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METGASCO ANNOUNCES SCRIP MERGER WITH ELK PETROLEUM
Highlights
e Metgasco to merge with Elk Petroleum via a Scheme of Arrangement

e Establishes a strong platform and clear pathway for value creation for shareholders of
both companies — a geographically diversified portfolio of exploration and advanced
development assets and a strong cash position

e Upon completion of the transaction, existing Metgasco security holders and Elk security
holders will own 77%" and 23%", respectively, of the issued ordinary shares of the
combined entity (on an undiluted basis)

e Proposed merger has unanimous support of both the Metgasco and Elk Board

e Metgasco will provide Elk with a short term loan facility of A$2.5m to assist with Elk's
immediate funding requirements, with the right to convert to shares

e Transaction conditional on Metgasco sourcing additional funds on acceptable terms in
Q12015

Metgasco Limited (“Metgasco™) (ASX: MEL) is pleased to announce that it has entered into a
Merger Implementation Deed (“MID”) with Elk Petroleum Limited (“EIK") (ASX: ELK) for the
acquisition of all of the ordinary shares and listed options in Elk through a Scheme of
Arrangement offering MEL shares and equivalent MEL options as consideration (“Merger”).

The Merger will result in a geographically diversified portfolio of exploration and advanced
development assets, with exposure to:
e coal seam and conventional gas in New South Wales (NSW), Australia

e oil-producing Rocky Mountain region of the United States of America

The combined entity will initially focus on bringing the Grieve Enhanced Qil Recovery (‘EOR”)?
project into production in 2017, in partnership with world class EOR operator Denbury
Resources Inc., while retaining exposure to gas resources in NSW.

The merger will create an entity with a geographically diversified portfolio of exploration and
advanced development assets with near term production potential, and a strong cash paosition.

' Subject to adjustment based on treatment of unlisted Elk securities

2 Refer to following website for EOR information: http://elkpet.com/what-is-eor/what-is-eor-gas/



Metgasco has established significant coal seam gas resources and identified exciting
conventional and tight gas potential in NSW's Clarence Moreton Basin. It is keen to continue
further exploration, appraisal and development of these resources but has been delayed by
repeated changes to the NSW regulatory regime, which have created uncertainty for
investment.

Metgasco considers that significant NSW field activity has the potential to be further delayed
until a stable regulatory framework is demonstrated and investment confidence has returned.

Metgasco has advised the benefits of diversification outside NSW to complement the delayed
timetable for commercialisation of its substantial NSW gas resources and has been examining
potential opportunities for some time.

Following evaluation of numerous options, the Metgasco Board has decided to pursue this
Merger. The Merger provides Metgasco shareholders with medium term positive operating
cash flows, a value accretive exposure to an advanced development asset, in a jurisdiction that
has a low cost, short lead time business environment and a regulatory framework that supports
development of oil and gas resources.

The proposed Merger will create a group benefiting from:

¢ enhanced geographical diversification and scale;

e oil reserves in Wyoming (Grieve Project);

o 4,428 Bef of 2C contingent gas resources and conventional / tight gas exploration
potential in the NSW Clarence Moreton Basin;

e cash flow from the Grieve EOR project expected to start early 2017, providing the basis
to sustain ongoing operations in the USA and NSW,;

e upside oil potential with the Singleton field, USA;

e exposure to a potential recovery in the oil price;

e aforecast combined cash position of approximately A$9m (31 December 2014); and

e continued exposure to Australian exploration upside with potential delivery into the short
supplied gas market.

The proposed Merger has the unanimous support of both the Metgasco and Elk Boards. In the
absence of a superior proposal and subject to an Independent Expert concluding that the
Merger is in the best interests of Elk’s shareholders, the Board of Elk unanimously recommends
that Elk shareholders vote in favour of the Merger. Each Elk Director intends to vote in favour of
the Merger in relation to the shares held or controlled by them in the absence of a superior
proposal.

The Metgasco and Elk Boards believe that the merged group will be better positioned for growth
compared to either company on a standalone basis, and is expected to deliver significant
benefits to shareholders.

Metgasco remains committed to pursuing available avenues to creating value for its
shareholders from its NSW exploration permits. The company believes the USA assets and
forecast cashflows will complement its ability to pursue its NSW Clarence Moreton Basin assets
when gas supplies are insufficient for the eastern Australian market, gas prices are higher and
the NSW regulatory environment has improved.

Commenting on the proposed Merger, Metgasco Chairman Mr Len Gill said:
“This is an exciting opportunity for Metgasco. We are acquiring oil reserves with ready

access to market and have exposure to potentially higher oil prices after 2017 when oil
production is expected to commence. With the bulk of the wells and facilities for the Grieve



project in place, the Grieve project is a well advanced development with relatively low
capital costs remaining before first production. We have an expert, world class operator in
Denbury. The reservoir is being re-pressurised to enable oil production.

“The Merger complements our NSW gas resources which we believe will add significant
value to the company when the regulatory environment is satisfactory and investment
confidence has returned.

“The Elk merger also offers some USA oil opportunities beyond the Grieve EOR project.
One of our first activities will be to assess the opportunities identified by Elk and determine
the appropriate timing for their appraisal and possible development. We believe we can
grow the oil business in the USA, and in particular EOR projects.”

Mr Gill continued:

“We have a process underway to source additional finance and are pleased with the
significant interest shown by financiers to date. We expect the financing process to
conclude by 31 March 2015 at which time the Scheme of Arrangement activities will be
initiated.”

Key Offer Terms

Pursuant to the MID, it is proposed that Metgasco will acquire all the issued ordinary shares and
listed options in Elk by way of a Share Scheme of Arrangement and Listed Options Scheme of
Arrangement. Subsequent to implementation of the merger, Metgasco will assume Elk’'s US$12
million limited recourse finance facility extended by Denbury and repayable only from Grieve
Project oil production.

On successful completion of the transaction, existing Metgasco security holders and Elk security
holders will own 77%" and 23%" respectively of the issued ordinary shares of the combined

entity.

Under the Share Scheme, Elk shareholders will receive approximately 0.6727" Metgasco shares
for each Elk share held. Elk has also undertaken to enter into Cancellation Deeds with Elk non-
ordinary security holders for the cancellation of Elk Unlisted Options, Elk Performance Rights
and ELK Retention Rights on terms acceptable to Metgasco. The exchange ratio will vary
slightly subject to the treatment of unlisted Elk securities.

Under the Listed Options Scheme, Elk listed option holders will receive 0.6727" Metgasco
options with equivalent terms implied by the exchange ratio.

Key Conditions

Key conditions of the MID include:
e receipt of regulatory and court approvals;

o Metgasco has applied to the ASX seeking in-principle advice as to whether ASX
will exercise its discretion to require Metgasco to seek shareholder approval to
proceed with the transaction, and if so, whether ASX will require re-compliance
with Chs 1 and 2 of the Listing Rules. Having regard to the circumstances of this
transaction, Metgasco does not presently intend to seek shareholder approval
unless ASX requires Metgasco to do so;

e an independent expert opining that the Merger is in the best interest of Elk shareholders:
e Elk shareholder approval of the Merger (by at least 75% of votes cast and 50% of
shareholders voting);



o all holders of Elk Unlisted Options, Elk Performance Rights and Elk Retention Rights
entering into separate Cancellation Deeds with Elk;

e no material adverse change, prescribed occurrence or regulated event in respect of
Metgasco or Elk; and

e Metgasco securing an amount of additional funding on acceptable terms by 31 March
2015. Metgasco has met with several financiers in the USA and Australia who have
indicated significant interest.

The MID also includes customary deal protection clauses including mutual break fees and no
shop and no talk provisions, as well as termination rights, obligations of the companies in the
lead up to implementation and various other market standard provisions relevant to the Merger.

A copy of the MID is included as Appendix A to this announcement.
Interim Funding

Metgasco has agreed to provide Elk with a A$2.5 million convertible loan facility to assist with
the company’'s immediate funding requirements. The loan is convertible to ordinary shares in
ELK at Metgasco’s election based on the Volume Weighted Price (VWAP) for the ordinary
shares for the 20 day period up to the conversion date subject to a cap of $0.047 per Elk share,
in a timeframe governed by the listing rules.

The loan is to be repaid on the earlier of 30 June 2015 or within 30 days of the MID being
terminated by Metgasco or Elk.

Other standard terms typical for a loan of this nature have been agreed and reflected in the loan
documentation.

Board and Management

The Board will comprise 4 directors in the medium term. Board composition will be determined
prior to preparation of Scheme of Arrangement documents with individuals selected on the basis
of the experience and skills they bring to Metgasco.

Timetable and implementation

A Scheme Booklet is expected to be despatched to Elk shareholders in late April 2015. The
Scheme Booklet will include further details of the transaction, an Independent Expert's Report,
the reasons for Elk Directors’ recommendation and other matters relevant to Elk shareholders’
vote on the Merger.

An indicative timetable of key milestones is set out below. Further details on the timing and
implementation of the transaction will be made available to shareholders upon release of the
Scheme Booklet.



Key Milestones Target Date

Announcement of Merger 22 December 2014
Financing secured 31 March 2015
First Court hearing to approve Scheme Booklet and convene Scheme Meeting Late April 2015
Scheme Booklet despatched to Elk shareholders Late April 2015
Scheme Meetings May 2015

Second Court hearing to approve Scheme May 2015

Merger implementation June 2015

Conference call

A conference call to be hosted by Metgasco will be held at 0900 AEST on 23 December 2014 to
discuss the transaction and will reference the investor presentation loaded with the ASX. Dialin
number is 1800 725 000 or 02 8373 3582 and code is 58483346

Advisers to the transaction

Metgasco has appointed Miro Advisors as financial advisor and Gilbert + Tobin as legal counsel.

About Metgasco

Metgasco Limited (ASX:MEL) has a 100% interest in PEL 16, 13 and 426 in the Clarence
Moreton Basin in NSW.

About Elk Petroleum

Elk Petroleum Limited (ASX: ELK) is an oil and gas producer and developer with assets located
in one of the richest onshore oil regions of the USA: the northern Rocky Mountains.

For further information contact: Metgasco Limited ACN 088 196 383
Peter J Henderson Sean Hooper Level 11, 2 Elizabeth Plaza, North Sydney NSW 2060
Managing Director & CEO  Chief Financial Officer Tel:+61 2 9923 9100  Fax: +61 2 9923 9199

Web: www.metgasco.com.au
For media inquiries contact:
Helen McCombie, Citadel: (02) 9290 3073 or 0411 756248




















































































































































































































































































