30 December 2020

NEW ELK START-UP MINE PLAN FINALISED WITH PRODUCTION TO COMMENCE Q2-21

KEY POINTS
§

The target date for commencement of mining at New Elk, subject to raising the start-up capital
requirement, is June 2021.

§

The New Elk mine plan which involves mining 22.2Mt of saleable coal reserves from the Blue
seam is as announced on 29 April 2020, all that has changed is rescheduling labour and
equipment by a reduction in production units from four to two resulting in the reserves being
mined over 24 years rather than 15 years.

§

The loss in annual coal sales from a reduction in production units has been off-set by the
acquisition of Pratt seam coal from Mays Mining, Inc. as announced on 1 December 2020.

§

It follows, the start-up capital requirement has reduced to just US$13.5M from US$24M (as
announced on 29 April 2020), which Allegiance intends to fund with project debt.

§

Allegiance has a debt terms sheet of US$25M from Nebari Natural Resources Credit Fund 1 LP
(subject to completion of due diligence to Nebari’s satisfaction), which Allegiance is working
to advance to documentation as the basis for funding the start-up capital requirement.

§

Working capital is partly funded by US$15M of off-take financing from M Resources Pty Ltd,
New Elk’s sales and marketing agent.

§

Allegiance is seeking a further US$10M of off-take financing to cover the balance of working
capital requirements.

§

Coal sales are planned to commence June 2021 at 75ktpm increasing to 137ktpm by
December 2021 made up as follows:

§

§

40ktpm of Blue seam from June 2021 increasing to 73ktpm by December 2021; and

§

35ktpm of Pratt seam from June 2021 increasing to 64ktpm in December 2021.

By December 2021 annualised coal sales are planned to reach 1.6Mt and thereafter continues
to average around that number.
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Background
§

On 15 July 2019, Allegiance secured an exclusive 12 month option (later extended to 18 months), to
acquire the permitted and built New Elk coking coal mine located in southeast Colorado, US, during which
time Allegiance assessed the economic viability of the mine with an independent feasibility study, several
optimisation studies, and concluded critical rail, port and sales and marketing contracts.

§

On 1 April 2020, Allegiance agreed commercial terms with Union Pacific Railroad for the rail of coal from
New Elk to port which includes ports both in the Gulf of Mexico and the west coast of the US and northern
Mexico.

§

On 6 April 2020, Allegiance appointed M Resources of Brisbane Australia as its sales and marketing agent
and secured US$15 million of off-take financing.

§

On 27 April 2020, Allegiance acquired coal leases at the neighbouring Lorencito Property which contains
the same coal seams as New Elk but of particular interest is the Primero seam which has superior coking
coal quality to the coal seams within New Elk and is expected to enhance the value of New Elk.

§

On 27 October 2020, Allegiance completed the acquisition of 100% of New Elk confident in the
knowledge that it has an asset that is economically viable, a reliable supply chain in place, and can raise
the start-up capital requirement.

§

On 1 December 2020, to enhance the value of its product on the re-commencement of mining at New
Elk, Allegiance entered into an agreement with Mays Mining, Inc. to acquire high sulphur high vol ‘A’
coking coal to blend with New Elk’s low sulphur high vol ‘B’ coking coal, and to sell and export a better
quality product from New Orleans to the seaborne market.

Allegiance is now pleased to announce a planned production start date, subject to raising the start-up capital
requirement, of June 2021.

Image: New Elk mine complex, southeast Colorado, US.
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This announcement summarises the New Elk Final Start-up Mine Plan, saleable coal from production and
purchase, operating costs, start-up capital expenditure and, importantly, it addresses the state of the
seaborne metallurgical coal market leading into 2021 and 2022.
The short and medium term certainly looks very good for New Elk
Media reports state that China has now formally banned Australian coal imports.
As a direct consequence of this, Macquarie Research reports that metallurgical coal prices have lagged
remaining at US$100/t levels (FOB Queensland) against which Teck Resources has stated it is receiving more
than US$150/t (FOB Vancouver) for its coking coal from sales to China.
The Chinese ban on Australian coal has certainly created short term opportunities for US coking coals leading
into 2021, with Citi Research commenting in early December that it expects another US$20-US$30 per tonne
for high-vol A on current spot levels of US116/t, and more recently Allegiance was advised a vessel of US
coking sold for US$170/t (CFR China).
While the Chinese ban on Australian coal continues, Macquarie Research suggest China will prioritise supply
from Mongolia, Asia and Russia, as well as Canada and the US. Citi Research also noted that Chinese traders
have recently booked US and Canadian cargoes for Q1’21 delivery.
The market is uncertain when the Chinese ban on Australian coal will be lifted although Citi Research expects
it to occur by mid-2021, noting that China does not produce enough domestic low vol hard coking coal to
support its steel mills (in 2019 China produced 28Mt of low vol hard coking coal while importing 15Mt).
Regardless, research analysts seem to agree that Europe, Japan and India will lead ex-Chinese coking coal
imports in 2021. Citi Research commented that rising Indian steel output has prompted Indian mills to take
spot cargoes diverted from China while rising European steel production should benefit demand for US and
Canadian coking coal.
Macquarie forecast benchmark hard coking coal to return to pre-COVID levels of US$150/t by mid-2021 and
to remain at or above that level to the end of 2022, providing a good benchmark price for New Elk’s saleable
coal over the next two years.

Source: Bloomberg, Macquarie Research, December 2020

3

New Elk mine plan simplified
The New Elk Final Start-up Mine Plan has not changed from the mine plan announced on 29 April 2020 (the
Slow Start-up Mine Plan), targeting the production of 22.2Mt of saleable Blue seam coal reserves, except for:
§

A reduction in the number of production units from four to two;

§

A rescheduling of labour and the production units to mine the entire Blue seam reserve; and

§

An extended Blue seam mine life from 15 to 24 years.

The loss in annual New Elk production from the Slow Start-up Mine Plan has been off-set by the purchase of
a similar amount of coal from Mays Mining thus maintaining a similar coal sales profile (for the first 15 years)
to the Slow Start-up Mine Plan.
The graph below illustrates annual coal sales (noting the first period is just 7 months) from both New Elk Blue
seam coal production and the purchase of Pratt seam coal from Mays Mining (Final Start-up Mine Plan),
compared to the Full Feasibility Study Mine Plan announced on 28 November 2019 and the Slow Start-up
Mine Plan announced on 29 April 2020.
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The key objective to arriving at the Final Start-up Mine Plan was to achieve maximum saleable coal sales, for
minimal start-up capital, as soon as possible. Purchasing Pratt seam coal has significantly reduced the capital
demands on New Elk achieving average annual coal sales of around 1.6Mt.
The Blue seam has 22Mt of saleable coal reserves at a coal seam cut-off height of four foot (as previously
announced on 29 April in the Slow Start-up Mine Plan).
While the mine plan contemplates mining the entire Blue seam reserve with just two continuous miners over
a period of 24 years, the intention is to either increase or replace Blue seam production (all or part) in year
three from the Primero seam, which has the best coal quality in the New Elk Mine. On its own Primero seam
coal is expected to command a premium price and if blended with the Pratt seam (or other Alabama high4

vol A coking coals), will be very close to if not at benchmark high vol A coking coal. Further announcements
in this regard will be made in due course.
The graph below illustrates the split in coal sales between the Blue seam and the Pratt seam (both contracted
via Mays Mining and uncontracted), for the life of mine for the Blue seam reserves.
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While Allegiance has only contracted an initial four years of supply of Pratt seam coal from Mays Mining,
Mays does have further supply and there is an abundance of this coal from other potential suppliers in
Alabama. The strategy of blending high quality but high sulphur coking coal with New Elk’s low sulphur coals
is a long term strategy, whether the blending is with the Blue seam, the Primero seam or any of New Elk’s
other nine coal seams.
Reduction in start-up capital expenditure
In two revisions of the start-up mine plan at New Elk, Allegiance reduced the start-up capital expenditure
(excluding working capital and financial leases) from US$40M in the Full Feasibility Study Mine Plan
announced on 28 November 2019, to US$28M (31 January 2020 announcement) and then to US$24M (29
April 2020 announcement), the latter being the Slow Start-up Mine Plan.
Under the Final Start-up Mine Plan the start-up capital expenditure is US$17.7M (summarised in the table
below).
Major capital invested in the first 6 months of production
Wash-plant upgrade
Mine access and ventilation
Mine infrastructure mostly related to conveyor systems
Refurbishment of first production unit of equipment (with some new items purchased)
Refurbishment of second production unit of equipment (with some new items purchased)
Other mining support equipment
Investment in rail
Total

US$M
5.0
0.2
4.0
3.2
3.6
1.3
0.4
17.7
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Start-up capital requirement
The start-up capital expenditure is spread over the first six months of production and therefore, some capital
expenditure will during that period be funded from cashflow generated from the first production unit sales.
The second production unit is not scheduled to commence until December 2021 meaning the refurbishment
of that equipment will commence after production commences, and the cost of conveyor drives, belting and
structure, is spent as one mines and advances underground.
With the reduction in production units from four to two, there has been a subsequent significant reduction
in sustaining capital from US$209M in the Slow Start-up Mine Plan to US$146M in the Final Start-up Mine
Plan.
Payment for coal sales is anticipated to be received when the coal is placed on the ground at the port prior
to loading into the vessel funded by:
§

US$15M of off-take finance facility from M Resources Pty Ltd, as previously announced; and

§

US$10M of off-take finance yet to be concluded.

Taking account of the above, the start-up capital requirement is US$13.5M which includes US$10M applied
to capital expenditure and US$3.5M applied to working capital.
Allegiance intends to raise this from US$15M of project finance debt.
Allegiance has a conditional terms sheet with Nebari Natural Resources Credit Fund 1 LP for US$25M, the
details of which were announced on 30 March 2020. The terms sheet is subject to, amongst other things,
Nebari completing independent, third party, due diligence to its satisfaction.
Allegiance delayed commencement of the independent due diligence until it had settled on its Final Start-up
Mine Plan. Accordingly, Nebari has now commenced the independent third party due diligence which for the
most part involves a peer review by independent mining consultants of the Final Start-up Mine Plan, and this
should be completed in February 2021.
In addition to the start-up capital requirement, an initial debt cash repayment amount of US$6M falls due to
Cline Mining Corporation upon the commencement of mining. This is anticipated to be funded by Allegiance
internally.
If an additional US$10M of off-take finance cannot be secured, then an additional US$10M of start-up
working capital will be required to fund the time delay for receipt of funds for coal sales that exceed the
US$15M pool of off-take funding. Allegiance anticipates it will raise the additional off-take finance as it can
be secured by the coal on the ground at the port, which will already have been sold to a steel mill customer.
Cash operating costs
The life of production Blue seam cash operating costs for New Elk (before royalties, interest and tax) have
increased slightly, as compared to the November 2019 feasibility study, due to:
§

A further rail haul to New Orleans versus Houston off-set in part by lower port costs; and

§

No provision had been made for the appointment of an external sales and marketing agent in the
feasibility study.
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Operating costs are summarised in the table below and compared against the Full Feasibility Study costs
announced on 28 November 2019.
Cash cost items
Mining
Processing
General & Administration
Marketing (Blue and Pratt seam blended)
Haulage
Rail and Port
Total

Full Feasibility Study - US$M
30.2
4.5
1.2
0.2
0.2
37.4
73.7

Final Start-up Mine Plan - US$M
28.7
4.4
2.8
2.4
0.9
42.1
81.3

The life of mine cash cost for New Elk Blue seam coal places New Elk in the lower half of the seaborne
metallurgical coal cost curve and amongst the lowest cost producers of US metallurgical coal.
Allegiance will purchase Pratt coal for a fixed price in addition to a bonus payment of 30% of the FOB port
sales price that Allegiance achieves over US$110/tonne.
The all-in cash cost for Pratt coal, which includes the fixed price payment (but not the bonus payment as it is
variable to FOB price), barge and port costs, is around US$95/tonne. It is important to note that there is no
sustaining capital or interest cost to purchasing Pratt coal. It is, therefore, except for the cash bonus payment,
an all-in cash cost.

Source: Wood Mackenzie

The weighted average FOB port cash cost for Blue seam and Pratt seam coal is around US$87.5/tonne, placing
this coal near the middle of the seaborne met coal cost curve, but still amongst the lowest for US coking
coals.
Production targets and forecast financial information
As noted above, the production targets and forecast financial information in respect of New Elk were
previously disclosed in Allegiance's announcements of 28 November 2019, 31 January 2020 and 29 April
2020. Allegiance confirms that all the material assumptions underpinning the production targets and forecast
financial information as disclosed in the previous announcements in respect of New Elk continue to apply
and have not materially changed, other than for capital and operating costs as set out in this announcement.
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Authorised for release by Chairman and Managing Director, Mark Gray.
_______________________________________________________________________________________
For more information, please contact:
Mr Mark Gray
Chairman & Managing Director
Mobile : +61 412 899979
Email : mgray@allegiancecoal.com.au

Mr Jonathan Reynolds
Finance Director
Mobile : +61 408 229 953
Email: jreynolds@allegiancecoal.com.au

About Allegiance Coal
Allegiance Coal is a publicly listed (ASX:AHQ) Australian company based in Vancouver, BC Canada, and is focussed on
developing and mining metallurgical coal projects in North America and Western Canada. The Company is developing
the Tenas metallurgical coal project, located in northwest British Columbia, in partnership with Itochu Corporation. The
Tenas Project has a completed definitive feasibility study and is now in the permitting process targeting H2 2022 for the
commencement of production. In October 2020, the Company completed the acquisition of the New Elk hard coking
coal mine, a fully permitted and constructed mine located in southeast Colorado, US. The Company is targeting to return
the New Elk mine to production in 2021.
New Elk Reserves
Allegiance refers to its announcement of 28 November 2019 regarding the reserve estimates for the New Elk mine.
Allegiance confirms that it is not aware of any new information or data that materially affects the information included
in that announcement and that all material assumptions and technical parameters underpinning the estimates in the
previous announcement continue to apply and has not materially changed.
________________________________________________________________________________________________
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