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Liquefied Natural Gas Ltd (LNG.ASX)

Event:

FY19Q1la update.

Investment Highlights:

LNG released its FY19Q1a quarterly report yesterday.

The company is still working towards long term contracts for Magnolia LNG:
management remains focussed on efforts to sign offtake agreements, though
have noted trade issues with the Chinese market are having an impact on
discussions in that jurisdiction. The company notes its negotiations with
potential customers outside of China remain strong.

Magnolia LNG FID in first part of CY19e: in our view minor slippage for Magnolia
FID to the Board into the first part of CY19e; the company had previously been
hopeful of FID during CY18e.

Resolution of US-China trade dispute would catalyse offtake: we hold the view
that a swift resolution in the current trade dispute would significantly increase
the likelihood of progress in discussions on Magnolia offtake with Chinese
customers.

But interest remains strong from other parts of the world, meaning offtake
agreements are not necessarily reliant on Chinese offtakers. LNG continues
detailed negotiations with a range of new, emerging, and traditional buyers
across Europe and Asia.

Magnolia offtake could be taken up by ex China partners: we interpret the
company’s statement that ‘communications with potential Chinese offtakers
remain robust with the intent to complete agreements if trade tensions abate
before Magnolia is sold out’ as a signal that the possibility still exists that demand
outside China has the potential to take on all of Magnolia capacity.

We continue to anticipate future updates on Magnolia offtake will signal FID.
We note the possibility for offtake agreements and subsequent FID for CY18e
are not wholly extinguished in our view, given commentary on strong ex China
negotiations.

The company remains well funded with A$46M cash and no debt at 30
September. Cash burn was AS4.8M in FY19Qla, while the company expects
outflows of AS6.5M in FY19Q2e.

Earnings, Valuation and Recommendation:

We have an unchanged recommendation of Speculative Buy for LNG. We view
the recent price reaction to the quarterly update as an attractive near term entry
point, and remain confident LNG will ultimately secure Magnolia offtake and
reach FID, in spite of the minor slippage in the target FID date.

We continue to note LNG’s Magnolia is shovel ready, fully permitted, and has
a guaranteed production EPC contract in place, as it works towards securing
offtake agreements for the proposed Magnolia project ahead of an investment
decision.

Key catalysts for the stock include: continued recovery in global demand to
catch up to LNG supply; securing contracts totalling 6Mtpa output (75% of
8Mtpa nameplate); update at AGM on 15 November; final investment decision;
construction.
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