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Northern Energy Corporation (ASX: NEC)

Upgrade to OP on Higher Coal Prices

Outperform (prev: Sector Perform)

Speculative Risk

Price: 1.16

Shares O/S (MM): 112.1
Dividend: 0.00
NAVPS: 1.04
BVPS: 0.30
ROE: (3.0%)
Float (MM): 93.5
Debt to Cap: 0%

Price Target: 1.40 ↑ 1.30
Implied All-In Return: 21%
Market Cap (MM): 130
Yield: 0.0%
P/NAVPS: 1.1x
P/BVPS: 3.9x
Enterprise Val. ($MM): 125.0
Avg. Daily Volume (MM): 0.34

Priced as of market close on 10 February 2010 Australian Eastern Standard Time.

Event

We upgrade NEC to OP from SP following higher coal price forecasts through
FY12. Return to target is 21%.

Investment Opinion

• Coal price revisions: RBC has increased its coal price forecasts for the next 3
years. For JFY10, we expect US$185/t for hard coking coal and US$90/t for
thermal coal, then roll-over in JFY11 for both. For FY12, the first full year of
production for NEC, we forecast a hard coking coal price of US$160/t.

• Material impact on earnings: FY12 is the first production year for the
Maryborough hard coking coal project in southern Queensland. NEC plans to
produce 0.5Mtpa of high quality coal for at least 8 years. We have raised our
expectations for FY12 profit from A$3m to A$10m and our NAV 12% from
A$0.93 to A$1.04.

• Resource suggests project is scaleable: the bigger than expected increase in
resource to 57Mt for depths down to 100m implies that production greater than
0.5Mtpa and/or longer mine life are a strong possibility. Further resource
potential exists at depths between 100-150m and we would not be surprised to
see an upgrade to +90Mt in the coming months. If the production rate doubled
from 2014 to 1Mtpa, our NAV would increase to A$1.80. The chief risk to our
forecasts would be a significant delay beyond the targeted start-up of mid-2011.

• Return to target: our target of A$1.40 implies a return of 21%. Since hitting a
high of A$1.45 in mid-Jan 2010, the shares have retraced to A$1.16 and we do
not believe a return to higher levels is too demanding.

• Catalysts: we view key share price drivers as 1). Further resource upgrades; 2).
Approval to mine; 3). M&A or JV arrangements; 4). Coal prices.

• Valuation: Our target of A$1.40 (A$1.30) is based on 1x NAV of A$1.04
(A$0.93) plus A$0.35/share for the long-term Elimatta project, risk weighted to
25%. NAV is higher due to new coal price forecasts through FY12. We rate
NEC Outperform, Speculative risk.

Priced as of prior trading day's market close, EST (unless otherwise noted).
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Exhibit 1: Northern Energy Operating and Financial Summary 

ASX: NEC Share Price (A$): 1.16 Rating/Recommendation:Outperform Risk Qualifier: Speculative
Issued Shares (m): 112.1 Market Cap (ASMM): 130.0 Price Target: A$1.40 NPV: $1.04
Fiscal Year End: June
ASSUMPTIONS FY07 FY08 FY09 FY10E FY11E FY12E ATTRIBUTAL MINE STATS FY07 FY08 FY09 FY10E FY11E FY12E
A$/US$ Exchange Rate 0.79 0.90 0.75 0.88 0.87 0.84 ROM Production by Mine
Thermal Coal Price (JFY) US$/t 57 125 71 90 90 80 Maryborough kt 0 0 0 0 45 591
Coking Coal Price (JFY) US$/t 98 300 129 185 185 160 Elimatta "

Thermal Coal Price (AFY) US$/t 53 74 112 76 90 88 Coal Sales
Hard Coking Price (AFY) US$/t 111 149 257 143 185 179 Coking " 290
Realised Coking Price (AFY) US$/t 0 0 0 139 179 173 Thermal "

Cash Costs
RATIO ANALYSIS FY07 FY08 FY09 FY10E FY11E FY12E Coking Coal US$/t 106
Shares Outstanding - Avg MM 60 69 77 112 112 112 Thermal Coal US$/t
Net Profit - pre sig. items A$MM (0.5) (0.9) (0.6) (1) (3) 10
EPS A$ -0.01 -0.01 -0.01 0.00 -0.03 0.09
P/E - Underlying x n.m. n.m. n.m. n.m. n.m. 12.8x RESERVES & RESOURCES
CFPS A$ -0.01 -0.01 -0.01 0.00 -0.01 0.14 Mine/Project Resources Reserves Marketable EV/t
P/CF x n.m. n.m. n.m. -241.0x -93.0x 8.0x (Mt) Reserves Reserve
Dividend per share A$ 0 0 0 0 0 0 Elimatta 244 106 $1.18
Dividend yield % 0% 0% 0% 0% 0% 0% Yamala* 112
Franking % 0% 0% 0% 0% 0% 0% Ashford 9
Payout ratio % 0% 0% 0% 0% 0% 0% Maryborough 57 EV/t
Effective Tax Rate % n.m. 0% 0% 14% 30% 30% Total 422 106 Resource
Book value per share A$ 0.22 0.20 0.30 0.26 0.24 0.34 $0.30
P/book value x 5.26 5.78 3.85 4.40 4.74 3.37 Note: Resources are inclusive of Reserves
ROE - pre sig. items % -4% -7% -3% -2% -9% 24% *Assumes Sojitz completes full farm-in of 49%
ROA - pre sig. items % -4% -6% -3% -1% -4% 14%
Interest Cover x n.m. n.m. n.m. n.m. -3.90 9.13 EARNINGS SENSITIVITY FY11E FY12E FY11E FY12E
EBITDA A$MM (1) (1) (1) (1) (2) 23 A$m %
EBITDA/share A$ -0.01 -0.01 -0.01 -0.01 -0.02 0.21 Coking Coal Price +10% 8.5 25.7 -391% 152%
EV/EBITDA x n.m. n.m. n.m. n.m. n.m. 5.4x -10% 1.6 13.4 -155% 31%

Thermal Coal Price +10% 5.0 19.5 -272% 92%
PROFIT & LOSS FY07 FY08 FY09 FY10E FY11E FY12E -10% 5.0 19.5 -272% 92%
Sales Revenue A$MM 0 0 0 0 0 61
Cost of Sales " 0 0 0 0 (1) (32) A$/US$ +10% 1.9 26.3 -165% 158%
Gross Operating Profit A$MM 0 0 0 0 (1) 30 -10% 8.9 14.0 -405% 37%
Other Revenue " 0.6 0.1 0.1 1 1 1
Royalty " 0 0 0 0 0 (5)
Corporate & Unallocated " (0.9) (1.3) (1.0) (2) (2) (2) ATTRIBUTABLE COAL PRODUCTION
EBITDA A$MM (0.6) (1.2) (0.9) (1) (2) 23
D&A " (0.0) (0.0) (0.0) (0) (2) (6)
EBIT A$MM (0.7) (1.3) (0.9) (1) (4) 17
Net Interest " 0.2 0.4 0.3 0 (1) (3)
Pre-tax Profit " (0.5) (0.9) (0.6) (1) (4) 15
Tax Expense " 0 0 0 0 1 (4)
Minorities " 0 0 0 0 0 0
Net Profit - Pre Sig. Items A$MM (0.5) (0.9) (0.6) (1) (3) 10
Sig. Items after Tax " 0 0 0 0 0 0
Net Profit - Reported A$MM (0.5) (0.9) (0.6) (1) (3) 10

CASH FLOW FY07 FY08 FY09 FY10E FY11E FY12E
Operating Cash Flow A$MM -1 -1 -1 -1 -2 23
Net Interest " 0 0 0 0 (1) (3)
Tax Paid " 0 0 0 0 1 (4)
Net Operating Cash Flow A$MM -1 0 0 -1 -1 16
Exploration & Development " (2) (6) (6) (6) (2) (2)
Capital Expenditure " (0) (0) (0) (5) (29) (8)
Payments for Coal Assets " 0 0 0 0 0 0 CASH FLOW ANALYSIS
Sale of Assets " 0 0 0 0 7 0
Other " 1 1 (3) (3) 7 0
Net Investing Cash Flow A$MM (1) (4) (9) (14) (24) (10)
Equity Issues " 6 1 10 10 1 1
Borrowings " 0 0 0 15 25 0
Convertible Notes " 0 0 0 0 0 1
Repayment of Loans " (0) (0) (0) 0 0 (5)
Dividends " 0 0 0 0 0 0
Capital Returns " 0 0 0 0 0 1
Other " (0) 0 (0) 0 0 0
Net Financing Cash Flow A$MM 6 1 10 25 26 (4)
Net Change in Cash A$MM 4 (4) 1 11 0 3
Cash at Start of the Year " 3 7 3 4 15 16
Cash at Year End A$MM 7 3 4 15 16 18

BALANCE SHEET FY07 FY08 FY09 FY10E FY11E FY12E
Cash & Equivalents A$MM 7 3 4 15 16 18
Other Current Assets " 0 1 1 1 1 1
PPE & Mine Development " 0 0 0 5 25 27 VALUATION
Exploration & Evaluation " 6 11 15 20 22 24 A$MM A$/share
Other Non-current Assets " 0 0 0 0 0 0 Coal Mining Operations 65 0.58
Total Assets A$MM 14 15 24 45 68 74 Exploration 60 0.53
Total Debt " 0 0 0 15 40 35 Corporate & Unallocated -14 -0.13
Other Liabilities " 1 1 1 1 1 1 Cash 6 0.06
Total Liabilities A$MM 1 2 1 16 41 36 Debt 0 0.00 P/NPV
Total Net Assets " 13 14 23 30 28 39 Net Asset Value $116 $1.04 1.12
Net Debt/(Cash) " (7) (3) (4) (0) 24 17
Gearing (nd / nd + equity) " -117% -32% -22% -1% 44% 29%
Gearing (nd / equity) " -54% -24% -18% -1% 79% 40% Enterprise Value $125

Northern Energy Corporation Ltd
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Valuation

Our target of A$1.40 (A$1.30) is based on 1x NAV of A$1.04 (A$0.93) plus A$0.35/share for the long-term Elimatta project, risk
weighted to 25%. NAV is higher due to new coal price forecasts through FY12. We rate NEC Outperform, Speculative risk.

Price Target Impediment
As with all mining companies, world economic growth, commodity prices and currency fluctuations could materially affect NEC's
earnings. Production is at least one year away and significant funding and infrastructure hurdles exist. A delay in the construction
schedule of the company's projects may result in the need for additional project funding or equity. NEC is yet to be awarded a mining
license for Maryborough and thus project timing remains open to change. Transport is a risk for medium-term projects and Elimatta in
particular requires construction of the 42Mtpa Surat Basin Rail Project and 90Mtpa Wiggins Island Coal Terminal. Energy prices and
environmental considerations could potentially influence operational costs. Any variations to these considerations represent risks to
our earnings and equity performance expectations.

Company Description
Northern Energy Corporation is an emerging coal producer based in Brisbane, Australia that listed on the ASX in February 2005 after
raising A$4m. It owns a number of thermal and coking coal projects in Queensland and northern New South Wales. All of the
company's coal projects are early stage but are supported by JORC compliant resources of ~365Mt. NEC's smallest asset is the
500ktpa Maryborough (Colton) open-pit hard coking coal project in SE Queensland. It is likely to be the company's first producing
mine with the initial shipments targeted for late-2010. NEC has estimated development of Colton would cost A$40m. Beyond this
start-up, NEC plans to produce 4Mtpa of export thermal coal from the A$600m Elimatta open-cut project over 20 years from 2012. In
addition, it owns 83% of the Yamala Joint Venture with Japan's Sojitz Corporation. Yamala is located in the southern Bowen Basin,
Queensland and typical of mines in the region, has coal qualities that include HV PCI and thermal coal. Production is expected to
reach up to 2Mtpa from both open pit and underground operations. NEC faces a number of significant challenges before it becomes a
coal exporter, not least development funding. It has held discussions with interested parties to joint venture its 100%-owned projects to
aid construction but to date, JV agreements for Maryborough and Elimatta have been elusive. In addition, the development timetable
for Elimatta is contingent upon construction of the new 90Mtpa Wiggins Island Coal Terminal and new, 210km, 42Mtpa Surat Basin
rail link.

Northern Energy CorporationFebruary 10, 2010
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Non-U.S. Analyst Disclosure

David Haddad and Michael Orphanides, CFA (i) are not registered/qualified as research analysts with the NYSE and/or FINRA and
(ii) may not be associated persons of the RBC Capital Markets Corporation and therefore may not be subject to FINRA Rule 2711 and
NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Conflicts Disclosures

The analyst(s) responsible for preparing this research report received compensation that is based upon various factors, including total
revenues of the member companies of RBC Capital Markets and its affiliates, a portion of which are or have been generated by
investment banking activities of the member companies of RBC Capital Markets and its affiliates.

The author is employed by Royal Bank of Canada - Sydney Branch, a securities broker-dealer with principal offices located in
Sydney, Australia.

Explanation of RBC Capital Markets Equity Rating System

An analyst's 'sector' is the universe of companies for which the analyst provides research coverage. Accordingly, the rating assigned to
a particular stock represents solely the analyst's view of how that stock will perform over the next 12 months relative to the analyst's
sector average.
Ratings
Top Pick (TP): Represents best in Outperform category; analyst's best ideas; expected to significantly outperform the sector over 12
months; provides best risk-reward ratio; approximately 10% of analyst's recommendations.
Outperform (O): Expected to materially outperform sector average over 12 months.
Sector Perform (SP): Returns expected to be in line with sector average over 12 months.
Underperform (U): Returns expected to be materially below sector average over 12 months.
Risk Qualifiers (any of the following criteria may be present):
Average Risk (Avg): Volatility and risk expected to be comparable to sector; average revenue and earnings predictability; no
significant cash flow/financing concerns over coming 12-24 months; fairly liquid.
Above Average Risk (AA): Volatility and risk expected to be above sector; below average revenue and earnings predictability; may
not be suitable for a significant class of individual equity investors; may have negative cash flow; low market cap or float.
Speculative (Spec): Risk consistent with venture capital; low public float; potential balance sheet concerns; risk of being delisted.

Distribution of Ratings

For the purpose of ratings distributions, regulatory rules require member firms to assign ratings to one of three rating categories - Buy,
Hold/Neutral, or Sell - regardless of a firm's own rating categories. Although RBC Capital Markets' ratings of Top Pick/Outperform,
Sector Perform and Underperform most closely correspond to Buy, Hold/Neutral and Sell, respectively, the meanings are not the same
because our ratings are determined on a relative basis (as described above).

Distribution of Ratings
RBC Capital Markets, Equity Research

Investment Banking
Serv./Past 12 Mos.

Rating Count Percent Count Percent

BUY[TP/O] 591 49.70 183 30.96
HOLD[SP] 526 44.30 122 23.19
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Toronto, Ontario M5J 2W7. We reserve the right to amend or supplement this policy at any time.

Dissemination of Research and Short-Term Trading Calls

RBC Capital Markets endeavours to make all reasonable efforts to provide research simultaneously to all eligible clients, having
regard to local time zones in overseas jurisdictions. RBC Capital Markets' research is posted to our proprietary websites to ensure
eligible clients receive coverage initiations and changes in rating, targets and opinions in a timely manner. Additional distribution may
be done by the sales personnel via email, fax or regular mail. Clients may also receive our research via third party vendors. Please
contact your investment advisor or institutional salesperson for more information regarding RBC Capital Markets research.
RBC Capital Markets also provides eligible clients with access to a database which may contain Short-Term trading calls on certain of
the subject companies for which it currently provides equity research coverage. The database may be accessed via the following
hyperlink https://www2.rbccm.com/cmonline/index.html. The information regarding Short-Term trading calls accessible through the
database does not constitute a research report. These Short-Term trading calls are not formal ratings and reflect the research analyst's
views with respect to market and trading events in the coming days or weeks and, as such, may differ from the price targets and
recommendations in our published research reports reflecting the research analyst's views of the longer-term (one year) prospects of
the subject company. Thus, it is possible that a subject company's common equity that is considered a long-term 'sector perform' or
even an 'underperform' might be a Short-Term buying opportunity as a result of temporary selling pressure in the market; conversely, a
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correction.

Analyst Certification

All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the
subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.
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