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(3 If you spend energy looking for and analysing
situations not followed by other investors, your
chance of finding bargains increases. 1)}

- Joel Greenblatt (b.1957), American academic, author and investor
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Late last year the market welcomed the backdoor listing of Jade Gas (ASX: JGH), developer of a coalbed
methane project in Mongolia. That company had raised $7.5m at 3 cents a share but ended the first day of
trading on 4 October 2021 at 7.7 cents. Jade Gas shares have since come down to as low as 5.2 cents in
recent weeks. But shares have rebounded to over 6 cents in the last week and we think it is well placed for a
further re-rating, given the world's sudden need for new sources of gas and the company’s recently initiated
appraisal well drilling programme.
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If you're looking to make a fortune in natural gas, in an environment where the world doesn't quite have
enough of it, Mongolia is a good place to do it. Mongolia? Why, of course. The vast coal resources of the
country are well known to be rich in this valuable natural gas, there are lucrative markets domestically and in
neighbouring China, and the fiscal terms are favourable. We looked at one would-be Mongolian player, Elixir
Energy (ASX: EXR), in this publication on 31 December 2020. This week we look at a more recent entrant,
Jade Gas.

Welcome to the South Gobi

Jade's would-be company maker is Tavantolgoi-XXIlIl, down in the South Gobi desert. Tavan Tolgoi means ‘five
hills" in Mongolian. If you've read about the mineral wealth of Mongolia any time in the last ten years you will
probably have heard the name Tavan Tolgoi alongside that other Tolgoi, Rio Tinto's world-famous Oyu Tolgoi
Copper-Gold Mine, which is not too far away. Tavan Tolgoi is one of the largest undeveloped coal deposits,
with about 7 billion tonnes in resource and only modest mining taking place at the moment.

Jade's Tavantolgoi-XXlIl lease — technically, a ‘Production Sharing Agreement’ granted in April 2020 — covers
the coalbed methane potential of the Tavan Tolgoi field over 665 sq km. The PSA is a joint venture with a
state-owned company called Erdenes Methane where Jade has 60%.
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If Jade Gas does its work well - and has correctly understood the Permian-age coal seams at Tavan Tolgoi -
the best prospective resource estimate is over one trillion cubic feet of gas, where ‘best’ means ‘most likely’ in
terms of a potential range of independently generated resource estimates.

A trillion cubic feet of gas

How much is a trillion cubic feet of gas worth? Well, in America the benchmark for natural gas is ‘Henry Hub',
which this week on Nymex is close to USS$5.00 per mmbtu, that is, millions of British Thermal Units. In 2020,
the annual average heat content of natural gas delivered to consumers was about 1,037 BTU per cubic foot.
So, a trillion cubic feet is 964 million mmbtu, which is about USS4.8bn worth of gas if you sold it today at the
Henry Hub price. Sure, Tavan Tolgoi is a long way from Erath, Louisiana (which is where Henry Hub exists
physically) and the Asian market dynamics are different, but the world is short of gas in a lot of places. We
think Jade Gas is on to something.

Tavantolgoi-XXlll is Jade's first project in Mongolia, but there will be more. In February 2022, Jade secured two
more coalbed methane permits, one called Shivee Gobi and another called Eastern Gobi, which together cover
around 18,000 sq km and sit over sizeable coal deposits. However, the key to a near-term re-rating for Jade
Gas is Tavantolgoi-XXIll, where the six appraisal wells will give Jade a good idea what it is sitting on this year.

Part of the energy transition

Mongolia gets a lot of its electricity from burning coal. The government wants to change that with more
investment in renewables, but in the meantime is encouraging development of coalbed methane as part of
the transition. That makes sense because right now Mongolia is a net importer of gas and gas liquids. And
development of Tavantolgoi-XXIIl would bring an additional advantage to Mongolia — at the present time
there's not enough electricity in the South Gobi to power the mining industry in that region and the power has
to come from China. If there’s one thing Mongolia really wants, it's to not be economically dependent on its
two powerful neighbours — Russia to the north and China to the south.

At Tavantolgoi-XXIll Jade Gas has picked out three seams, called, perhaps unimaginatively, O, Ill and IV where
it thinks it can find its trillion cubic feet of gas at around 700 to 900 metres below the surface. The first of the
six wells, called Red Lake 1, spudded in late November 2021. Jade is now up to Red Lake 4 and in all four wells
the gas showings are very high in terms of their methane content — like, 98% in seam Il for Red Lake 1 — as
well as high in gas overall. And the seams themselves are turning out to be pretty thick.

Before 2022 is out, all six of the Red Lake wells will have been drilled and we'll have a good idea not just of the
gas content, but of permeability of the seams, which obviously is the key to getting the gas to the surface.

We think the news from the Red Lake wells, in an environment where natural gas is back in the news, can be
good for Jade Gas shareholders. Shortly after those wells are done Jade will be able to obtain a Contingent
Resource estimate from its independent consultants. From there it will be moving to sink the first pilot
production wells and get its first Reserve estimate. Ahead of that development, this stock is four stars.



Pitt Street Research Pty Ltd
3 Spring Street, Sydney, NSW 2000, Australia

Stocks Down Under gives you an information advantage to better invest and
trade in ASX-listed stocks!

Stocks Down Under (Pitt Street Research AFSL 1265112) provides actionable
investment ideas on ASX-listed stocks. The Content is financial advice but is
not (and cannot be construed or relied upon as) personal financial advice. No
investment objectives, financial circumstances or needs of any individual have
been taken into consideration in the preparation of the Content. Please make sure
that investing in such products is suitable for your circumstances, and ensure
you obtain, read and understand any applicable offer document.

Financial products are complex, entail risk of loss, may rise and fall, and are
impacted by a range of unpredictable market and economic factors.

All rights reserved. No part of this publication may be reproduced or transmitted
in any form or by any means, electronic, mechanical, photocopying, recording
or otherwise, without prior written permission from Pitt Street Research Ltd Pty.
All intellectual property relating to the Content vests with Pitt Street Research/
Stocks Down Under unless otherwise noted.

Stocks Down Under/Pitt Street Research directors and staff may own shares in
the companies mentioned in our articles, videos, reports and analyses.

You are receiving this email because you subscribed to our newsletter.


https://vimeo.com/user61587290

	Button 8: 
	Button 9: 
	Button 7: 


