a result of a transaction arising from any advice mentioned in this report. Fatersons as principal, its directors
and/or emplayeas and their associates may hold securities in the companies the subject of this report, as at the date of publication. These interests did not influence Patersons in giving the advice contained in this report.
Details of any interests may be cbtained from your adviser. Patersons as principal, its directors and/'or employees and their associates may trade in these securities in a manner which may be contrary to recommendations
given by an autharised representative of Patersons to dients. They may sell shares the subject of a general "Buy” recommendation, or buy shares the subject of a general 'Sell’ recommendation.

Stock recommendations:  Investment ratings are a function of Patersons expectation of total return (forecast price appreciation plus dividend yield) within the next 12 months. The investment ratings are Buy (expacted
tofal return of 10%: or more], Hold (=5% to +5% total return) and Sell (> 5% negative total retumn). In addition we have a Speculative Buy rating covering higher risk stocks that may not be of investment grade due to low
market capitalisation, high debt levels, or significant risks in the business model. Investment ratings are determined at the time of inftiation of coverage, or a change in target price. At other times the expected total return
may fall outside of these ranges because of price movements andfor volatility. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management.This Document
is not to be passed on to any thind party without owr prior written consent.
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