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More to Blue than Sapphire

NEED TO KNOW

— Sapphire pilot testing continues and although it’'s a slow
process, gas is flowing, reserves have increased and
connection to the adjacent gas plant is advancing.

— Blue has MoU’s to supply 512 PJ into eastern Australia.
This is a transformational opportunity, but it's subject to
infrastructure, government support and flow rates.

— In new news, exploration is planned in 2024 in the Surat
Basin where Blue has a ~400PJ 3C resource.

The Sapphire CSG pilot commenced in January 2023. Gas rates reached
140,000 standard cubic feet per day (scfd) in August 2023 before being shut-in
for data analysis. Pilot operations re-commenced on 9 November 2023 and gas
flows have resumed. It's been a slow process, but the test phase is being
managed to gather critical reservoir information ahead of development.

Reserves and resources in the Bowen basin increased after analysis of
Sapphire results, by 16% for 2C and 7% for 3C respectively. Blue’s total 3C
resource is 4017 PJ, enough to solve the east coast gas crisis once and for all.

Blue has a significant resource in the Surat basin, of ~400 PJ 3C, in close
proximity to major CSG fields and production infrastructure. Planned exploration
in 2024 would unlock considerable value if successful.

Investment Thesis

Blue has the 2" largest undeveloped resource base in Eastern Australia,
and MoU'’s for supply of 512 PJ of gas in total. Establishing commercial flow rates
at Sapphire is pivotal to inform production planning to fulfil these contracts.
Accessing the east coast will require a pipeline to Wallumbilla and studies
commissioned by the Qld Government confirm the feasibility of such a link.

Surat Basin exploration is set to resume after a decade of inactivity. This is a
large resource, conveniently located close to major CSG fields and production
infrastructure serving export LNG and east coast gas markets.

The east coast gas market is undersupplied, prices remain high and are a
major commercial opportunity for Blue’ substantial uncommitted gas resource.

Valuation A$0.17 (Previously A$0.20)

We value Blue in line with domestic gas exploration peers using industry
accepted EV/(2P+2C) measures. Since our last report, market values for peers
have declined and is reflected in our lower valuation.

Risks

A key risk is the achievement of commercial rates from the Sapphire with testing
to inform. Failure would force Blue to explore elsewhere or drill more wells and
find the capital to do so. Blue has no production or revenue so will need external
funds to continue activities beyond 2023.
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Blue.

Blue Energy Limited (ASX: BLU) explores and develops
conventional and coals seam gas from a portfolio of
permits in Queensland’s Bowen, Surat Basin, and the N.T.
The permits are predominantly 100% owned. BLU has
proven reserves and very large contingent and prospective

resources which are not yet in production.
https://www.blueenergy.com.au

Valuation

A$0.17 (Prev A$0.20)
A$0.022

Current price

A$41M
$A1.2M

Market cap

Cash on hand

Upcoming Catalysts and News-flow

Period
2H CY23 Continuing increases in CSG test rates

1Q CY24 Receipt of R&D tax refund
2H CY24 Surat Basin drilling program
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Figure 1. Financial Summary
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Valuation multiples 2022A  2023A 2024 2025 2026 |l Income statement 2022A  2023A 2024 2025 2025

EPS (us cents) 0.00 0.00 0.000 0.000 0.000 Gas Revenue 0.0 0.0 0.0 0.0 1.6
PE - - - - - Oil Revenue 0.0 0.0 0.0 0.0 0.0
DPS (US cents) - - - - - Total Oil & gas revenue 0.0 0.0 0.0 0.0 1.6
Yield-% - - - - - Total Income 0.0 0.4 0.2 0.2 1.8
EBITDAX/sh (US cents) - - - - - Opex 0.0 0.0 0.0 0.0 0.0
P/IFCF - - - - - Royalties 0.0 0.0 0.0 0.0 0.0
EV/EBITDAX - - - - - G&A 1.5 1.9 2.0 2.0 2.0
EV/(2P+2C)- A%/ GJ 0.023 EBITDAX -1.4 -1.5 -1.8 -1.8 -0.2
Revenue/MM boe - - - - - Exploration exp. 0.0 0.0 0.0 0.0 0.0
EBITDAX/Sales-% - - - - - Depreciation 0.1 0.0 0.1 0.0 0.0
Net cash (US$M) 6.9 24 7.4 4.3 28 EBEBITul -15 -15 -1.9 -1.8 -0.2
ND/(ND+E) - - - - - Finance charges 0.0 0.0 0.0 0.0 0.0
Tax 0.0 0.0 0.0 0.0 0.0

NPAT-underlying 15 15 19 18 02
Gas- A%/ GJ 5.41 9.27 10.50 10.95 12.46  Significant items 0.0 0.0 0.0 0.0 0.0
Oil-US$/bbl 83.37 7731 75.23 76.67 82.10 Reported NPAT -15 -15 -19 -1.8 -0.2
A$/US$ rate metrics 0.7 0.63 0.63 0.63 0.63  Shares at EOP (M) 1582 1851 1851 1851 1851
Gas- Bcf 0.00 0.00 0.00 0.00 0.10  Receipts 0.3 2.0 0.2 0.2 1.8
Liquids (MMbbl) 0.00 0.00 0.00 0.00 0.00 Payments -1.9 -4.0 -2.0 -2.0 -2.0
MMboe 0.0 0.0 0.0 0.0 0.0 Payments for E&A 0.0 0.0 0.0 0.0 0.0
% liquids - - - - - Interest & other 0.0 0.1 0.0 0.0 0.0
Net cash from ops. -1.6 -1.9 -1.8 -1.8 -0.2

Gas- PJ 91 293 1617 4017 Acquistions / other 0.0 0.0 0.0 0.0 0.0
Liquids 0 0 0 0 Net investing -3.0 -20.6 -1.3 -1.3 -1.3
Total Mmboe 15 49 270 670 Equity issuance 9.5 19.2 0.0 0.0 0.0
% oil 0% 0% 0% 0% Debt Issue 0.0 0.0 0.0 0.0 0.0

Valuation Unit value Volume Value Divs / other 0.0 0.0 0.0 0.0 0.0
A$/GJ PJ ASM Net cash Finaning 9.5 19.2 0.0 0.0 0.0

2P reserves 1.00 90.7 90.7 Increase in cash 4.9 -3.4 3.9 -3.1 -1.5
2Cresources 0.14 1617 223 Cash at EOP 6.8 3.5 7.4 4.3 2.8
Other 0 0 Balance sheet 2022A  2023A 2024 2025 2025
NT acreage 0 0 Cash 6.9 2.4 7.4 4.3 2.8
Revbls / Inventory 0.2 0.1 9.0 11.0 11.0

Total E&P assets 314 P,P&E 64.9 86.5 86.7 86.9 87.1
Cash 1.2 Sept 30 Exploration & eval 0.0 0.1 12 2.3 34
R&D receivable 5 Proforma other 0.2 0.2 0.2 0.1 0.2
Total equity value 320.32 Total Assets 72.1 89.3 104.4 104.6 104.4
Shares FD 1851 Payables 14 0.6 0.6 0.6 0.6
Value Per share 0.17 Debt 0.0 0.0 0.0 0.0 0.0
Other 1.0 1.2 7.8 9.8 9.8

Total liabilities 24 1.8 8.4 10.4 10.4

Total equity 69.7 87.4 96.0 94.2 94.0

Source: MST Access
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A broadening of activity in 2024

This report captures recent company specific events and insights into activity for 2024 as announced
at the recent AGM.

Of particular note, is a resumption of activity in the Surat Basin block ATP854, which until now has taken
a “back seat” to activity in the Bowen basin at Sapphire. This block has an assessed resource of ~400PJ
(3C) and is adjacent to existing CSG fields and infrastructure supporting the QLD LNG export and east
coast markets. Expected R&D tax refund of ~$7M resolves short term funding and supports ongoing
Sapphire testing and connection of this field to the Moranbah gas plant.

Sapphire CSG pilot

Blue has a very large gas inventory in Queensland and MoU’s to supply gas to eastern Australia totalling
512 PJ. The key to unlocking the immense value in these MoU’s, and Blue’s additional other resources
in the Bowen Basin, is achieving sustained high flow rates from the Sapphire pilot testing.

The Sapphire 5 & 6 pilot CSG wells have a total of ~8600M of in-seam lateral in four separate coal seams.
To recap, pilot phase de-watering commenced in February 2023, and gas began flowing to surface in
March. As typical for CSG, rates increased slowly over time and reached 140,000 scfd by August, at
which time a decision was made to shut the wells in for pressure build up testing and to gain an
understanding of how the numerous laterals are “working” together. Plans to resume de-watering were
hampered by surface equipment issues, now resolved, and de-watering recommenced on November 9.
Blue reported at the AGM that the pilot has resumed flowing gas after the recent re-start of de-watering.

The rates achieved so far are not high enough to be commercial, and its probable that higher rates will
eventuate in time given de-watering processes can be very slow, however this is a test phase and Blue
is endeavouring to manage the process and at the same time, not damage the coal seams.

Update on supply deals.

Blue has MoU’s for sale of gas to Townsville and into eastern Australia. To recap:

e MoU with Energy Australia for 100 PJ.

e MoU with Origin Energy for 300 PJ, which was refreshed in September 2023.

e MoU with QPM for 112 PJ, in addition to an agreement for Blue to supply Sapphire test gas.

Reserve upgrades as data comes in.
There have been two upgrades to reserves and resources during 2023 by NSAI, as data accrues.

On 31 July 2023, Blue announced reserves and resource upgrades in the Bowen Basin “Central” and
“Lancewood” blocks.

On 11 October 2023, there was a further increase in reserves and contingent resources in the Sapphire
block, due to test data.

Collectively these result in company-wide 2C gas resources to 1.6 Tcf, and 3C resources to 4.0 Tcf.

Elsewhere, Blue’s application for PCA’s over its acreage in the Galilee Basin was rejected,
notwithstanding that gas had been discovered in 6 holes and other companies remain active in the region.
As a result, Blue has discontinued investment in the region and the ATP813 acreage has lapsed. In our
view, this acreage was not core and the lapse has nil impact on our investment case and valuation.

Figure 2: Reserves and resources (PJ)

Permit Block / Area 1P 2P 3P 1C 2C 3C
ATP854 Surat 0 0 0 90 194 398
ATP814P Bow en, Sapphire 0 90 287 171 252 256
ATP814P Bow en, Central 0 0 0 39 111 469
ATP814P Bow en, Monslatt 0 0 619 2054
ATP814P Bow en, Lancew ood 0 0 1 203 232 573
ATP814P Bow en, Hillalong 0 0. 182 237
ATP814P Bow en, South 0 0 6 15 27 30
Total (0] 90 294 518 1617 4017

Source: Blue Energy
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Infrastructure is needed to access the southern market.

The Bowen basin is already an established gas production region, but it is not connected to the east
coast, only to Townsville. There are 4 pipeline routes proposed to transport gas to the Wallumbillah gas
hub and gateway to the east coast gas market.

A two-phase joint Queensland Government / KPMG report on the Bowen Gas Pipeline feasibility study
has been underway for more than a year and the assessment finalised. . Phase 1 of this study has been
completed and concludes a pipeline is feasible, while a subsequent phase 2 makes a case for Qld
government support. Blue is not in the business of building pipelines so a Bowen Basin pipeline would
need to be financed, constructed and operated by specialist pipeline companies.

Separately, Blue is planning a 3 Km gas line from Sapphire to QPM’s Moranbah field, initially in order for
Blue to dispose of pilot test gas which currently is being flared. Engineering works and costings are
complete. In addition, such a connection allows access to the Townsville market, due to the existing
Moranbah-Townsville pipeline.

Surat Basin exploration re-awakes.

In the Surat Basin permit ATP854, Blue is planning exploration in 2024, at the “Cobalt” location following
up a previous well Cobalt#1 drilled in 2008. The permit has 2C and 3C resources of 194 PJ and 398PJ
respectively. These were independently assessed by NSAI and were announced to the ASX on 25
January 2023, and were an approximate 300% increase on the previous estimates made by NSAI more
than a decade ago. The increase is supported by historic exploration by Blue as far back as 2008, at a
core hole Cobalt#1, significant changes in gas markets and prices since that time, substantial LNG
developments to the east and the evolution of supporting production infrastructure, and key xtechnology
advances and learnings in the past decade. Blue’s working interest in this block is 100%. Blue proposes
a work program in 2024, of a vertical sell and up to two in seam lateral wells, at the “Cobalt “ location.

Figure 3: Surat Basin permit ATP854 Figure 4: Coal seam targets

Source: Buru ASX release, 17 November 2021

Sandanna Coal
Measires

Source: Buru Energy.

In the Northern Territory, in September 2023 Geoscience Australia acquired a regional 2D seismic survey
in the Wiso Basin, some of which are in Blue’s tenement areas. This data is available and will help Blue
establish a regional geological and structural framework in this area, where currently there is very little
data, and generally determine the areas’ prospectivity.

Capital adequacy and funding.

Cash as of 30 September 2023 was $1.2M. This is expected to be boosted with the receipt of ~$7M
R&D tax refund which is currently being assessed by the ATO. In anticipation of this, Blue has established
a short-term debt facility, of $1.9M, to be repaid on 29 February 2024

Longer term, for Blue to undertake meaningful development, additional funding will be required. Options
include:
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farm-out to industry partners, customers, or infrastructure developers. Blue has 100% equity
interests in all of its acreage which could be sold down or farmed out. It's likely that that gas pipeline
activity will be undertaken by infrastructure companies.

Winning of Queensland Government grants for Bowen basin drilling. There is $21M allocated for
“frontier” exploration in the Bowen and Galilee Basins. Blue is one of three industry participants
active in Queensland that may be eligible for funding. Applications for grants close in January 2024
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Valuation A$0.17 (Previously A$0.20)

MST’s values Blue Energy’s resources with reference to industry peers. It is industry accepted practise
to apply enterprise values to 2P+2C resources to exploration phase companies, and these are
documented in Figure 5 for Blue’s peer group.

We have not ascribed value to exploration acreage in the Northern Territory although we acknowledge
exploration activities may resume over the outlook, pending the company’s review of the regions
prospectivity. Our financial models do not incorporate early revenues from sale of Sapphire pilot phase
gas as they are not likely to be material initially but could accrue from FY2026.

The decrease in our valuation is predominantly due to a significant sector de-rating, with peer group
share prices lower on average compared to our previous estimates, partly offset by company specific
reserve and resource upgrades.

Figure 5: Gas focused ASX peer resource EV/(2P+2C) per GJ multiples.

0.80
Gas exploraton peer EV/(2P+2C)
0.60
0.40
0.20
ROG CRD COIl JGH CTP VEN EEG EXR HHR TOU BTE GAS PH2 BLU GLL
EE EV//(2C+2P) e Average

Source: MST Access, FACTSET price data

Blue is trading in the market on EV/(2P+2C) of 2.3¢c/GJ. This is the lowest of peers apart from Galilee
Energy which has a large contingent resource in northern Queensland’s Galilee Basin

The peer group of 15 ASX-listed gas exploration companies is 13.8¢c/GJ. (Refer figure 5). A recent
transaction for a 2C resource in the Surat basin, where Central Petroleum divested its interest in the
Range CSG project for 9¢/GJ is a point estimate. Refer below for more detail.

Methodology

Given the above, we assess Blue’s resource-based valuation as follows:

e The 90 PJ (previously 67PJ) of 2P gas reserve is valued at $1/GJ which is at the bottom end of
values for companies with 2P reserves.

e We value the 1617PJ (previously 1640yPJ) of 2C gas resource at 14c /GJ (previously 18c/GJ)
which is the volume weighted average for 15 gassy, non-production companies shown in figure 5.

Figure 6: SoP Valuation

Asset Value (A$M) Volume-PJ $/GJ A$M
Bow en Basin 2P 91 1.00 91
Bow en & Surat basin 2C 1617 0.14 223
Total E&P assets 314
Cash 1.17
R&D receivable 7
Debt -1.7
Total equity value 320
Shares on issue 1851

Value Per share 0.17

Source: MST Access
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Other data points.

On 13 November 2023, Central Petroleum announced the sale of a 50 % interest in its Range coal seam
gas pilot project, in the Surat basin, for $12.5M cash to Senex.

This acreage had an assessed resource of 135 PJ 2C (net to CTP) so this calculates out to be A$0.9c
/GJ, and demonstrates that prospective CSG acreage and resources in eastern Qld has value to industry
rivals looking to grow. The Range pilot commenced in early 2022 and has been de-watering for ~18
months with gas rates growing very gradually, which is a characteristic of coal seam gas production,
reaching 130,000 scfd in the September quarter 2023. This rate is very similar to that reached by
Sapphire a month or so earlier.
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Key catalysts

Over the coming months, we anticipate news on water rates and gas flows at Sapphire. The data
is likely to be variable, as Blue experiments with pump rates and is a normal part of any test phase
in a CSG project.

Data is being provided to Netherland Sewell for reserves and resource re-determination, and
upgrades would be a value driver.

Resolution of funding mechanisms, including cash refunds for R&D tax offsets from the ATO, and
cash grants for “frontier exploration” from the Queensland Government.

Later in 2024, more detail and unfolding activity in the Surat Basin, at the “Cobalt” projectd

Risks

The greatest risk is geology and engineering of the CSG projects, and Sapphire in particular. If test
rates fall short of commercial thresholds, then Blue’s in-the-ground assets will be materially
devalued and the pathway to commercial production will become uncertain.

Future development options are not detailed or costed, so there is uncertainty as to what a
commercial project might look like.

New pipelines are required to connect Blue’s Bowen basin gas to Townsville and to Wallumbilla.
Potential builders have yet to be identified.

Although Blue is free from the “Code of Conduct” and not subject to price caps or controls, the
company still needs to agree gas prices with key customers.

Blue’s MoU’s are not binding. It's not certain that Blue can comply with conditions for conversion to
binding and it's not certain the customers will commit.

Societal and Governmental pressure on the gas industry shows no obvious signs of letting up even
if the lights go out in Sydney of Melbourne. Given recent political precedents, its possible that the
regulatory environment and bureaucracy continue to impose unrealistic demands on industry
participants which add to costs & delay timely development.

Access to funds from external sources is likely to be required given Blue has low cash reserves, no
income and large future undertakings. Failure to secure capital on reasonable terms and in a timely
manner would impede of defer planned growth activities.
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Methodology
& Disclosures

MST Access is a registered business name of MST Financial Services Pty Ltd
(ACN 617 475 180 “MST Financial”’) which is a limited liability company
incorporated in Australia on 10 April 2017 and holds an Australian Financial
Services Licence (Number: 500 557). This research is issued in Australia
through MST Access which is the research division of MST Financial. The
research and any access to it, is intended only for "wholesale clients" within the
meaning of the Corporations Act 2001 of Australia. Any advice given by MST
Access is general advice only and does not take into account your personal
circumstances, needs or objectives. You should, before acting on this advice,
consider the appropriateness of the advice, having regard to your objectives,
financial situation and needs. If our advice relates to the acquisition, or possible
acquisition, of a financial product you should read any relevant Product
Disclosure Statement or like instrument.

This report has been commissioned by Blue Energy Limited and prepared and
issued by Stuart Baker of MST Access in consideration of a fee payable by Blue
Energy Limited. MST Access receives fees from the company referred to in this
document, for research services and other financial services or advice we may
provide to that company.

MST Financial also provides equity capital markets (“ECM”) and corporate
advisory services through its capital markets division, MST Capital Markets
(“MST Capital”’). MST Capital provides these services to a range of companies
including clients of the MST Access service. As such, MST Capital may in future
provide ECM and/or corporate advisory services to the company that is the
subject of this research report and, accordingly, may receive fees from the
company for providing such services. Within the past 12 months, MST and its
associates have provided and received compensation for investment banking
services, including acting as a Joint Lead Manager for the August 2022 capital
raising of approximately A$20 million for the subject company. However, MST
Financial has measures in place to ensure the independence of its research
division is maintained, including information barriers between its Capital Markets
and Research teams. In addition, neither MST Access, not any of its research
analysts, receive any financial benefit that is based on the revenues generated
by MST Capital Markets or any other division of MST Financial.

The analyst has received assistance from the company in preparing this
document. The company has provided the analyst with communication with
senior management and information on the company and industry. As part of
due diligence, the analyst has independently and critically reviewed the
assistance and information provided by the company to form the opinions
expressed in the report. Diligent care has been taken by the analyst to maintain
an honest and fair objectivity in writing this report and making the
recommendation. Where MST Access has been commissioned to prepare
content and receives fees for its preparation, please note that NO part of the fee,
compensation or employee remuneration paid will either directly or indirectly
impact the content provided.

Accuracy of content: All information used in the publication of this report has
been compiled from publicly available sources that are believed to be reliable,
however we do not guarantee the accuracy or completeness of this report and
have not sought for this information to be independently certified. Opinions
contained in this report represent those of MST Access at the time of publication.
Forward-looking information or statements in this report contain information that
is based on assumptions, forecasts of future results and estimates of amounts
not yet determinable, and therefore involve known and unknown risks,
uncertainties and other factors which may cause the actual results, performance
or achievements of their subject matter to be materially different from current
expectations.

Exclusion of liability: To the fullest extent allowed by law, MST Access shall not
be liable for any direct, indirect or consequential losses, loss of profits, damages,
costs or expenses incurred or suffered by you arising out or in connection with
the access to, use of or reliance on any information contained in this report. No
guarantees or warranties regarding accuracy, completeness or fitness for
purpose are provided by MST Access, and under no circumstances will any of
MST Financials’ officers, representatives, associates or agents be liable for any
loss or damage, whether direct, incidental or consequential, caused by reliance
on or use of the content.

General
Advice Warning

MST Access Research may not be construed as personal advice or
recommendation. MST encourages investors to seek independent financial
advice regarding the suitability of investments for their individual circumstances
and recommends that investments be independently evaluated. Investments
involve risks and the value of any investment or income may go down as well as
up. Investors may not get back the full amount invested. Past performance is
not indicative of future performance. Estimates of future performance are based
on assumptions that may not be realised. If provided, and unless otherwise
stated, the closing price provided is that of the primary exchange for the issuer's
securities or investments. The information contained within MST Access
Research is published solely for information purposes and is not a solicitation or
offer to buy or sell any financial instrument or participate in any trading or
investment strategy. Analysis contained within MST Access Research
publications is based upon publicly available information and may include
numerous assumptions. Investors should be aware that different assumptions
can and do result in materially different results.

MST Access Research is distributed only as may be permitted by law. It is not
intended for distribution or use by any person or entity located in a jurisdiction
where distribution, publication, availability or use would be prohibited. MST
makes no claim that MST Access Research content may be lawfully viewed or
accessed outside of Australia. Access to MST Access Research content may
not be legal for certain persons and in certain jurisdictions. If you access this
service or content from outside of Australia, you are responsible for compliance
with the laws of your jurisdiction and/or the jurisdiction of the third party receiving
such content. MST Access Research is provided to our clients through our
proprietary research portal and distributed electronically by MST to its MST
Access clients. Some MST Access Research products may also be made
available to its clients via third party vendors or distributed through alternative
electronic means as a convenience. Such alternative distribution methods are
at MST’s discretion.

Access & Use

Any access to or use of MST Access Research is subject to the Terms and
Conditions of MST Access Research. By accessing or using MST Access
Research you hereby agree to be bound by our Terms and Conditions and
hereby consent to MST collecting and using your personal data (including
cookies) in accordance with our Privacy Policy, including for the purpose of a)
setting your preferences and b) collecting readership data so we may deliver an
improved and personalised service to you. If you do not agree to our Terms and
Conditions and/or if you do not wish to consent to MST’s use of your personal
data, please do not access this service.

Copyright of the information contained within MST Access Research (including
trademarks and service marks) are the property of their respective owners. MST
Access Research, video interviews and other materials, or any portion thereof,
may not be reprinted, reproduced, sold or redistributed without the prior written
consent of MST.

llll mstaccess.com.au


https://www.mstaccess.com.au/terms-of-use
https://www.mstaccess.com.au/terms-of-use
https://www.mstaccess.com.au/privacy-policy

