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Introduction

Stock Data
Share Price:

A$0.069

Market Cap (M):

A$39.7

EV (M):

A$41.8

Allegiance Coal (“Allegiance” or “AHQ”) is about to become one of the fastest growing coal
producers in the world by producing up to 4Mt by 2028. AHQ are targeting the start-up of the
New Elk mine in the US in 2021 and the Tenas Project in Canada from 2023. With both mines
having planned ramp-ups, production is forecast to exceed 3Mt pa by 2027 and continue
upwards to in excess of 4Mt pa by 2028.

Price Chart

A Low-cost Producer
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The Tenas Project will be one of the lowest cost coking coal mines in the world with estimated
cash costs of US$45/t FOB the coal terminal.
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New Elk is also low cost, and at a forecast US$74/t ex Houston, it is well into the first quartile
of the seaborne metallurgical coal cost curve. Additionally, these high margins will not be
eaten away by high freight charges to the end-user. Both of these mines will have significant
freight advantages over their major Australian coking coal competitors.
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Valuation A$1.65 per Share
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BHC has valued the New Elk project at US$503M at NPV10 calculation. This figure assumes
a mine life out to 2040, although the mine has sufficient resources to go beyond this date a
coking coal price of US$140/t and results in an internal rate of return of 129%. Using the same
technique, we have valued 100% of the Tenas Project (Allegiance holds 80% and Itochu 20%)
at US$292M with an internal rate of return of 54.8%. This is based on a coal price of US$122/t.
Both of these valuations are after tax but before funding.
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In the BHC modelling, we place the funding in the corporate entity, rather than at the mine
level. Allegiance uses Australian dollars as its reporting currency and based on the same
assumptions as we valued the two mines, we value Allegiance Coal at A$1.65/share.
As AHQ de-risk both projects there is material upside for investors particularly given the prior
experience of the team in developing coal mines.

Key Catalysts to Unlock Value in 2020
•

Confirmation of the funding arrangements for the New Elk coal mine. It is expected to be
via a convertible note and an equipment leasing agreement. With a modest start-up cost
of US$24M, including working capital, this will keep shareholding dilution to a minimum.

•

The second key event, to follow later in the year will occur when AHQ lodges its
Environmental Assessment application for the Tenas Project which is targeted for the
December quarter of 2020. This will enable Itochu (the Japanese steel trading house) to
move to 20% ownership of the project.

Produces a Blend of Coking Coals
Apart from its low cost production and high growth rate, Allegiance has also strengthened its
position by producing a mix of coking coals. New Elk will produce a low sulphur high fluidity
high-vol A & B hard coking coal and Tenas will produce a mid-vol semi coking coal.

Research:
Peter Rose
Peter.Rose@brandonhillcapital.com

www.brandonhillcapital.com
This is a marketing communication. It 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. Non-US research analysts who have prepared this report are not
registered/qualified as research analysts with FINRA, may not be associated persons of the member organisation and may not be subject to NASD/NYSE restrictions on
communications with a subject Company, public appearances and trading securities held by a research analyst account. Disclosures can be found at the end of the report.
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Executive Summary
Background
Allegiance is an ASX listed coal company, focused solely on coking coal. It is planning to develop two mines, the
New Elk mine in Colorado, USA followed by the Tenas project in British Columbia, Canada. This is expected to result
in production going from zero in 2020 to near 3Mt of saleable coking coal in 2025, before plateauing at around 4Mt
pa from 2028.
Exhibit 1: Allegiance Coking Coal Production Profile

Source: Allegiance Coal

The New Elk Project – Low Capex Start Up
The New Elk mine, located in southern Colorado, USA, has 673Mt of resources and 45Mt of reserves and has its
mining, water and discharge permits already in place. This will be a low cost development because it is a re-start of
a mothballed mine rather than a greenfield development.
The estimated start-up cost is US$24M, due to the established infrastructure and the low start-up rate of 500Kt pa
which is quickly expanded to 2.5Mt pa through a two stage ramp up process. It has an excellent product of low
sulphur high fluidity high-volatility A and B hard coking coal.
A legally binding marketing agreement has been signed which also provides up to US$15M of off-take financing and
also removes the credit and payment risk for Allegiance enabling revenues to be received up to two months in
advance of when it would otherwise be paid.

The Tenas Project
The Tenas project is located in north-west British Columbia and has 36Mt of resources and 16.5Mt of saleable
reserves giving it an expected mine life of 20 years. The permits to mine are expected to be in place by the third
quarter of 2021, with first production anticipated in early 2023.
Production is currently planned to commence at 750kt pa and ramp up to 1.35Mt pa over five years. This project also
has a low cost start-up, estimated to be US$55M excluding working capital. The mine will be a shallow open pit with
a very low strip ratio of 3.6BCM to 1t of ROM coal. Consequently, this mine is predicted to be at the very low end of
the cost curve.
It will produce a mid-vol semi soft coking coal with a forecast cash cost of US$45/t as delivered to the Ridley coal
terminal. Significantly, the Itochu Corporation will own a minimum of 20% of the project, will be responsible for sales
and marketing and have the balance sheet to fund the start-up.

Brandon Hill Capital
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Project Upside – key catalysts to unfold in 2020
The key catalysts for 2020 which BHC expect to drive the share price of Allegiance as it rapidly heads to production
are:
•

•

confirmation of the funding arrangements for the New Elk coal mine. It is expected to be via a convertible
note and an equipment leasing agreement. With a modest start-up cost of US$24M, including working capital,
this will keep shareholding dilution to a minimum.
The second key event, to follow later in the year will occur when Allegiance lodges its Environmental
Assessment application for the Tenas Project which is targeted for the December quarter of 2020. This will
enable Itochu to move to 20% ownership of the project.

The Coal Market
2020 is a year of weak demand for coking coal due to the idling of much capacity globally due to covid-19, and there
is expected to be excess production of 22Mt due to sustained production levels in Australia, where production has
been assisted by a weak Australian dollar and low oil prices. Despite this current oversupply which has pushed coking
coal prices lower, a supply deficit is forecast for 2021 which is expected to result in improved hard coking coal prices
from 2021 onwards. Despite the lower oil prices which have lowered the coking coal FOB cash costs, marginal costs
at the 90th percentile are estimated to be US$102/t, with a further 20Mt of largely US met coal along with Mozambique
hard coking coal estimated to be operating at losses. This volume or a substantial portion of it is likely not sustainable
at current prices and is expected to disappear from the seaborne market.

Valuation
BHC has valued the New Elk project at US$503M using a 10% discount rate in its NPV calculation. This figure
assumes a mine life out to 2040, although the mine has sufficient resources to go beyond this date a coking coal
price of US$140/t and results in an internal rate of return of 129%. Using the same technique, we have valued 100%
of the Tenas Project at US$292M with an internal rate of return of 54.8%. This is based on a coal price of US$122/t.
Both of these valuations are after tax but before funding.
In the BHC modelling, we place the funding in the corporate entity, rather than at the mine level. Allegiance uses
Australian dollars as its reporting currency, and based on the same assumptions as we valued the two mines, we
value Allegiance Coal at A$1.65/share.

Location Advantages
The New Elk mine is located 853 miles by rail to the port of Houston and is ideally located to sell to steel plants on
the east coast of the USA, in South American and in Western Europe, where it has a significant advantage distance
wise compared with Australian coking coal producers. Further, the Union Pacific Railroad has the ability to deliver
coal to both the east coast of the USA and into Mexico, from where it will be able to access the Asian steel market/
Tenas is also well located, with the Ridley coal terminal situated approximately 500km closer to Tokyo than the
Hunter Valley terminal of Newcastle. More importantly, there is no congestion at the Ridley terminal where Newcastle
and Queensland coal ports suffers significantly with congestion and delays of between 2 and 4 weeks are not
uncommon, giving rise to significant demurrage costs.
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A Low-Cost Producer
As the cost curve for seaborne metallurgical coal shows in Exhibit 2, Tenas is placed towards the low end of the
first quartile and New Elk is positioned just within the first quartile, placing Allegiance in a very strong position to
make good profits or weather any downturn in the market.
Exhibit 2: 2019 Total Seaborne Metallurgical Coal Cash Curve

Source: Allegiance Coal
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Time Line of key Historical Events
Date

Event

Jan 2017

Telkwa Coking Coal PFS Lead Consultants Appointed

Jan 2017

Locates Historical Groundwater Wells at Telkwa Project

Apr 2017

Commences Telkwa Project Baseline Studies

Apr 2017

First Nations Communication and Engagement Agreement

Apr 2017

Drilling Programme Application Lodged

Sep 2017

Telkwa Metallurgical Coal Project Stage 1 PFS Results

Oct 2017

Telkwa Metallurgical Coal Project Permitting Update

Oct 2017

Completes Oversubscribed Placement to Raise $3.67 Million

Dec 2017

Acquires 100% Ownership of Telkwa Met Coal Project

Dec 2017

Steel Mills Express Interest in Telkwa Met Coal

Feb 2018

Drill Programme Commences. Strong Demand for Core

Feb 2018

Feasibility Study Commences on Telkwa Met Coal Project

Mar 2018

Independent Research Report Released

Mar 2018

Board Reorganises to Increase Focus on BC, Canada

Mar 2018

Drilling and Bulk Sampling Programme Completed

Mar 2018

Receives Strong Market Support Raising $3.97M

May 2018

Coal Washability and Quality Testing Initial Results

Jun 2018

Tenas Geological Model Indicates Decrease in Strip Ratio

Jun 2018

Updated Tenas Project Resource Statement and Pit Models

Jul 2018

Tenas Met Coal Project Description and Production Target

Sep 2018

Receives Strong Market Support Raising $2.4M

Nov 2018

Itochu Corporation to be Telkwa Project JV Partner

Nov 2018

Itochu Corporation Investment Valuations

Mar 2019

Tenas Met Coal Project DFS Results

Jun 2019

Itochu Confirms Tranch 2 Investment in Telkwa

Jul 2019

Potential to Significantly Enhance Tenas Project Economics

Jul 2019

Proposed acquisition of the New Elk coking coal mine

Aug 2019

Update on Acquisition of New Elk Hard Coking Coal Mine

Nov 2019

New Elk feasibility study delivers outstanding results

Jan 2020

Concludes binding agreement to acquire New Elk mine

Jan 2020

Simplified New Elk Mine Plan to reduce start-up capex

Apr 2020

Finalises New Elk project rail contract terms

Apr 2020

New Elk project marketing contract and off-take agreement

Apr 2020

Lorencito leases acquisition

Apr 2020

Extends option to acquire New Elk hard coking coal mine

Apr 2020

Further reductions in start-up capex for New Elk project

Source: Allegiance
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New Elk
Background Information
The Mine sits in the Raton Basin of southeast Colorado and northeast New Mexico that has had active coal mines
for nearly 150 years producing good quality hard coking coals for domestic steel production. The Raton Basin hosts
low sulphur, mid to high volatile hard coking coals, typically with excellent plasticity which is an important element in
the blending of coking coals in blast furnace steel production. The Mine was first named the ‘Allen Mine’, and
commenced production in 1951 supplying coking coal to the Pueblo Steel Mill located approximately 100 miles north
of the Mine. In the late 1970’s, the Pueblo Steel Mill transitioned from blast furnace steel production to an electric arc
furnace, no longer requiring hard coking coal. Notwithstanding this, the Allen Mine continued production through to
1989 supplying coal to local power utilities, and the wash-plant continued operating until 1996 servicing neighbouring
mines.
Whilst the existing rail near the Mine could transport coal 850 miles to the Gulf of Mexico, a lack of nearby coal
handling facilities at ports meant the coking coal could not access the export seaborne market. That has now changed
with a coal terminal nearby in Houston Bay, and a dry bulk handling facility at Corpus Christi that can also be
developed into a coal terminal.
The Mine was acquired by Cline Mining Corporation (“Cline”) in 2008 for C$17M. In 2010, the Mine was re-opened
under the name ‘New Elk Mine’. Cline upgraded the Mine infrastructure, including the wash-plant and supporting
infrastructure, developed a second underground portal entry, and recommenced production at an estimated capital
cost of some C$150M.
Production recommenced in 2011 with production of saleable coal intended for sale on the global seaborne market
via the Port of Corpus Christi, with plans to increase production once the underground headings were fully developed
allowing several production panels, and rail from the Mine to the loadout had been re-installed. The Mine operated
for several months but was forced to close in July 2012 when world hard coking coal prices plummeted. Following
this, Cline filed for bankruptcy protection, which resulted in all liabilities being extinguished, and the senior secured
creditor ultimately taking ownership of Cline and its subsidiary NECC. It has remained on care and maintenance ever
since.
On the 15thJuly 2019, Allegiance announced that they had has entered into a binding and conditional terms sheet
(Terms Sheet) to acquire all the shares in New Elk Coal Company, LLC (NECC), which owns the New Elk Coal hard
coking coal mine, located in southeast Colorado.

Terms of the Deal
The purchase price for the shares in NECC is US$1. The completion of the purchase is anticipated to close in August
2020. NECC is debt free, except for debt owing to Cline totalling C$55M.
The Term Sheet provides that the Debt will be repaid by NECC to Cline as follows:
•
•
•
•
•

US$3M in cash on completion of the acquisition of the shares in NECC (Completion);
US$3M in Allegiance shares issued on Completion;
US$6M in cash prior to the commencement of commercial production;
The balance Debt will be interest free and repaid from an agreed percentage of Mine operating cash flow
after NECC makes provision for any preferred debt payments and working and sustaining CAPEX.
Allegiance may raise up to US$40M of referred debt to the Cline Debt.

In addition to the above, performance rights in the Company will be issued to the project originators, subject to the
receipt of prior shareholder approval. Mr Amon Mahon, a coal mining engineer, and Mr Bernie Mason, a geologist,
are highly experienced US coal mining operators in both surface and underground operations.

Location
The Mine is located in Las Animas County in southeast Colorado bordering northeast New Mexico, and sits within
the Raton Basin which according to U.S Geological Survey Paper 1625-A, has an estimated 15Bt of coal.
The Mine has access to both international and domestic steel mill markets. The Mine is near rail that can supply coal
to the seaborne export market via Pasadena Deep Water Coal Terminal located in Houston Port on the Gulf of
Mexico, as well as rail access to a steel mill nearby in northeast Mexico that currently buys coal from the eastern coal
Brandon Hill Capital
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mines of US and the seaborne market. While the rail haul is further, the Mine can also potentially supply coal to the
steel mills in eastern US and directly to the Asian steel markets via the coal Port of Los Guaymas in northern Mexico.

Exhibit 3: Location of the New Elk Coal Mine

Source: Allegiance Coal

Title
Ownership of coal in the US is predominantly based on surface land ownership. NECC owns some of the land
overlying the Mine, and has lease arrangements in place with the other landowners to access and mine the coal the
most significant of whom is the Wildlife Division of the State of Colorado.

Infrastructure
The Mine is located 21 miles from the main line rail operated by BNSF Railway. The Mine has leased access to a
fully constructed rail siding and rail-loadout adjacent to the main line rail, which is also in a good state of repair. A
sealed road runs from the Mine to the rail loadout. A developed railway bed also exists from the Mine to the rail
loadout. The track was removed by the railroad owner when the mine ceased operations in 1996. The railway bed
has retained the majority of its ballast, with all existing bridges and culverts appearing in good condition, and two
installed road crossings. All that is required is for the track to be re-laid
When the mine recommenced production in 2011, Cline hauled coal from the Mine to the rail loadout in 30t road
trucks on the main road. Cline’s intention was to re-lay the track once the Mine headings were fully developed so that
it could increase production and then utilise the rail from the CHPP to the loadout. The Feasibility Study is likely to
take the same approach.
The rail loadout is 850 miles on BNSF rail to Houston Port where Kinder Morgan Coal Terminal has the capacity to
handle 12Mtpa of coal. The terminal can receive vessels up to mini-capsize 120,000t vessels. The terminal currently
handles around 4Mtpa of petcoke, a by-product from the oil and gas industry in Texas, and has available capacity as
little coal is exported from this terminal.

The Lorencito Property
In December 2019, Allegiance announced that it had entered into a coal leasing agreement to mine and sell all the
coal in the Lorencito Property, which neighbours the New Elk property in southeast Colorado. The Lorencito Property
contains the same coal bearing units that exist in the New Elk Mine, including many of the same coal seams, but of
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particular interest to Allegiance is the Primero seam with quality parameters that align with high-vol ‘A’ hard coking
coal specifications.
The two key advantages of this acquisition are that:

1. The Lorencito Property is permitted for surface mining coal production but the permit will require an extension
to enable underground coal mining of the Primero seam. Underground mining was previously permitted
however the prior owner let that right lapse. Given it has already and recently been permitted, it is anticipated
re-permitting of the underground will be straight forward
2. The Primero seam outcrops at surface at various locations providing low cost access to coal.

Exhibit 4: Location of the Lorencito Property

Source: Allegiance Coal

As is shown in Exhibit 4 the Lorencito Property is ideally located, bordering the eastern boundary of the New Elk
Mine (shaded orange), and is adjacent to the road and railway bed for easy transfer of mined coal from the Lorencito
Property back to the wash plant located at the New Elk Mine.

Acquisition Terms
The rights to the coal are owned by several US entities in partnership namely; MGP Mineral Enterprises LLLP, a
Colorado limited liability limited partnership; C & N M Ranch, LP, a Texas limited partnership; Hill Ranch, Ltd, a Texas
limited partnership; and Richard Bowie Hill, Trustee of the Richard Bowie Hill Inter Vivos Trust (collectively the
Sellers).
The Lease provides for the following:
•

The Lessors grant to Allegiance by way of lease, the exclusive right to Primero and shallower coal seams
within the Lorencito Property, and facilitate the right to use the surface area for coal access for underground
mining, short term storage and conveyance of coal from the mine to the wash-plant at the New Elk Mine,
subject only to the acquisition by Allegiance of the New Elk Mine.

•

In consideration, Allegiance will pay or grant to the Lessors:
o
o
o
o

US$260,000 in cash on the completion of the acquisition of the New Elk Mine;
US$500,000 in cash upon completion of a feasibility study to the satisfaction of Allegiance; ▪
US$1,000,000 upon securing permits to mine coal in the Lorencito Property;
US$2M upon the production of the first one million tonnes of clean coal;
A production royalty as set out in Schedule 1 to the announcement;

Brandon Hill Capital
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2.5% of the equity in the company that will own the New Elk Mine, once the Lorencito Property is in
production, and that equity interest will be non-dilutionary up to the capital cost required to reach 3Mt
of annual saleable coal production.

Coal Resources
A National Instrument 43-101 Technical Report was undertaken for NECC by Agapito Associates, Inc., a US
nationally recognised engineering firm, in July 2012. The Report declared a mineral resource estimate of 656Mt of
coal resources at a seam height cut-off of three feet. Coal seam thickness varies from three to nine feet. The mineral
resource estimate (in metric tonnes) is shared across eight coal seams summarised in the table below.

Exhibit 5: New Elk Coal resources declared in July 2012

Source: Allegiance Coal

In its 28 November 2019 ASX announcement, Allegiance delivered the results of a feasibility study of the New Elk
Mine, including a statement of resources and reserves in accordance with the JORC Code and NI 43-101 in relation
to the Green, Blue and Allen seams only, summarised in the two tables that follow.

Exhibit 6: New Elk Coal resources declared in November 2019

Source: Allegiance Coal

Exhibit 7: New Elk Coal reserves declared in November 2019

Source: Allegiance Coal

In April 2020, Allegiance announced that it had entered into coal lease agreements to mine and sell all the coal
comprised in the Lorencito property which neighbours the New Elk hard coking coal mine. Allegiance intends to fasttrack the Primero seam as the New Elk’s production ramp-up.

Brandon Hill Capital
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Exhibit 8: Seam thicknesses and potential resources at Lorencito (Non-JORC).

Source: Allegiance Coal

The Lorencito Property has been the subject of several drill programmes totalling 217 holes, geological and scoping
studies, the most recent that BHC is aware of was by Mine Engineers, Inc. from Wyoming, dated November 2008.
The Study developed a geological model based on existing coal exploration and coal bed natural gas wells covering
eight coal seams, including the Primero seam.

Coal Quality
The Allen seam has the best and most consistent coal quality within the Mine. It will be the target seam in the
Feasibility Study and will likely be blended with the other coal seams when required to improve their quality.
The Allen seam sits between the high volatile ‘A’ coking coal, and high volatile ‘B’ coking coal categories. Key coal
quality parameters are taken from the Report and are summarised in the exhibit 9 below.

Exhibit 9: Coal Quality of Allen Seam

Source: Allegiance Coal

The fluidity, which is the main attraction of US hard coking coal from the world steel mills, is high volatile ‘A’ supported
by very low sulphur for US coals which are typically >1%, and a high free swell index. The volatile matter and RoMax
sit in the high volatile ‘B’ category. The Allen seam should attract strong interest from world steel mills. The remaining
seams are all high volatile ‘B’ hard coking coals with varying parameters. The key coal quality parameters for all
remaining seams are taken from the Report and are summarised in the table below.

Exhibit 10: Coal Quality of Remaining Seams

Source: Allegiance Coal

The phosphorous is high but should be off-set in part by again, very low sulphur for a US hard coking coal. As has
been mentioned, however, the Feasibility Study will consider blending some of the Allen seam with these seams to
mitigate areas where the coal quality is inferior.
The Primero coal seam is a US high volatile hard coking that aligns with the coal specifications for US highvol A hard
coking coal, a coal highly sought after by the world steel mills for its fluidity.

Brandon Hill Capital
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Exhibit 11: Coal Quality of the Primero Seam

Source: Allegiance Coal

The property that sets coking coals apart from other coals is its caking ability. Coke is produced by heating a blend
of coking coals in a coke oven in a reducing atmosphere. As the temperature of the coal increases, it becomes plastic,
fusing together before resolidifying into coke particles. This is known as the caking process.

The quality of the resultant coke is determined by coke plant operating conditions and the qualities of the coking
coals used in the blend. Coal fluidity is one such important quality and US high volatile hard coking coals typically
have exceptional fluidity compared to low and mid volatile hard coking coals.

The table below highlights key differences between Australian, Canadian and US hard coking coals by reference to
CSR and fluidity. Australian low-vol and Canadian mid-vol hard coking coals deliver higher coke strength while US
high-vol coking coals deliver higher fluidity.

Exhibit 12: Comparison of Australian, Canadian and US hard coking coals

Source: Allegiance Coal

Allegiance will also give consideration to blending the Primero seam with the Allen seam from the New Elk Mine. As
was highlighted in the 15 July Announcement, and in the table below, the coal quality of the Allen seam in the New
Elk Mine meets some, but not all high-vol ‘A’ coal specifications and is likely to be priced between high-vol ‘A’ and
high-vol ‘B’. The cells shaded below are where the Allen seam falls short of high-vol ‘A’ coal specifications.
Exhibit 13: Allen Seam coal specifications

Source: Allegiance Coal

Blended 50:50, set out below, the coals are complimentary and should meet high-vol ‘A’ coal specifications
Exhibit 14: Blended Allen Seam/Primero Seam coal specifications

Source: Allegiance Coal
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U.S. high-vol hard coking coals are highly regarded by the steel mills, which is reflected in the pricing relative to
benchmark premium low-vol hard coking coal from the Bowen Basin, Central Queensland. This should enable
Allegiance to sell the blend to a premium compared to the Allen seam alone.

Mining
The entire New Elk coal resource is around 656Mt of which 268Mt has been declared in accordance with the JORC
Code from just 3 of the 8 coal seams. The Mine Plan was driven by coal seam height, and a coal quality that would
meet the requirements of steel mills and to that end focussed on the 3 following seams:
•
•
•

The shallow Blue seam (which is already established with portal entries and main headings);
The bottom or deepest Allen seam; and
The very shallow Green seam used as an access road to the point at which new declines can be established
into the southern area of the Blue seam, and then into the Allen seam.

The Mine Plan was designed with a minimum coal seam height of 4.0 foot allowing for 6 inches of unavoidable outof-seam dilution. Therefore, a mining height of 4.5 foot provides ample room for conventional lower profile
underground mining equipment to operate remaining in the coal seam, and for the Mine to be adequately ventilated.
Limiting coal recovery to 4.0 foot does reduce the recovery of some coal, but the gains in retaining a high yield far
outweigh loss of coal resource. This is the primary benefit of a large resource base - a mine plan can be designed
around high yielding coal but still with a large recoverable resource.
Exhibit 15: Blue seam and Allen seam mine plans
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Source: Allegiance Coal

Mining commences in the Blue seam where the portal entries (belt road, ventilation, and men and materials) are
already established and the main headings already advanced 150m underground. Two super sections are set-up in
the Blue seam on commencement with the second starting one month after the first. At the same time, the Green
seam is accessed via the original Allen seam portals, and a single super section will commence mining approximately
3 months later.
The primary purpose of mining the Green seam is to drive headings in coal southwards to reach a point where a
decline can be established into the southern portion of the Blue seam, and from the same drift, a decline into the
lower Allen seam. A consequence of the 4.0 foot coal seam height cut-off, is that the Blue and Allen coal seam areas
are not contiguous, separated by areas of coal less than 4.0 foot. There is a significant area of 4.0 foot plus coal to
the north of the current Blue seam mine plan which is not incorporated into the Mine Plan (or the images above)
pending securing additional mineral and surface rights. The Company is working to secure these additional coal
resources which, if successful, will have the effect of enabling the mine plan for the Blue seam to be considerably
extended.
The mine plan is staged, commencing at 0.4Mctpa in the first six months, 1.2Mctpa in the second year, and gradually
increasing to peak production in year 8 of 3.1Mctpa, and then averaging 2.7Mctpa for 11 years before gradually
decreasing to conclude production early in year 24.
The staged production is limited in the first 24 months by a restriction to haul coal from the CHPP to the rail loadout
on a sealed road for 21 miles. During the first 24 months however, the Mine Plan contemplates relaying railway track
along a railway spur that was in place until the 1970’s, prior to the railroad owner uplifting the track and relocating it
following the original closure of the Mine. Once the track is re-laid, production can ramp-up, limited only by the frontend feed capacity of the CHPP.

Coal Washing
The coal handling and preparation plant (“CHPP”) has a name plate capacity of 727tph. The raw coal entering the
plant is screened into various size fractions. The coarse fraction is sent to the heavy media vessel and the next size
down is sent to the heavy media cyclone.
The remaining raw product is sent to the classifying cyclones with the plus 100 mesh being fed to the spiral circuit
and the undersize, the minus 100 mesh fraction is discarded and sent to a thickener for thickening prior to disposal.
The only reason that this size fraction is disposed of is that there is currently no equipment to process it. As it
constitutes 8% of the plant feed, there are plans to include the addition of eight 500 cubic foot conventional flotation
cells in the final feasibility study.
In addition, a screen-bowl dryer will be added to dewater the ultra-fine coal recovered and at least a portion of the
spiral clean coal as well. Further modifications will be made to the meter belt presses in the CHPP which are not
adequate to process the amount of material being removed from the thickener underflow at the rated capacity on the
flowsheet. Replacing with 3-meter belt presses along with the recovery of the fine coal in the flotation circuit will
increase the feed rate to the flowsheet rating and allow for a refuse product to be produced that is capable of being
handled. T
Overall, the new Elk coal will be washed at an SG of 1.50 to produce a target 9% ash, volatile hard coking coal, at

Improvements to Feasibility Study
In January 2020, Allegiance updated that study simplifying the mine plan in the early years of production to reduce
start-up and sustaining capital. This plan allowed Allegiance more time to assess its production ramp-up options
including the Primero seam located in the neighbouring Lorencito property, which Allegiance has agreed to lease.
This was followed up with another announcement on the 29 April 2020 when Allegiance announced the rescheduling
of the commencement of its first three production units in year one of production to reduce the start-up capital
requirement at the New Elk hard coking coal mine, from US$40M to US$24M, both of which include working capital.

Logistics
The rail contact was finalised in late March 2020 and announced on 29 April 2020. The contract was awarded to the
Union Pacific Railroad and as part of that contract, Union Pacific will assist Allegiance in funding the construction of
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around 21 miles of rail spur on an existing rail bed from the New Elk Mine wash plant connecting to the main railway
line. One of the crucial factors in winning the contract was the fact that Union Pacific has the ability to competitively
move New Elk coal to both the east coast of the United States and to the west coast of Mexico, thus enhancing the
marketing options. Union Pacific serves many of the fastest-growing U.S. population centres, operates from all major
West Coast and Gulf Coast ports to eastern gateways, connects with Canada's rail systems and is the only railroad
serving all six major Mexico gateways.
Initially, the coal will be trucked to the railhead, pending the construction of the spur, and then railed to either the
Pasadena Deepwater Coal Terminal, Houston, in the Gulf of Mexico to access the European and Southern America
steel markets, or to the Coal Port Guaymas in northern Mexico to access the Asian steel markets.

Royalties
Essentially, the royalty regime is the same for both New Elk and Lorencito. Below US$100/t FOBT cash price for coal
sold there is a royalty of $1/t and for each $10 increase above $100/t the royalty increases by $1/t until at a coal price
of $280/t the royalty is $20/t at each operation. At Lorencito, the royalty increases stop at plus $280/t whereas for
coal from New Elk they continue to increase at $1/t until at a coal price of $380/t the royalty is $29/t.

Marketing
In the April 2020, Allegiance finalised an exclusive sales and marketing agreement with M Resources Trading Pty
Ltd (“M Resources”) in relation to coal produced from the New Elk Mine.
M Resources was established in 2011 by Mr Matthew Latimore and to date has managed close to 400 shipments
globally of mostly metallurgical coal and since then has built up a strong global customer base in Asia, India, South
America and Europe, including the natural targets for New Elk coking coals such as Brazil, Europe as well as Japan,
Korea and Taiwan. It has strong credentials in coal marketing, sales, rail, port and chartering management, blending,
and technical marketing (coal characterisation, testing, and value-in use analysis), with its team members having a
proven track record in the market development and successful establishment of various metallurgical coal brands
into global markets.

Financing
As part of the Marketing Agreement, M Resources will provide up to US$15M in off-take financing at an agreed
percentage above its cost of funds for doing so. M Resources will pay Allegiance its FOB port price for the coal when
it is placed on the ground at the port of departure and export up to a maximum amount of US$15M. Off-take financing
takes away the credit and payment risk for Allegiance, and enables Allegiance to receive funds up to two months in
advance of when it would otherwise be paid.
This agreement is legally binding and provides for an exclusive global sales and marketing arrangement for a term
of five years. M Resources marketing fees will be based on a percentage rate of the FOB coal sales price multiplied
by the tonnes of coal sold.

Taxation
The New Elk and associated mines are subject to several different taxes:
1. There is a sate corporate income tax of 4.63% levied by the state of Colorado.
2. There is a Federal corporate income tax of 21%
3. There is a coal severance tax of US$0.85/t with the first 300kt per month exempt.
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Allegiance Coal Initiating Coverage
Valuation of New Elk
Valuation Technique

BHC has modelled a scenario whereby production commences early in the March quarter of 2021 at the rate of 296kt
per quarter of run-of-mine coal. Production the ramps up over the next four years to 889kt of ROM per quarter in
2025. Then with minor fluctuations, it is maintained at around 4Mt pa. BHC has modelled a mine life to the end of 2040,
but it is expected that the mine will continue beyond this date, but given the element of time in a discounted cash flow
model, we do not believe it will make a significant difference to the valuation.
Key Points

•
Start-up only uses one wash plant line
•
Ramp-up to full production takes 4 years
•
Only coking coal is produced
•
Coal recoveries are forecast to average 74% through the currently planned mine life. However, if a
flotation plant is added to process the fine coal, then recoveries could increase by approximately 6%.
The cashflows from the mine are the discounted, using a 10% discount rate, half-yearly over the life of the mine. The
NPV is measured 12 months out from the latest set of financials reported by Allegiance.
The assumptions used in our base case modelling are:

Coal price
Coal recovery
Average LOM coal production
Processing Rate
Mine life
Discount rate
Mining cost ore
Processing cost
Opex (per t coal)
Mineral Royalty
Tax
Initial capex
Sustaining capex
Net present value (10%)

US$137/t
~72%
2.1Mt pa
2.87Mt pa
<20 years
10%
$22.31/t
$3.60/t
$80
~$3/t
26.63%
US$24M
US$3M pa
US$227.9M

The NPV is quoted in US$ dollars and is quoted after tax, using a 10% discount rate, but unfunded. The BHC valuation
is based in the November 2019 New Elk Feasibility study with start-up date and coking coal prices amended to reflect
the changed circumstances over the past 6 months, and the unit costs are per tonne of coal processed.
Since the feasibility study was released there have been a number of significant developments. In January 2020
there was an announcement entitled “Simplifies New Elk Mine Plan to reduce start-up capex. This updated the mine
plan in the early years of production reduce start-up and sustaining capital. It also allowed Allegiance more time to
assess its production ramp-up options including the Primero seam located in the neighbouring Lorencito property,
which at that time Allegiance was planning to acquire. This was flowed by a further announcement on 29 April 2020,
the start-up capital was reduced to $24M by re-scheduling the commencement of the first three production units in
year one of production. Further, with the Lorencito lease acquisition, there is significant open pit potential whereas
the BHC model is 100% underground mining. Therefore, we conclude although we believe this to be an excellent
project, once the Definitive Feasibility Study is published we expect the additional enhancements to the start-up
schedule and the finalising of logistical costs will produce a higher valuation.
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Telkwa Project
Project History
Coal was reportedly discovered in the Telkwa Project area around 1900. Sporadic production since 1923 has resulted
in the recovery of over 400,000t of coal. Modern exploration of the Telkwa Project started with Cyprus Anvil mining
in 1978 and since then over 800 exploration drill holes and 3 bulk samples have been carried out on the property.
The Project has been the subject of an enormous amount of historical exploration and evaluation by previous owners
estimated in today’s dollars to be in the order of A$40M. In 2017, Allegiance completed two pre-feasibility studies,
the ‘Staged Production PFS’ and the ‘Stage 1 PFS’ both of which delivered outstanding results. On the basis of these
results, Allegiance resolved to proceed to develop the Tenas resource, based on a revised mine plan option, known
as the upside case, to the definitive feasibility study in 2018, referred to as the Tenas Metallurgical Coal Project.

Exhibit 16: Map of British Columbia

Source: Allegiance Coal

Location
The Tenas Project is in northwest British Columbia, approximately 25 kilometres (km) southwest of the town of
Smithers. The Telkwa metallurgical coal project (Project) is located on the western side of British Columbia, 375km
by both rail and road to the deep water port of Prince Rupert, and Ridley Island Coal Terminal.
The prime benefit of this location is that it is a shorter shipping distance to target markets, in particular the Japanese
and South Korean steel mills, than from its main competitor of semi-soft coking coals in Hunter Valley via the port of
Newcastle. It is 3,800 nautical miles from Ridley Terminals to Tokyo, whereas it is 4,300 nautical miles from
Newcastle. Equally importantly, there is no congestion at Ridley Terminals with no delays in ships berthing; unlike
Newcastle (and Queensland) where ships often wait two to four weeks before they can berth. Mine owners incur
expensive demurrage and steel mills suffer a delay in the supply of raw materials for their coke ovens and blast
furnaces which disrupts steel production.
Brandon Hill Capital

17

Allegiance Coal Initiating Coverage

19 August 2020

Ownership
The Tenas Project is owned by Telkwa Coal Limited (TCL), a British Columbia incorporated subsidiary company of
Australian incorporated and stock exchange listed, Allegiance Coal Limited (ACL), in September 2014, through the
signing of a farm-in agreement with Altius Minerals Corporation (Altius), a Canadian listed investment fund.
In November 2017, TCL renegotiated the farm-in agreement with Altius and acquired 100% ownership in the Telkwa
Project. In November 2018, ACL and TCL entered an agreement with Itochu Corporation of Japan (Itochu) where
Itochu would invest up to C$6.6M for 20% of the entire issued share capital in TCL. It is anticipated that this
investment will fund at least a substantial amount of the capital required to see the Tenas Project through to the
completion of permitting.
Prior to this renegotiation, TCL had earned 20 percent project ownership. In consideration for the issue to Altius of
40.6M ordinary shares in the Company, with a deemed fair value of $1.2M, and the continued performance of the
milestone obligations (Exhibit 17 ), Altius agreed to transfer full ownership of the Telkwa Project to TCL. As security
against the performance of the milestone obligations, TCL has provided a charge over the Telkwa Project. The charge
shall be subordinated to Project debt finance.
Exhibit 17: Milestone Obligations

Source: Allegiance Coal

On the 5 November 2018 it was announced that the Itochu Corporation (“Itochu”) had agreed to invest in Telkwa
Coal Limited to become a joint venture partner and underpin the funding and development of the Tenas Metallurgical
Coal Project.
At the time of writing, Itochu has a 10.1% interest in Telkwa Coal Limited and will eventually move to 20%.

Geology and Coal Resource Estimates
In relation to the Telkwa Project deposit, the Skeena Group sediments unconformably overlie Jurassic Hazelton
volcanics and, where complete, maintain a cumulative thickness of approximately 500m throughout most of the study
area. Porphyritic Tertiary and Cretaceous intrusive dykes and sills commonly disrupt the local stratigraphy, as does
a large Tertiary granodiorite plug identified on the northern coal licenses.
Marine and non-marine sandstones and siltstones, with lesser amounts of mudstone, conglomerate and coal
dominate the stratigraphic sequence. Two main coal sequences dominate the succession.
Coal units commonly occur as multiple seams. Main seams are often correlatable over long lateral distances. The
lowest most Coal Zone 1 (1 Seam package), is separated from the upper Coal Zone 2 (2 Seams through 11 Seam)
by as much as 140m of mainly marine sediment.
In the Large Mine PFS and the Small Mine PFS, a total of 32 coal seams have been considered in the resources.
Tenas’ resources are all contained in 13 distinct coal seams all within Coal Zone 1. Goathorn has resources contained
within 14 seams, of which two coal seams are from Coal Zone 1 and the remainder of the coal seams are from Coal
Zone 2. In Telkwa North, the resources are contained within nine coal seams; with all coal seams from Coal Zone 2,
four of which are common with Goathorn.
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Exhibit 18: Tenement Diagram

Source: Allegiance Coal

Other ancillary activities such as trenching, geological mapping and surface geophysics have also been carried out.
Two exploration programs were carried out in 2018 and 2019 to further augment the coal quality database and
provide further information on hydrogeology, geotechnical, and geochemistry parameters. The coal measures rank
is considered medium-high volatile bituminous ‘A’ as determined by petrographic analysis of two samples in 1989, in
addition to 20 samples completed in 2018, where the maximum vitrinite reflectance ranged from 0.89 to 1.12.

Regional Geology
The Telkwa Property which the Tenas Project is a part of is predominantly underlain by lower Jurassic volcanic rocks
of the Hazleton Group (Telkwa Formation) which are unconformably overlain by lower Cretaceous sedimentary rocks
of the coal bearing Bulkley Canyon Formation. These strata were then intruded by Late Cretaceous to Eocene
feldspar porphyry, quartz feldspar porphyry, granodiorite and quartz diorite as shown by Exhibit 19 below.
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Exhibit 19: Telkwa Regional Geology

Source: Allegiance Coal

Overall, the regional depositional environment for the Skeena Group is a continental margin setting along western
North America. In detail, the Skeena Group strata records three distinct paleogeographic stages, reflecting
contrasting tectonic phases. The summary provided below is modified from Bassett and Kleinspehn (1997) and Ferri
et al. (2005). In the first paleogeographic stage, Skeena Group strata is represented as two contrasting rock types
that grade laterally as illustrated by figure Exhibit 20 below.
Coal bearing micaceous sandstone and siltstone of the lower Bulkley Canyon Formation are interpreted as sediment
accumulation in a series of coal swamp deltas. Marine black shale, and lesser siltstone and sandstone, of the lower
Laventie Formation are interpreted as deposits accumulated in restricted tidal basins adjacent to the deltas.
Throughout the late Jurassic and early Cretaceous time, the basin was subjected to increased tectonic activity, which
resulted in small to large scale faulting creating a multitude of fault blocks within which the stratigraphy is consistent
and predictable.
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Exhibit 20: Schematic Stratigraphy of Skeena Group

Source: Allegiance Coal

Tenas Project’s geology has undergone at least two episodes of structural deformation, the first during the Upper
Cretaceous, and the second during the Tertiary. During the Upper Cretaceous the Bowser Basin was subject to
tectonic forces where high angle faulting and plutonism were occurring eastward within the Omineca Crystalline Belt,
and increasing uplift was occurring to the west. High angle faults trend north-south whereas fold geometries trend
NW-SE, with shallow dipping west limbs and steeper east limbs. Porphyritic Late Cretaceous dykes and sills also
occur locally within the coal measures. During the Tertiary, a large granodiorite and quartz monzonite intrusion was
emplaced north of the Telkwa River. Structural repercussions in the Skeena sediments are represented by high angle
faulting, establishing a mosaic of structural blocks that have been rotated and tilted into a variety of orientations.
Each of the resource areas identified to date are representations of such fault blocks. Intrusion related faults occur
concentric geometries near the intrusive body also appear to crudely radiate from the intrusive edge. Fault
displacements have been observed to range from only a few metres to more than 150m.

Coal Reserves
Based on the results of the Large Mine PFS, total in-place coal resource for the Tenas, Goathorn, and Telkwa North
deposits is 148.1 Mt. Of this, 134 Mt is measured, 12.9 Mt is indicated and 1.2 Mt is inferred. These resources are
reported within 20:1 BCM/ROMt incremental strip ratio and are inclusive of resource converted to reserves.
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Exhibit 21: Tenas Coal resources

Source: Allegiance Coal

During the period from 1979 to 1998, and 2018 to 2019 a cumulative total of 867 documented drill holes were
completed on the Telkwa property by CNRL, Manalta and TCL as summarized by Table 4-4 below. Of those, 525
were drilled using conventional rotary methods, while 310 were cored. In 47 of the drill holes, 59 piezometers were
selectively installed at various stratigraphic levels. 32 surficial bore-holes have also been completed to date on the
property.
In addition, there are reports of about 30 holes being drilled by Cyprus and Canex sporadically in the period from
1969 to 1978, but this data has not been compiled due to the poor quality of the records.
Exhibit 22: Tenas Coal Reserves

Source: Allegiance Coal

Coal Quality
Bulk samples have contributed considerably to the understanding of the quality characteristics of the Telkwa coals
and have been extracted from each of the three main resource areas. On each, a complete suite of coal quality
analyses was performed, including testing on a variety of simulated preparation plant products.
In 1983, a 219t bulk sample was collected from 7 major seams within the Goathorn East area. In 1989 a bulk sample
was extracted from the Telkwa North area via a large-diameter coring program and, in 1996, an 80t bulk sample was
collected from the three mineable seams in Tenas area. Additional 6-inch programs were completed on the Tenas
resource in 1998 and again in 2018. The 2018 bulk sample was undertaken by TCL primarily for environmental and
geo-technical analysis and objectives, but from which TCL also recovered 1,400kg of coal to undertake its own coal
washability and quality analysis including coke oven tests.
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In the Tenas resource area, a total of 3 coal seams were included in the resource estimate. In all models the numeric
seam code indicates the stratigraphic position of the seam, with the lowest numbers at the bottom of the modelled
deposit sequence.
For the revised Tenas Model Insitu seam ash (adb) ranges from an average high of 18.6 % for Seam 1L and a low
of 15.7 % for Seams 1 and 1U. Total sulphur (adb) averages range from a low of 0.9% for Seam 1L to a maximum
of 3.2 % in c Seam.
Volatile matter content is the highest in Seam 1U and the lowest in Seam 1/1L ranging between 23% and 26.1%.
Average insitu coal quality seam statistics for the Tenas resource area from the drill hole composites are presented
in exhibit 23.
Exhibit 23: Selected Insitu Coal Quality Parameters from Composites and Block Model Results (adb)

Source: Allegiance Coal

Mining
The Tenas project is to be mined by open pit mining methods; however, multiple approaches can be deployed
to take advantage of the unique geological and topographic setting of the Tenas deposit.
For the Tenas project, the shallow dipping coal strata, and reasonably near surface coal strata allow for a
bottom-up mining approach for some phases of the overall pit.
For these phases, a box-cut is established at the lower end of a phase and successive cuts advance up-dip
following the 1/1L seam’s footwall, progressively expanding available backfill space down-dip on the coal
seam’s footwall from the active cuts.
Hydraulic excavators mine the bulk of the material, with track dozers pushing some of the rock above 1Useam on to final pit bottom. Coal is also cleaned and mined by hydraulic excavators. Blasting is in benches
above seam, and then through-seam adjacent to the C-seam with a stand-off from 1U/1-seam.
Not all phases of the Tenas pit are amenable to this method due to steeper seam dips, relying instead more
conventional top-down bench mining.
BHC has not commented on the mine schedule as proposed in the DFS due to the postponement of the startup, but the plan is to produce 1.05M ROM tonnes per annum over a 23 year mine life including construction.
However, an opportunity does exist on the phase 9 mine plan to relocate the material piles centred in the
middle of the pit so that the remainder of the coal in the deposit can be mined and recovered adding an
additional ~15Mt of raw coal and extending the mine life by an additional ~15 years.
Exhibit 24: Operating Cost Estimates

Source: Allegiance Coal
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Processing
The plant has been designed with a nameplate capacity of 145 t/hr at 5% moisture with provision to be expanded to 190
t/hr with minimal capital expenditure. The facility will be designed for a minimum 22-year operating life and will be designed
for an annual operating run time of 7,200 hours, and will be of modular construction to allow the plant to be constructed on
site with the minimum amount of field hours required. The modular design also allows the plant to be built with minimal
upfront capital expenditure.
The plant has the standard raw coal reclamation and crushing plant followed by screening. The screen oversize or coarse
coal between 0.5 and 50mm is fed to a dense medium cyclone circuit complete with a magnetite recovery circuit and the
undersize is sent to a flotation plant. The Coarse coal is de-watered using a horizontal basket centrifuge whilst the fine coal
is de-watered using a belt press filter.
However, to allow for increased production in the future, it has been designed and constructed so that the plant can be
expanded to 190t/h of ROM coal with the addition of a secondary float cell and belt filter press for fine rock dewatering.
The plant can be further expanded to 350 t/h with the addition of a reflux classifier circuit, plant rock drain and rinse screens,
a second flotation cell and a second belt filter press. The plant building will also have to be expanded in size to
accommodate the additional gear required.
The yields from this circuit are shown in exhibit 25.
Exhibit 25: Process Equipment Yield Envelop Percentages

Source: Allegiance Coal

The Tenas DMC Flotation yield window is based around a DMC cut-point of 1.65 which results in an average
product ash life of mine (LOM) of 9.5%.
The yield window minimum and maximum limits were tested against DMC cut points of 1.55 and 1.65 which resulted
in an average product ash over the mine’s life of 8.3% and 9.5% respectively.

Clean Coal Quality
The four Tenas pit coal seams, 1, 1L, 1U and c, have different clean coal properties.
The major parameters which will affect the saleability of the coal are total sulphur (TS), free swelling index (FSI),
clean coal ash (on an as-dried basis) and volatile matter (VM). Unfortunately, previous test work on the Telkwa
coal only measured VM for raw coal and washed coal and not throughout the washability.
Raw coal VM has ranges of 21 to 24% for 1/1L Seam, 22.5 to 27% for 1U Seam and 22.8 to 26% for c Seam with
an average value for each of 22.6, 24.6 and 23.91 respectively.
Raw coal VM has ranges of 21 to 24% for 1/1L Seam, 22.5 to 27% for 1U Seam and 22.8 to 26% for c Seam with an
average value for each of 22.6, 24.6 and 23.91 respectively.
A summary of the data for the coal samples taken for the Tenas Project are summarized in the Exhibit 26 below. A summary
of the coal simulations was also produced, which shows the different seam blends and the overall mine blend at various
cut-points for the DMC-flot plant.
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Exhibit 26: Summary of Tenas Coal

Source: Allegiance Coal
Note FSI is not additive and this is indicative model data only

To reduce initial capital expenditure a coarse/fines processing plant with a large diameter DMC for the coarse
fraction, and flotation for the fine fraction was used in this DFS. This decision sacrifices roughly 1.5% of yield
but allows for savings of close to $2.5M in up front capital. The plant has been designed to allow for the
addition of reflux classifiers in the future.
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Exhibit 27: Coal Preparation Plant Schematic Block Flowsheet

Source: Allegiance Coal

Power will be supplied to site via a 3.6 km off-site 25kV powerline that will need to be constructed from the
existing termination point south of the Project to a new 25kV to 600kV on site substation. This powerline will
follow the existing access trails into the site. It is assumed the onsite 25kV overhead line and metering unit
will be supplied and installed by a contractor. The 25kV network at the coal washery and mine infrastructure
areas area will consist of an underground supply to the main CPP Substation. The MIA and raw water
pumping facilities will be fed from the CPP Substation.

Water
Raw water pumped from the main sedimentation pond will report to the CHPP clarified water sump, explosive
facility, raw water tank, potable water system, and MIA raw water tank. Raw water required for the mine
facilities will be reticulated in a common system and piped to the corresponding facilities. Where the raw
water distribution pipes are not installed within heated facilities, they will be buried underground in accordance
with regulatory recommendations that will prevent the pipes from freezing or insulated with heat tape to keep
them from freezing. If there is insufficient water on site, a pumping system has been installed to pump water
from Goathorn Creek to site and a movable weir gate has been installed in Four Creek upstream of the
Project to allow the diversion of some of this creek’s water to the Project. Water from a ground water well at
the train loadout will provide make-up water required for the rail load out rail car chemical dosing system.

Mine Access Road
Approximately 6.0km of existing road through the Goathorn Creek Valley will need to be upgraded to allow
for the increased traffic flows, and the weights associated with the dedicated on-highway coal haulage trucks.
Approximately 10 km of greenfield road will need to be constructed between the top of Goathorn Creek Valley
and the proposed rail loadout location. The final road will have a running width of approximately 6m with
designated pull outs to allow vehicles to pass located approximately every 2 to 3kms.
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Marketing
The coal to be produced at the Tenas Project (Telkwa Coal) has been assessed by several north-Asia steel
mills and coke producers, and is regarded as a coal suitable for use in blast furnace steel production. It has
been characterised by these potential customers as a medium volatile semi-soft coking coal (MV SSCC) to
be used in the production of coke, or as a medium volatile PCI coal to be used in the direct injection of heat
into a blast furnace.

It is TCL’s intention to target the MV SSCC market and because of the competitive shipping distance, towards
north-Asian steel industry demand. The semi-soft coking coal market is dominated by high volatile semi-soft
coking coals (HV SSCC), pre-dominantly mined in the Hunter Valley coalfield of New South Wales, Australia.
MV SSCC is relatively scarce compared to HV SSCC, and is currently sourced from a small number of mines,
in small volumes, from the Bowen Basin, Central Queensland, Australia. Higher in demand by the steel mills,
and lower in supply from the semi-soft coking coal producers, MV SSCC tends to trade at a premium to HV
SSCC.
Telkwa Coal will be marketed by Itochu Corporation of Japan (Itochu), in consideration for a marketing fee of
3% of sales revenue, payable as follows:
•

1.5% paid on sale; and

•

1.5% paid on sale but after earnings before interest, tax depreciation and amortisation (EBITDA),
provided EBITDA is positive.

Agreement with Itochu
On the 5th November 2018 it was announced that Itochu would become a joint venture partner in the Telkwa Project. Itochu
will achieve this by underpinning the funding and development of the Tenas Project, Itochu will become the sole and
exclusive sales agent for all of the Telkwa coal.
The Joint Venture provides for 2 stages of investment.
Stage 1 comprises an investment by Itochu in TCL of C$6.6M, by way of a subscription for shares in TCL representing 20
percent of the issued share capital of TCL, as follows:
•

C$1.5M for a 5.3% interest in TCL, following the issue of a section 10 order under the Environmental Assessment
Act of British Columbia (which formally acknowledges the Tenas Project has been accepted for environmental
review and permitting);

•

C$1.5M for a further 4.8% interest in TCL, following completion of a positive Tenas DFS, targeted for completion
in Q1 2019, subject to Itochu’s approval at the time; and

•

C$3.6M for a further 9.9% interest in TCL, following lodgement of an application for an Environmental Assessment
Certificate, targeted for Q4 2020, subject to Itochu’s approval at the time.

During the Stage 1 Investment, Itochu will have the right to appoint two directors to the Board of TCL, one of whom will be
the Marketing Director, and Allegiance will have the right to appoint three directors. TCL will take responsibility for the
operation of the Tenas mine, while Itochu will take responsibility for the marketing, sale and delivery of Tenas coal. It is a
condition of the Stage 1 investment by Itochu that TCL will, prior to Itochu’s investment, hold C$1.5M of cash at bank (which
Allegiance will fund from existing cash resources). Taking account of Itochu’s Stage 1 Investment, TCL will therefore have
available funding of C$8.1M, which is currently expected to fully fund TCL through to the completion of permitting the Tenas
Project.
On the 26th June 2019 Itochu announced that it had completed its review of the Tenas Metallurgical Coal Project DFS and
confirmed tranche 2 investment into TCL. Consequently the tranche 2 investment of C$1.5M from Itochu was competed in
early July 2019, taking Itochu’s investment in TCL to C$3M in consideration for a 10.1 percent equity interest in TCL.

Coal Prices
There is no mid-vol semi-soft coking coal index. Consequently, analysts refer to the Hunter Valley semi-soft coking coal
which is high-vol. In essence, this is a thermal coal with some swell that can be sold into the hard coking coal market. There
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are three mines in Queensland that produce mid-vol semi-soft coking coal and this coal sells at a premium to the high-vol
semi-soft coking coal.
As a result of there being no index for the mid-vol semi-soft coking coal that Allegiance intends to produce from the Tenas
project, BHC has used the mid-point in the pricing estimates as determined by Koornhof in the definitive feasibility study.

Exhibit 28: Forecast Coal Prices for Telkwa

Source: Allegiance Coal

Taxes and Royalties
The British Columbia corporate tax rate is 11% and the Canadian Federal corporate tax rate is 15%
In addition, Altius will receive a 3% gross sales royalty on coal sold where the benchmark coal price is less than
US$100 per tonne; 3.5% where the benchmark coal price is US$100-US$109.99 per tonne; 4% where the benchmark
coal price is US$110-US$119.99 per tonne; and 4.5% where the benchmark coal price is greater than US$120 per
tonne.

Revised Mine Plan for Tenas
In July 2019 Allegiance announced a revised mine plan for the Tenas Project that had the potential to significantly
improve the project economics. Essentially the first four years of the planned mine life remain unchanged, but in
years 5 to 6 saleable coal production is increased from 750kt pa to 1.05Mt pa and then between years 7 and 15 it
increases again to 1.35Mt pa. The full details are shown in Exhibit 29.

Exhibit 29: Revised Economics for Tenas Project Operations

Source: Allegiance Coal
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The revised plan also had a significant impact on operating costs, which were reduced by approximately 10% to
US$45/t and shown in exhibit 30

Exhibit 30: Revised Operating Costs Over Life of Mine per Saleable Tonne of Coal

Source: Allegiance Coal

Capex
The original capital expenditure forecast as stated in the definitive feasibility study was US$90.5M with a further life
of mine sustaining capital of US$117.8M.

Exhibit 31: Capital Cost Estimates for the Tenas Coal Mine

Source: Allegiance Coal

In the revised plan, there is a small increase in the start-up capital expenditure of US$1.5M due to the expanding the
shell of the washing plant to allow for the installation of additional components prior to ramp-up to increase throughput
from 145t/h to 250t/h.
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Valuation of the Tenas Project
Valuation Technique

BHC has modelled a scenario whereby production commences early in the March quarter of 2023 at the rate of 158kt
per quarter of run-of-mine coal. Production the ramps up very quickly to 268kt of ROM per quarter in late 2023. It
then remains steady until 2028 when it increases to 355kt per quarter and jumps again in 2030 to 440kt per quarter.
BHC has modelled a mine life to the end of 2038, but it is expected that the mine will continue beyond this date.
Key Points

•
•
•
•
•

Start-up tonnage is based on 145tph
Ramp-up to full production takes 6 years
Only coking coal is produced
Coal recoveries are forecast to average 75.6% through the currently planned mine life.
The valuation is for 100% of the project, whereas Allegiance has an 80% interest in the mine.

The cashflows from the mine are the discounted, using a 10% discount rate, half-yearly over the life of the mine. The
NPV is measured 12 months out from the latest set of financials reported by Allegiance.
The assumptions used in our base case modelling are:

Coal price
Coal recovery
Average LOM coal production
Processing Rate
Mine life
Discount rate
Mining cost ore
Processing cost
Opex (per t coal)
Mineral Royalty
Tax
Initial capex
Sustaining capex
Net present value (10%)
IRR (%)

US$122/t
~75.6%
1.5Mt pa
1.5Mt pa
<20 years
10%
$17.72/t
$5.13/t
$34
~$7.3/t
26.63%
US$55.8M
US$1M pa
US$292M
54.8%

The NPV is quoted in US$ dollars and is quoted after tax, using a 10% discount rate, but unfunded. The BHC valuation
is based in the May 2019 Tenas Project Definitive Feasibility study with start-up date amended. The unit costs are
per tonne of coal processed.
Since the feasibility study was released there have been one significant development. In early July 2020 there was
an announcement entitled “Potential to Significantly Enhance Tenas Project Economics.” This involved the better
utilisation of equipment and labour over the mine-life of the project, and especially in the early years. The reason why
BHC has focused its valuation on the original DFS is that initially, Allegiance will only be seeking to permit, initially,
the project at 750,000 saleable tonnes per annum. The new mine plan and production ramp-up will, after consultation
with key stakeholders, be the subject of a new application once the mine is operating at a steady state.
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Comparative Companies
BHC has selected Altrum Coal and Jameson Resources as two comparative companies to Allegiance Coal. The
reason for this is that they are both ASX listed companies with potential mines in Canada, although Altrum is located
in south-west Alberta. They both intend to mine the Elk Valley coalfield. There are no real comparatives to the New
Elk mine in Colorado as although the state produced around 22Mt of coal it is all thermal coal.
Altrum Coal
Altrum completed a scoping study for Elan in April 2020. The project is called Elan and is based on their large scale
tenement holding, 230km2, which has 454Mt of resources of tier 1 hard coking coal. The scoping study covered two
scenarios over two development areas, Isolation South and Elan South, with case 1 evaluating a 10Mt pa of ROM
for the production of 6Mt pa of hard coking coal and scenario 2 evaluating a 7.5Mt pa of ROM for the production of
4.5Mt pa of hard coking coal. The coal has to be transported 36km by a dedicated conveyor to the railhead and then
railed approximately 1,100km to the preferred export terminal at Westshore in Vancouver. This resulted in forecast
cash costs FOB Vancouver of US$81 and US$84/t respectively against a forecast sales price of US$138/t. The
Canadian dollar exchange rate used in the exercise was 0.79 against a spot price today of 0.71. This was achieved
with a large capital expenditure of between US$587M and US$683M dependent upon the option chosen which
yielded post tax NPV’s of US$790M and US$860M using a 9% discount rate. There is an opportunity to utilise a
build-own-operate-transfer system of finance for the wash plant, conveyor transport and rail load out/loop systems
which could yield savings of between US$430M and US$530M on the capital expenditure.

Jameson Resources
Jameson Resources is focused on the exploration and development of coking coal projects in Western Canada with
projects in the world class Elk Valley and Peace River coking coal fields in British Columbia. Western Canada is a
low sovereign risk jurisdiction with well-established rail and port infrastructure. A bankable feasibility study was due
for completion in Q1 2020 and was to be followed by the Application for an Environmental Assessment Certificate to
be submitted in Q2 CY20. Both dates have been delayed due to covid-19. The flagship project is known as Crown
Mountain and the product is estimated to be 84% hard coking coal, with a high relative CSR (coke strength after
reaction) and low volatile content. An April 2017 PFS Update shows robust economics with low OPEX and CAPEX.
FOB cash cost is US$75/t.
A subsidiary of Bathurst Resources Limited (ASX: BRL) has committed to invest up to C$121.5M cash in Crown
Mountain. BRL owns approximately 22% of Jameson’s NWP Coal Canada Ltd subsidiary, which holds a 90% interest
in Crown Mountain. Should BRL fully fund the remaining tranche Crown Mountain would become a 50/50 JV. The
PFS update confirmed a reserve base at Crown Mountain of a modest 56Mt with a LOM plant yield of 53% although
in the early years when the North Block is being mined the yield is forecast to be 61%.
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Atrum Coal

Jameson Resources

Montmem
Resources

Riversdale
Resources

New Elk

Elan

Crown Mountain

Tent Mountain

Grassy Mountain

USA

Canada

Canada

Canada

Canada

ASX : AHQ

ASX : AHQ

ASX : ATU

ASX: JAL

Private

Private

21.52

21.52

61.5

18.08

100%

100%
Feasibility Study

Hard Coking Coal
Open Pit

Hard Coking Coal
Open Pit

45Mt

144Mt

Allegiance

Allegiance

Project

Tenas

Country

Canada

Ticker
Market Cap ( £M)
Cash ( £M)

0.78

0.78

5.5

1.27

EV ( £M)

22.69

22.69

57.6

20.17

Project ownership
Stage

80%
PFS

DFS

100%
Scoping Study

90%
PFS

Product
Mine method

Semi-soft Coking Coal

Hard Coking Coal Hard Coking Coal

Open Pit

Open Pit

Hard Coking Coal
Open Pit

Resources
Measured (Mt)

134Mt

316.4Mt

Indicated (Mt)

12.9Mt

260Mt

142Mt

68.9Mt
6.0Mt

Inferred (Mt)

1.2Mt

96.4Mt

312Mt

23.7Mt

Total (Mt)

134Mt

673Mt

454Mt

98.6Mt

Proved Tonnes (Mt)

62Mt

35.2Mt

Probable Tonnes (Mt)

0.7Mt

9.9Mt

6.1Mt

Total (Mt)

62.9Mt

45.1Mt

55.8Mt

Reserves

Strip Ratio

3.6:1

Mine Life (years)

22 years

Production Yield

75%

49.7Mt

10:1 LOM

9.2:1 BCM

15-19 years

16 years

NA

23 years

60%

53%

55%

55%

US$115

US$549

7.2:1
24 years

168Mt

9.8:1 LOM

Capex

US$90M

US$55M

US$587-683M

US$281

Unit Cost Estimate US$/t FOB

US$50/t

US$74/t

US$81-84/t

US$75/t

Potential Production (Mt/pa)

0.75Mtpa

2.0Mtpa

4.5-6.0 Mtpa

1.7Mtpa

NPV

US$292

US$503

US$790-860M

US$440M

US$68/t

Recovery
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Investment Risks
Mining & Metallurgy
Both proposed mines are using tried and trusted technology, and other than minor commissioning problems BHC
does not expect any surprises. Both areas should be able to provide a skilled workforce and there should be no
operational issues.

Hydrogen
Over the next ten to twenty years, steel making will move away from coking coal as will many other smelting
technologies. Voestalpine, the Austrian steel and technology group is current testing replacing coking coal with
hydrogen as a way of minimising carbon dioxide production. In the UK, the quest to de-carbonise is also penetrating
the steel sector. Ovak, the Turkish company that is currently in negotiations with the British Government to buy British
Steel, have confirmed discussions regarding switching from British Steel’s current coal-burning blast furnaces to a
new, clean way of making steel. This would see gas-powered furnaces which use hydrogen to reduce the steel’s
oxygen content, with water as a by-product. It’s far less polluting than the current method, with blast furnaces pumping
out vast amounts of carbon dioxide.
However, hydrogen-powered steel making is still in its infancy and would require vast amounts of hydrogen, which is
itself expensive to produce.

Country
The two projects are in the USA and Canada respectively. Both first world countries where the rule of law is absolute.
Provided Allegiance abides by the rules, and BHC has no doubt that they will, we see country risk as minimal. Indeed,
when assessed by the Fraser Institute in their 2019 annual survey of mining companies, for investment attractiveness,
British Columbia rated 30 out of 76 and Colorado rated 32. For policy perception, the positions were reversed, with
Colorado rating 25 and British Columbia 36. Lastly, for best practices, British Columbia was rated 10 and Colorado
45.

Financial
The start-up capital for the New Elk development is a modest US$24M, and with M Resources to provide up to
US$15M, the balance of US$9M should easily be sourced from banks and investors. It is not seen as a significant
sum for a mine of this size and predicted profitability. After the initial start-up, the planned expansions could be
financed from cashflows which is forecast to be strong.
For the development of the Tenas project, financing should be greatly assisted by having Itochu as a partner in the
venture. By that time we assume that they will own 20% and with their contribution and cashflow available from the
then operating New Elk mine, financing should not be too difficult.

Commodity and Currency Variations
BHC sees the continuing demand for coking coal to be strong for at least the next 10 years. Since both mines will be
commencing operations just after the covid-19 induced recession, we do not expect another downturn for a while.
Indeed, there has been talk of infrastructure upgrades in the western world and this could reasonably be expected
to provide a strong demand for steel and hence coking coal. However, due to the current trade disputes and a view
that China may have used the covid-19 in a disruptive manner, there could be some changes to trading patterns and
supply chains.
However, currency is often a more important factor than commodity prices for the mining industry. Both Canada and
Australia, the home country are considered to have resource currencies, ie, if commodity prices boom, the currencies
have historically strengthened, a factor that could impact on profitability.

Political Sentiment
Globally coal is coming to be perceived as a dirty word. Very few differentiate between thermal and coking coal,
which is a significant problem, especially as there is really no short term substitute for coking coal in the steel industry.
But, in the light of the current recession, governments may well be more concerned with jobs, which could be very
positive, especially for the development of the New Elk coal mine.
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Appendix A – Directors & Senior Management
Mark Gray

Chairman & CEO

Bachelor of Laws
Mr. Gray founded Telkwa Coal Limited (a wholly owned subsidiary of Allegiance) and secured the farm-in rights to
the Telkwa metallurgical coal project in September 2014. He is a corporate lawyer with 30 years transactional
experience gained as a lawyer with Herbert Smith in London, a partner with Bell Gully in New Zealand and as a
director of the investment bank Barclays de Zoette Wedd, also in London. For the last 12 years Mr. Gray has been
an advisor to and company executive of mining companies and operations including underground coal in Australia
and open pit mining in Africa, as well as exploration and development projects in several minerals including coal.

Larry Cook

Non-Executive Director

BSc (distinction) Mining and Mineral Processing Engineering, Member of the Professional Association of Engineers,
Geologists, and Geophysics (Alberta & British Columbia)
Larry is a 40+ year mining engineer in coal, predominantly underground across many US States, as well as Australia.
He is highly regarded in the industry for safe, high productivity room and pillar mining. Larry will be intimately involved
in the New Elk Mine start-up. Larry was a co-founder of Thin Seam Mining.

Malcolm Carson

Non-Executive Director

BSc. Geology & Economics, MSc. Resource Economics and Environmental Management, Member AusIMM, AIG
Mr. Carson is currently the Executive Chairman of Dampier Gold Ltd (ASX:DAU), and has been an executive and
non-executive director of many ASX and TSX companies. He is a 40 year veteran in exploration and mining across
a variety of minerals, in multiple jurisdictions, with many organisations including BHP, Kumba Resources, Iscor, Sons
of Gwalia, Bankers Trust, and Rothschilds. Mr. Carson also spent five years working for the Government of Western
Australia as a Senior Project Officer responsible for managing mining and industrial projects.

Jonathan Reynolds

Finance Director

B.Com (Hons), Graduate Diploma in Applied Finance & Investment, CA
Mr. Reynolds is a chartered accountant with more than 25 years experience across many sectors spent mostly in
financial management roles. Most recently, he has been finance director of a resource investment house, managing
investments across a range of commodities, including coal. Prior to that he held the position of chief financial officer
with a number of listed entities and before that was a senior manager with an international firm of chartered
accountants. He is a member of Chartered Accountants Australia and New Zealand, a fellow of Financial Services
Institute of Australia.

Amon Mahon

COO New Elk Coal Mine

Amon is a 30+ year mining engineer in coal both open pit and underground in the US and Australia, at all levels of
management including as an owner and operator of US coal mines. Amon will be General Manager of the New Elk
Mine in its first two years of production. Amon was a co-founder of Thin Seam Mining.

Dan Farmer

COO Telkwa

BSc (distinction) Mining and Mineral Processing Engineering, Member of the Professional Association of Engineers,
Geologists, and Geophysics (Alberta & British Columbia)
Mr. Farmer is a mining engineer with over 20 years continuous experience in coal in British Columbia. He commenced
his career with Luscar Coal in the 1990s when it was Canada’s largest coal producer, and with Teck Resources
following its acquisition of Luscar. Mr Farmer moved on to work for Anglo American Coal rising to the position of
Operations Manager responsible for both Anglo’s mine operations and technical services in British Columbia.

Angela Waterman

Permitting

Mrs. Waterman is a mining industry professional with over 20 years of diverse experience covering commercial,
technical, project development as well as operational aspects. She has an in-depth knowledge of the regulatory
regime and extensive advocacy experience with governments, First Nations and stakeholders. Mrs Waterman has
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worked within industry for Itochu, Northern Energy & Mining and Anglo American Coal, primarily in the area of
regulatory and community affairs managing all aspects of environmental assessment, management and mine
permitting. More recently, Angela has worked with mining association bodies in the same area representing and
advocating industry concerns and initiatives to British Columbia government departments.
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Peter Rose
Peter has 34 years’ experience in equities as a resources analyst; he has been at Brandon Hill Capital, formerly Brandon
Hill Capital for 13 years. Prior to that he spent 11 years with Deutsche Bank in Australia. Prior to this he spent 2 years with
Prudential Bache and 6 years with James Capel. Peter's industry experience includes 16 years as a metallurgist, 3 years
with De Beers in South Africa and 9 years in the uranium industry, 7 of which were spent at the Ranger Uranium mine.
Peter holds a BSc degree in Applied Mineral Science from Leeds University UK and a Bachelor of Commerce from the
University of South Africa. Peter is also a member of the Institute of Materials, Mining & Metallurgy and a chartered
engineer.

Investment Analyst Certification
All research is issued under the regulatory oversight of Brandon Hill Capital Limited. Each Investment Analyst of Brandon
Hill Capital Limited whose name appears as the Author of this Investment Research hereby certifies that the
recommendations and opinions expressed in the Investment Research accurately reflect the Investment Analyst’s personal,
independent and objective views about any and all of the Designated Investments or Relevant Issuers discussed herein
that are within such Investment Analyst’s coverage universe.
Brandon Hill Capital Limited provides professional independent research services and all Analysts are free to determine
which assignments they accept, and they are free to decline to publish any research notes if their views change.
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Research Disclaimers
Research disclosure as of 19 August 2020

Company Name
Allegiance Coal

Disclosure
1, 2, 7

Investment Research Disclosure Legend:
1.

In the past 12 months, Brandon Hill Capital Limited or its affiliates have had corporate finance mandates or
managed or co-managed a public offering of the Relevant Issuer’s securities or received compensation for
Corporate Finance services from the Relevant Issuer.

2.

Brandon Hill Capital Limited expects to receive or intends to seek compensation for Corporate Finance services
from this Company in the next six months.

3.

The Investment Analyst or a member of the Investment Analyst’s household has a long position in the shares or
derivatives of the Relevant Issuer.

4.

The Investment Analyst or a member of the Investment Analyst’s household has a short position in the
shares or derivatives of the Relevant Issuer.

5.

As of the month end immediately preceding the date of publication of this report, or the prior month end if
publication is within 10 days following a month end, Brandon Hill Capital Limited and / or its affiliates
beneficially owned 1% or more of any class of common equity securities of the Relevant Issuer.

6.

A senior executive or director of Brandon Hill Capital Limited or a member of his or her household is an
officer, director or advisor, board member of the Relevant Issuer and / or one of his subsidiaries.

7.

Brandon Hill Capital Limited acts as corporate broker for the Relevant Issuer.

The Investment Analyst who is responsible for the preparation of this Investment Research is employed by Brandon
Hill Capital Limited, a securities broker-dealer.
The Investment Analyst who is responsible for the preparation of this Investment Research has received (or will
receive) compensation linked to the general profits of Brandon Hill Capital Limited.
Disclaimer: Important Information
This document is not independent and should not be relied on as an impartial or objective assessment of its subject matter. Given the foregoing,
this document is deemed to be a marketing communication and as such has not been prepared in accordance with legal requirements designed
to promote the independence of investment research and Brandon Hill Capital Limited is not subject to any prohibition on dealing ahead of
dissemination of this document as it would be if it were independent investment research.
This document has been issued by Brandon Hill Capital Limited for information purposes only and should not be construed in any
circumstances as an offer to sell or solicitation of any offer to buy any security or other financial instrument, nor shall it, or the fact of its distribution,
form the basis of, or be relied upon in connection with, any contract relating to such action. This document has no regard for the specific investment
objectives, financial situation or needs of any specific entity. Brandon Hill Capital Limited and/or connected persons may, from time to time, have
positions in, make a market in and/or effect transactions in any investment or related investment mentioned herein and may provide financial
services to the issuers of such investments. The information contained herein is based on materials and sources that we believe to be reliable,
however, Brandon Hill Capital Limited makes no representation or warranty, either express or implied, in relation to the accuracy, completeness
or reliability of the information contained herein. Opinions expressed are our current opinions as of the date appearing on this material only. Any
opinions expressed are subject to change without notice and Brandon Hill Capital Limited is under no obligation to update the information contained
herein. None of Brandon Hill Capital Limited, its affiliates or employees shall have any liability whatsoever for any indirect or consequential loss
or damage arising from any use of this document.
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This report has been approved in the UK by Brandon Hill Capital Limited solely for the purposes of section 21 of the Financial Services and
Markets Act 2000. In the UK, this report is directed at and is for distribution only to persons who (i) fall within Article 19(1) (persons who have
professional experience in matters relating to investments) or Article 49(2) (a) to (d) (high net worth companies, unincorporated associations, etc.)
of the Financial Services and Markets Act 2000 (Financial Promotions) Order 2005 (as amended) or (ii) are professional clients or eligible
counterparties of Brandon Hill Capital Limited (all such persons together being referred to as “relevant persons”). This report must not be acted
on or relied up on by persons in the UK who are not relevant persons.
Neither this report nor any copy of part thereof may be distributed in any other jurisdictions where its distribution may be restricted by law and
persons into whose possession this report comes should inform themselves about, and observe any such restrictions. Distribution of this report in
any such other jurisdictions may constitute a violation of UK or US securities law, or the law of any such other jurisdictions.
Investments in general involve some degree of risk, including the risk of capital loss. The services, securities and investments discussed in this
document may not be available to nor suitable for all investors. Investors should make their own investment decisions based upon their own
financial objectives and financial resources and, if in any doubt, should seek advice from an investment advisor. Past performance is not
necessarily a guide to future performance and an investor may not get back the amount originally invested. Where investment is made in currencies
other than the investor’s base currency, movements in exchange rates will have an effect on the value, either favourable or unfavourable. Levels
and bases for taxation may change. When we comment on AIM or NEXT shares you should be aware that because the rules for those markets
are less demanding than the Official List of London Stock Exchange plc, the risks are higher. Furthermore, the marketability of these shares is
often restricted.
Brandon Hill Capital Limited may distribute research in reliance on rule 15a-6(a) (2) of the Securities and Exchange Act 1934 to persons that are
major US Institutional investors, however, transactions in any securities must be effected through a US registered broker-dealer. Any failure to
comply with this restriction may constitute a violation of the relevant country’s laws for which Brandon Hill Capital Limited does not accept any
responsibility. By accepting this document you agree that you have read the above disclaimer and to be bound by the foregoing
limitations/restrictions.
Please note that unless otherwise stated, the share price used in this publication is taken at the close of business for the previous day.
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