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Kinetiko Energy Limited (ASX: KKO)
Joint development agreement to drive new production
Overview
Progress at Kinetiko is accelerating, with the acquisition of Badimo Gas,
identification of new gas targets, drilling of three new wells, execution of a
gas sales agreement with Vutomi Energy, announcement of joint
development agreement with major South African financial institution, IDC,
to develop gas fields for domestic offtake, and introduction of strategic
investor Phefo Power. Gas sales are expected to commence shortly,
followed by a 10-20 well pilot, delivering ~1-2 TJ/d by 2024. Successful
demonstration should lead to staged project expansion to 100+ TJ/d later
this decade. We value KKO at $0.36/sh (prev. $0.32), with upside to
$0.90+/sh on derisking.
Key points
Background: Kinetiko is a gas exploration company targeting South Africa’s
growing unmet energy demand, with 4.9 tcf of 2C contingent resources with
further exploration potential, close to industrial centres & power
generation.
Afro Energy acquisition concluded, converting Badimo Gas’ 51% interest in
the CBM exploration permits to a ~46% interest in Kinetiko, simplifying the
previous JV decision process and funding of exploration and development.
Aeromag expands exploration targets: Kinetiko’s third survey, covering
~560 km2 over ER 270 and ER 272, increased the surveyed area to over 800
km2 and more than doubled identified gas exploration targets to 79.
Three new exploration wells drilled: Korhaan-3, 4 & 5 were drilled adjacent
to two existing wells, with all flowing gas to surface. The five well pod will
support near term gas sales, with approval for 500 MMscf/yr (1.4 MMscfd).
First gas offtake agreement executed: The GSA with Vutomi Energy covers
gas sales to produce electricity (1 MW -> 5 MW) for third party customers.
IDC JDA: IDC will contribute ZAR70m ($6m) for 45% of an incorporated JV
towards a production pilot of up to 20 wells, with KKO raising $3.1m via a
1:15 rights issue @ $0.075 to fund its share. Successful demonstration could
lead to a larger staged program ultimately delivering 100+ TJ/d. Discussions
are underway with other domestic and international funding groups.
Value proposition: Low drilling costs (~$US0.35m/well) and high gas prices
(~$US7/MMBtu) provide attractive economics, with an estimated IRR of
over 30%. Operatorship and high equity interest provide options for staged
farm-down to fund future development and monetize resources in advance
of gas sales. Kinetiko is trading at a discount to ASX-listed CBM peers.
Price catalysts: Commencement of multi-well pilot; resource upgrades and
maiden reserves; confirmation of well performance parameters; further gas
sales agreements; further exploration outcomes, production increases.
Risks: Project schedule delays; resource repeatability over the project area;
ongoing funding; immature domgas and independent power sectors; gas
pricing; competition from large offshore gas discoveries, civil unrest.
Next steps: Commence initial gas sales (2H 2022), 10-20 well IDC pilot (2H
2022); reserves assessment (2H 2022); progress gas commercialization
options (2022/23); FID on larger development (2024+).
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1. Financial summary

©Copyright 2022, K1 Capital Pty Limited, ABN 25 614 078 714

25 May 2022

2

K1 Capital
Kinetiko Energy Limited (ASX: KKO)

2. Valuation
Table 1 Valuation cases
Case

Description

$m

$/sh

Base

1 tcf gross staged development of the Amersfoort project: 3-well
own pilot commencing late 2022, 20-well IDC pilot from late 2023
(KKO 55% share), 300-well development (~12 TJ/d) from 2024
(Stage 2), before expansion to ~120 TJ/d, ~1 tcf from 2027 (Stage
3), retaining 50%. $US7.50/MMBtu gas price. Remaining 2C
contingent and 2U prosp. res. from 2030, risked at 30% and 10%.
1 tcf staged development but no value ascribed to remaining 2C
and prospective resources. $US7.00/MMBtu gas.
Base @ $US9.00/MMBtu gas
2C contingent resources (80% conversion to 2P) unrisked @
$US7.50 MMBtu gas. (Prosp resources remain risked at 10%).

569

0.36

118

0.07

780
1578

0.49
0.99

Bear
Bull
Blue Sky

Table 2 Base case valuation summary

Source: K1 Capital analysis. Includes $10m of additional equity in CY23 and CY24 to progress the exploration, appraisal and
staged development before operations can be funded internally and by partial sell-down.
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3. Project update
Kinetiko’s recent and current work focuses on five areas:
1.
2.
3.
4.
5.

Simplifying its operational structure,
Expanding its exploration potential,
Appraising discovered gas resources,
Concluding gas offtake discussions, and
Securing funding for production pilots.

3.1.1

Simplifying operations: Afro Energy acquisition

Kinetiko announced the effective merger with its JV partner, Badimo Gas, in May 2021, acquiring 100%
of Afro Energy. The acquisition was an important step in restructuring the joint venture arrangement
to facilitate ongoing exploration and development activity.
The transaction delivers ownership of 100% of the South African assets under one listed entity, which
increases the range of financing options to develop the project, provides a single board and
management team to streamline development and exploration initiatives and deliver cost efficiencies,
increases the net contingent resource of 4.9 Tcf (2C) to Kinetiko, and provides a larger market
capitalization and enhanced liquidity for institutional investment. The merged entity will be able to
raise capital for accelerated exploration, production and downstream development in international
markets, which was previously not available to Badimo.
KKO will issue ~598m shares to Badimo as consideration, after facilitating the sale of $6.5m of shares
to settle loan amounts owed to Kinetiko for past exploration expenditure, giving Badimo ~46% of the
post-merged Kinetiko. Kinetiko's accounting treatment of its interest in Afro Energy will change from
being an investment in an associate to being consolidated as a subsidiary company.

Source: Kinetiko Energy Limited, “Kinetiko Executes Binding Agreements to Acquire 100% of Afro Energy”, 24th December
2021, p 4. Share quantities are before the current renounceable rights issue and placement.

3.1.2

Expanding exploration potential: Aeromagnetic program

Kinetiko completed its third aeromagnetic survey in December 2021, with 12,610 km flown over three
areas in ER 270 and ER 272, increasing the total distance flown since 2014 by over 60%. 42 new
compartments were discovered, covering 264 km2, more than doubling total prospective gas
compartments identified to 79, with a total area of 1,229 km2.
The identified areas represent only ~20% of the currently assessed prospective area within the
company’s permits, pointing to further upside.
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3.1.3

Appraising discovered gas resources: Korhaan drilling program

Three wells were recently drilled to build production capacity and better understand production
performance and preferred well completions. Korhaan-3, 4 and 5 were drilled within ~400 m of two
producing wells drilled in 2014, with all encountering gas charged formations and similar geology. The
current barefoot completions will be replacing with cased and perforated completions after initial flow
testing. The wells will not require fraccing.
Figure 1 Korhaan well locations

Source: Kinetiko Energy Limited, “First well of Korhaan project spudded”, 4th November 2021, p 2

Figure 2 Korhaan area well cross-section (not to scale)

Source: Kinetiko Energy Limited, “Korhaan-3 drilled and logged – preparing to flow test all wells”, 17th February 2022, p 4
Table 3 Korhaan drilling program results

Parameter
Total depth (m)
Gassy section (m)

Korhaan-3
449
77

Korhaan-4
443
133
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3.1.4

Concluding gas offtake discussions: Vutomi Energy

In December Afro Energy entered a 50/50 joint venture term sheet with Vutomi Energy (Pty) Ltd, a
small South African power producer, to produce and sell electrical energy to third party offtakers.
Vutomi Energy will supply a 1MW gas reticulation engine to the JV on a loan basis at no cost and the
JV will pay for installation and electricity network connection. The engine will utilize gas from Afro
Energy’s existing wells. The project may form the basis for future larger cogeneration plants.
The amount of gas to be developed is small (~55 TJ/yr)1, however, the project is an important step in
demonstrating commercial operation and converting contingent resources to reserves.
3.1.5

Securing funding for production pilots: IDC

Afro Energy announced a funding agreement with the Industrial Development Corporation of South
Africa (IDC) in early April to develop a 15-20 well pilot production field in Exploration Right 12/3/271.
The investment and development will be conducted through an incorporated special purpose vehicle
“Afro Gas Development SA (Pty) Ltd” in two phases. Phase 1 will involve the development of ~10 wells
and the construction of a gas processing plant and pipeline gathering system. Phase 2 will comprise
the commencement of gas production and the development of a further ~10 wells, plus expansion of
facilities as required. Production will be achieved under the existing government approval for 500
MMscf/yr. The IDC has a first right to participate up to 45% of the next 80 wells developed by Afro
Energy.
IDC will contribute 45% (ZAR70m, ~$6.3m) of the anticipated ZAR155m project and Kinetiko will
contribute 55% (ZAR80m, ~$7.2m) via Afro Energy.
3.1.6

Other partnerships: Phefo Power

Kinetiko has secured a subscription of ZAR10m (~$0.9m) from South African energy investment group,
Phefo Power, which bolsters Kinetiko’s Black Economic Empowerment (BEE) certification. The
investor subscription was combined with the current 1:15 pro rata renounceable rights issue to raise
a combined total of ~$4m.

1

Gas consumption = 1 MWe /40% notional efficiency * 3600 sec/hr*24 hr/day*365 days/yr = 78.8 TJ/yr @ 100%
utilization, 55 TJ/yr @ 70% utilization => 0.151 TJ/d, equivalent to ~150 kscfd.
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4. Valuation
We have valued Kinetiko using discounted cash flow analysis for the Amersfoort Gas Project and
enterprise value to resource multiples for undeveloped resources and exploration prospects. Our
resource multiples are based on analogous projects cross-checked with market or transaction metrics.
We apply risk factors to account for technical and commercial maturity. Our investment model
incorporates probability distributions for key variables, including reserves and resources, commodity
prices and exploration success, and uses Monte-Carlo simulation to quantify the range of share price
outcomes.
We continue to assume a stage development concept, with initial production from 3 to 5 existing wells
commencing in 2H 2022 for onsite power generation (1 MW), a 10-20 well pilot commencing drilling
in late 2022 and production by mid-2023, followed by a larger ~300 well, 90 bcf, 12 TJ/d, development
to support an on-site power generation project in 2024.
We assume full development would comprise a ~3000+ well, 900 bcf, ~120 TJ/d, gas sales to medium
to large scale power gen (~800 MW) project in the second half of this decade. Detailed project
assumptions for each project stage are explained in our report of 6th September 2021.
The key uncertainties at this stage are longer term well performance (estimated ultimate recovery and
production profile) and development economics (capex per well, gas offtake profiles and pricing).
These assumptions will be further refined based on pilot project performance.
Figure 3 Kinetiko production model

Source: K1 Capital analysis
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5. Comparative valuation
Kinetiko continues to trade at a material discount to ASX peers with international operations, due to
uncertainty regarding future commercialization of Kinetiko’s large contingent resource endowment.
Successful demonstration of production from the planned pilot programs and conversion of
contingent resources to reserves should see this discount begin to unwind.
Three ASX-listed companies other than Kinetiko have onshore CBM/unconventional gas interests in
southern Africa: Tlou Energy (ASX: TOU) – CBM in Botswana, Pure Hydrogen (ASX: PH2) – CBM in
Botswana, and Renergen (ASX: RLT) – biogenic gas and helium in South Africa. Five ASX-listed juniors
have CBM exploration and appraisal interests in Australia.
Our trading metrics are based on a price-equivalent reserves and resources basis. Our primary
valuation metric for CBM companies is 2P reserves + 0.8*2C resources, based on industry conversion
of ~80% of 2C resources to 2P reserves over a period of 5 years.
Table 4 Reserve and resource trading metrics

Source: K1 Capital analysis of company data. Expressed relative to the spot east coast Australian gas price of $26/GJ.

Table 5 Reserve & resource spot price equivalence factors

Source: K1 Capital analysis. Helium “boe energy equivalent price” assumes notional 1.03 MMBtu/kscf for comparison
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Disclosure:
This report was commissioned by Kinetiko Energy Limited (Kinetiko) and K1 Capital Pty Limited (K1 Capital) will
receive a fee for preparing this report. The purpose of the report is to provide an assessment of the value of
Kinetiko Energy Limited. The user of this report is Kinetiko and persons designated by them. K1 Capital has
prepared this report based on interviews with management and research using publicly available information.
K1 Capital has not undertaken a site visit to Kinetiko’s projects. To the best of K1 Capital’s knowledge, full,
accurate and true disclosure of all material information was provided by Kinetiko. Given the potential for a
perceived conflict of interest it is K1 Capital’s policy not to include a share price target or investment
recommendation for commissioned research. K1 Capital may seek to do business with companies covered in its
reports. Consequently investors should be aware that the firm may have a conflict of interest that could affect
the objectivity of its research. Please see the final page of this report for further information on disclosures and
disclaimers.

K1 Capital overview: K1 Capital was established in 2016 as a specialist independent provider of research, analysis
and corporate advisory services, focused on oil & gas and the broader energy sector. K1 Capital operates under
its own AFSL which covers the provision of research to wholesale clients.
Analyst background: John Young has over 30 years' experience in the petroleum, resources and financial services
industries with ExxonMobil, WMC Resources/BHP Billiton, Wilson HTM and Ord Minnett, with qualifications in
engineering (BE hons), applied science (MAppSc), operations research (GradDipBusSc), management (GDM) and
finance (GradDipAppFin).

©Copyright 2022, K1 Capital Pty Limited, ABN 25 614 078 714

25 May 2022

9

K1 Capital
Kinetiko Energy Limited (ASX: KKO)

6. Appendices
6.1 Reserves and resources
Contingent and prospective resources are unchanged from our initial report from November 2020.
Table 6 Gross resource statement (n.b. KKO’s share is 100% of the gross amount shown)

1.
2.
3.

Source: data extracted from Kinetiko Energy Limited, “Significant Gas Resource Increase – Contingent Resources (2C)
now 4.9 tcf”, 29th July 2020, p 2. Resource assessment per Gustavson Associates LLP, Boulder, Colorado, USA.
Resources include exploration rights ER38, ER56, ER270, ER271 & ER272, covering 4,604 kms2 gross.
n.b. Resource Assessment Excludes Exploration Right Application 320, comprising 2,394 km2 pending approval.
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6.2 Aeromagnetic survey areas
Figure 4 Aeromagnetic survey areas

Source: Kinetiko Energy Limited, “New Aeromagnetic Survey Interpretation Update”, 27th January 2022, p 2

Parameter
Total line km flown (km)
Total area identified (km2)
Gas compartments (#)
Line km flown/area (km/km2)
Compartment size (km2)

Parameter
Total area identified (km2)
Gas compartments (#)
Compartment size (km2)

Previous surveys
19,594
965
37
20.3
26.1

ER270N
43.86
12
3.7

Recent survey
12,610
264
42
47.8
6.3

ER270S
85.25
19
4.5

Total
32,204
1,229
79
26.2
15.6

ER270N
135.06
11
12.2

Total
264.17
42
6.3

The smaller compartment size identified in the recent survey is unlikely to be important to
development economics, given multiple wells will be required within each compartment to extract
the gas resources. The higher distance flown per gas area identified is expected given the focus on
higher profile areas first.
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**********************************************************************************
K1 Capital disclosures
Disclosure: K1 Capital is the trading brand of K1 Capital Pty Limited, Australian Business Number (ABN)
25 614 078 714, AFS Licence number 493121. K1 Capital Pty Limited and/or its associated entities,
directors and/or its employees may have a material interest in securities referred to in this report, or
may provide services to, or seek to do business with, companies referred to in this report. Hence
investors should be aware that K1 Capital Pty Limited or other such persons may have a conflict of
interest that could affect the objectivity of this report. Investors should consider this report as only a
single factor in making their investment decision.
The analyst discloses that when conducting on-site visits to inspect company assets the analyst may
receive assistance from the company or companies involved. This assistance may include transport,
accommodation, incidental expenses, and the provision of safety equipment. The analyst has not
conducted a site visit to the company’s operations or offices.
This document is current at the date of the issue but may be superseded by future publications.
Disclaimer: Whilst K1 Capital Pty Limited believes the information contained in this communication is
based on reliable information, no warranty is given as to its accuracy and persons relying on this
information do so at their own risk. To the extent permitted by law K1 Capital Pty Limited and its
associated entities accept no liability for any loss or damage caused by any error in, or omission from,
this document. Any projections contained in this communication are estimates only. Such projections
are subject to market influences and are contingent upon matters outside the control of K1 Capital
Pty Limited and therefore may not be realized in the future.
This document is not an offer to buy or sell or the solicitation of an offer to buy or sell any security or
instrument or to participate in any trading strategy.
This document is intended to provide general financial product advice only and has been prepared
without taking account of your objectives, financial situation or needs, and therefore, before acting
on advice contained in this document, you should consider its appropriateness having regard to your
objectives, financial situation and needs. If any advice in this document relates to the acquisition or
possible acquisition of a financial product, you should obtain a copy of, and consider, the Product
Disclosure Statement, prospectus or other disclosure material for that product before making any
decision. Investments can go up and down. Past performance is not necessarily indicative of future
performance.
This research is for written for “wholesale clients” within the meaning of Section 761G of the
Australian Corporations Act 2001 (Cth), including "sophisticated investors", “experienced” and
"professional investors” (as defined in Section 708(8), 708(10) and 708(11) of the Act).
Analyst Certification: The analyst certifies that the views expressed in this research accurately reflect
the analyst’s personal views about the subject company, its assets, securities or issuers; and no part
of the analyst’s compensation was, is, or will be directly or indirectly related to the specific
recommendations or views expressed herein.
Copyright © 2022 K1 Capital Pty Limited: This publication may be reproduced in part for educational
or non-profit purposes without special permission from the copyright holder, provided
acknowledgment of the source is made. No use of this publication may be made for resale or for any
other commercial purpose whatsoever without prior permission in writing from K1 Capital Pty Limited.
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