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A PEA-sized Company with a Huge Natural Gas
Vision
What do you make of a $70 million company developing a $10 billion
project?

Well that is exactly what we have in the case of tiny, Calgary based Pieridae
— trading under symbol PEA-TSXv.

Its an uphill battle, but I have to admit the company is giving it their best

shot. After you're done reading, you'll realize it's not as far-fetched as you
think.

Goldboro LNG

Pieridae is working toward the development of the Goldboro liquified
natural gas (LNG) project in Nova Scotia on the Atlantic Ocean.

The Goldboro terminals will be located 250 km NE of Halifax. It will be
made up of a 5 to 10 million tonnes per annum (mmtpa) liquification and
loading facility, depending on the final design decision.



Operating Statistics

Commercial Operations
Send-Out Capacity
Shipments Expected

Max LNG Carrier
Capacity

Commence by 2023/2024
Up to 10 mmtipa (2 trains)
7—13/ Month

145,000 — 250,000 m*

On Site Facilities

Liguefaction Plant
LNG Storage Tanks

Gas Access

2 X 5 mmtpa
2 x 190,000 m?

« Maritimes & Northeast Pipeline

« Direct pipeline from offshore
* TC Energy pipeline

Power Generation « 200 MWh of on site generation

* Emergency backup generators

Marine Facilities « 2 X loading berth
« Jetty trestle for LNG transfer
lines

* 1 x marine offloading wharf

Water Pipeline & Intake |+ Supply pipeline from Meadow
Lake

* Onsite treatment facilities

Buildings & Utilities » Admin, control and maintenance

« Utilities to support the Project

For comparison, Shell’s LNG Canada project is for 14 mmtpa.

But unlike LNG Canada, which has Shell, Petronas, PetroChina, Mitsubishi
and KOGAS all with stakes in the project, Goldboro is 100% owned by tiny
little Pieridae.

If that’s not enough chutzpah for you, Pieridae plans to run not just the
terminal, but the upstream assets as well.

It would all seem perfectly implausible if the deal didn’t have one large
backer with a significant interest in seeing the project being built: The
German government.

The LNG from Goldboro will be shipped across the Atlantic. Almost the
entire first train of the project (about 4.8 mmtpa of a total of 5 mmtpa) will
be delivered to German utility giant Uniper.



Uniper is the largest utility in Germany. They buy 40% of the natural gas
consumed in Germany today.

Their contract with Pieridae, which has a 20 year take or pay term, will be
for 10% of overall German gas demand — that's HUGE!

Germany is desperately looking to diversify their gas supply. Right now,
60% of their natural gas imports come from Russia, which isn't a safe
source of supply (ask Ukraine).

Natural gas is deemed a “scarce commodity” essential for the German
economy, which means that imports qualify for the export credit assistance
programes.

With Goldboro being a large natural gas importer, it qualifies for Germany’s
“Untied Finance Credit” (UFC) program, where the German government
guarantees loans for a very big part of the project cost.

The first train of the facility would qualify for a US$3 billion loan guarantee
under the program. That’s HUGE!

In addition, Pieridae will qualify for another US $1.5 billion of loan of
guarantees for upstream development of natural gas assets.

All told US $4.5 billion of the US $6 billion expected costs will be
guaranteed.

What was implausible becomes more plausible.

Of course, Pieridae still needs to go out and find a commercial lender
willing to fork over the $4.5 billion of funding. But that is a lot easier (and
cheaper) when the loan is backed by the German government.

To be sure, there are hurdles that remain. Before a lender will commit to
such a tidy sum, they want to know the costs in detail. This is where we are
at now.

Pieridae has hired Kellogg, Root and Brown (KBR) to perform an
engineering and design study that will include a lump sum estimate of
project costs that can be used by prospective lenders.



That study — expected to be completed early in 2020 — is really The Next
Big Milestone for Pieridae.

Own the Stream

In June Pieridae made a splash with the news that they had acquired Shell’s
upstream Alberta assets.

It’s all part of Pieridae’s plan to secure the natural gas supply to feed their
LNG terminal, once built.

While it may seem audacious that Pieridae would plan to own not only a
multi-billion LNG terminal but the upstream natural gas assets as well —
you have to understand this all comes back to cheap German capital.

Shell’s assets produce about 28,000 boepd. They are primarily older
producing wells, many of them 20-30 years old.

The midstream infrastructure was built for much higher production, which
means they can be developed without much additional infrastructure. But
most importantly, the assets are conventional reserves and that can be
accessed without fracking.

The one stipulation on the US $1.5 billion upstream German guarantee is
that hydraulic fracking is prohibited.

Both the Shell assets, and those of the previous acquisition of Tkkuma, fit
that bill.

These two acquisitions make Pieridae a sizable, mid-tier (albeit high-cost)
natural gas producer in Alberta. Pro-forma production is 40,000-50,000
boe/d, 20% liquids.



40,000-50,000 BOE/d (~9,000 bbl/d oil + NGLs,
210-230 MMcf/d gas)

Owner or working interest in 5 gas plants and
approximately 25 major facilities

~ 3,500 km pipelines

~$4 billion midstream replacement value
~ 900,000 net acres

~ 10% decline

Expands present footprint In Alberta foothills; allow
greater flexibility to fully utilize massive
infrastructure base

Being a natural gas producer in Alberta is less than desirable unless you
have a way to get the gas to market. Here is where Pieridae has a unique
advantage.

There aren’t many projects in Canada that can boast accessible pipeline
capacity — but Pieridae can.

The majority of the trek east will be made on TransCanada’s mainline
system. This will be followed by shorter legs on regional TransCanada and
Enbridge owned lines.



Pieridae will use existing pipelines and has negotiated advantageous tolls to access

14,077 iows from Empress, Alberta to Sant Lazare, Quebec ' 475 iows fom East Hereford, Quebes to Westtrook. Maine

) I otmes® Neneast Transmason System (USD) (Ensndge)
572 kems from Saiet Lazare. Cusbec 3 East Herelord, Cuabes 38 ms from Westbrook. Maine to the US/Canadian border

Capacity on each of these lines can be expanded to accommodate Pieridae’s

additional volumes by simply adding compression. Read my lips — no new
pipelines!

Final Investment Decision

Pieridae has a few options for reaching a final investment decision (FID) on
Goldboro. But it seems most likely that they build a single train terminal
and defer the second train to a later date.

The Shell and Ikkuma assets are sufficient for the first train of the LNG
terminal. The available pipeline capacity on Mainline and the connector
pipelines are enough for the first train. Same goes for the German loan
guarantees.

Current Options (Focused on Option #2):

1 train (one facility), 5 mmtpa (million tonnes per annum) project, smaller
utilities, no immediate expansion plans

> 2train, 10 mmtpa project, full utilities, train 1 built first, train 2 built at
a later date

2 train, 10 mmtpa project, both trains built at the same time



A single train terminal is expected to cost $6 billion. The combined two
train terminal would add up to $10 billion.

A $6 billion price tag on the first train leaves a funding gap of $1.5
billion. That is still a tidy sum to be found--and means more debt and
equity.

Pieridae expects to issue between $1 billion to $1.3 billion of preferred
equity in the project. This will sit below the guaranteed term debt but
above the common equity. In an interview, CEO Alfred Sorensen said the
company is “well along” the process of raising this capital.

The rest of the money — anywhere between $200 million and $500 million
— will be new equity (dilution). The equity isn’t likely to be issued until next
year after the engineering and design study and the FID is made.

While those are still big numbers, they seem more attainable as Pieridae
gets closer to securing the low-cost debt guarantee from the Germans.

Project Economics

Here is where the rubber hits the road. Pieridae has forecast cash costs of
$4.50 per mmbtu once the first train is up and running.



Cumulative Excess Cash (After Debt Service) — Train 1
USD Milions

| » Operating cash costs of
USD ~$4.50/mmbtu in 2024
» Unlevered project IRR of ~15-20%
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It’s still early in the game but let’s ballpark it to get an idea of the

upside. Assume Pieridae can get 5% debt on the German guaranteed $4.5
billion and 9% on the $1.3 billion preferred. That would be annual interest
costs of $350 million.

With LNG prices of $8/mmbtu (keep in mind Goldboro starts up in 2024
where there is expected to be a shortfall in LNG export capacity) and one
train delivering 5 mmtpa per year you can pencil in close to $1 billion of
cash flow for the equity in the project.

If we assume that equity is raised at the current share price ($1), there
would about 300 million shares outstanding.

That means over $3 per share in cash flow to the common.

Its rough and all the numbers need to be validated but you can see how this
could work out big.

All or Nothing

Consider that...



« Unlike almost all projects in Canada, all major environmental, trade
and construction permits are in place.

« Unlike almost all projects in Canada, this one has available pipeline
capacity.

« Unlike any other project in Canada this one is close to obtaining the
explicit loan guarantee from the G7 nation.

If this is David and Goliath, at the very least David has some pretty big
rocks in his sling.

In November 2018 VP Mark Brown put the remaining hurdles as:

1. finalisation of supply
2. finalisation of transport
3. finalisation of equity financing

Since that time the question of supply has been answered. The pipeline
capacity is there, but finalization of an agreement for it, like the equity
financing, depends on the KBR assessment of costs.

Look, I would be crazy not to be skeptical that such a small company could
make such a big project work. But the guarantee of the German
government, the pipeline capacity, the fact that Alberta REALLY needs a
natural gas win — these put some wind in the sails.

At the very least, I'm willing to say this is not insurmountable.

What I would like to see is a partner coming on onboard.

Pieridae has made it clear they are open to it. It would validate a lot of
assumptions. It would make the financing that much easier. And it’s not
going to hurt the economics much — if the project can get built within

currently anticipated costs, there is plenty of cash flow to go around.

The acquisition from Shell tells me that these guys aren’t giving up. While
I'm not convinced they can pull it off, I wouldn’t rule it out.

I am certainly am rooting for them. We all know the natural gas industry in
Western Canada could use this kind of feel good story.
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