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Danakali Limited is undervalued: broker

Price:

Danakali Limited (ASX:DNK) has received a Speculative Buy from broker
Hartleys, with a price target of $0.49 in 12 months.

Market Cap:

With Danakali last trading at $0.32, this represents a 50% premium to current
price.

A$0.29
A$54.068M

1 Year Share Price Graph

The following is an extract from the report.
Great project, but there is a country sentiment risk discount
Danakali is developing a large potash (SOP) project in Eritrea. SOP (sulphate
of potash) is a chloride free potash type that trades at a premium to MOP.
The resource is very large (1.289Bt @10.76% K2O) and can sustain a very
long mine life (PFS 30 years, reserve implies >200years), producing 425kt850kt pa.
The Company completed a PFS in March 2015, and is currently finalising a
DFS (expected end December 2015).
Mining is open pit mining using conventional truck and shovel and surface
miners (no blasting required), with a low strip ratio (2.19x) such that costs
should be low.
The PFS estimated bottom quartile C1 mine gate cash cost of US$141/t of
SOP (LOM Average) and total cash cost of US$189/t of SOP (LOM Average).
First production is possible in CY18/CY19.
High quality SOP
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Pilot plant tests conducted throughout March 2015 demonstrated high purity
SOP, with average grades of 52.9% K2O (98% pure) in contrast with an
industry average of approximately 51% (94% pure).
Chloride levels were determined to be <0.1%.
Large capital requirement for DNK
The project is via a 50/50 JV with the Eritrean Government (ENAMCO). The agreement states that DNK is responsible
to fund 30% of the equity (implicitly this is a loan to the JV for the Governments share).
The Company anticipates that the project can be funded with 70% debt, and hence DNK requires funds for the 30%
equity (US$132m based on PFS).
Hartleys estimates Stage 1 EBITDA ~A$75m pa to DNK
We assume Stage 1 EBITDA of ~A$75m pa (DNK share), which should more than double after Stage 2 (year 5).
Our pre-tax NPV12 for DNK is ~A$420m (project NPV roughly double). Consequently, despite the large capital
requirement (PFS estimates Stage 1 US$442m capex), the project is highly economic.
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Note we assume declining SOP prices in our model.
Using spot prices (US$725/t), our pre-tax NPV12 for DNK is ~A$1b (project NPV roughly double), with Stage 1 EBITDA
~$125m pa ($250m pa to JV).
Our DNK base valuation is 49cps. Our spot price valuation is $1.00.
Initiate with Speculative Buy
We are initiating with a Speculative Buy recommendation.
The Colluli project is highly economic, but it is likely to be very volatile given the country and financing risk.
The DFS (due by end CY15) will be an important milestone to engage potential financiers.
We see a trade sale to a larger company as a distinct possibility. We have a twelve month price target of 49cps.

Proactive Investors Australia is the market leader in producing news, articles and research reports on ASX emerging
companies with distribution in Australia, UK, North America and Hong Kong / China.

You understand and agree that no content published constitutes a recommendation that any particular security, portfolio of securities, transaction, or investment
strategy is suitable or advisable for any specific person. You further understand that none of the information providers or their affiliates will advise you
personally concerning the nature, potential advisability, value or suitability of any particular security, portfolio of securities, transaction, investment strategy, or
other matter.
You understand that the Site may contain opinions from time to time with regard to securities mentioned in other products, including company related products
and that those opinions may be different from those obtained by using another product related to the Company. You understand and agree that contributors
may write about securities in which they or their firms have a position, and that they may trade such securities for their own account. In cases where the position
is held at the time of publication and such position is known to the Company, appropriate disclosure is made.
However, you understand and agree that at the time of any transaction that you make, one or more contributors may have a position in the securities written
about. You understand that price and other data is supplied by sources believed to be reliable, that the calculations herein are made using such data, and that
neither such data nor such calculations are guaranteed by these sources, the Company, the information providers or any other person or entity, and may not be
complete or accurate.
From time to time, reference may be made in our marketing materials to prior articles and opinions we have published. These references may be selective, may
reference only a portion of an article or recommendation, and are likely not to be current. As markets change continuously, previously published information and
data may not be current and should not be relied upon.
The contributors make every effort to ensure that the information and material contained in this report is accurate and correct and has been obtained from
reliable sources. However, no representation is made about the accuracy or completeness of the information and material and it should not be relied upon as a
substitute for the exercise of independent judgment. Proactive Investors does not accept any liability, including negligence, for any loss or damage arising from
the use of, or reliance on, the material contained in this report. There are general risks associated with any investment in securities. Investors should be aware
that these risks might result in loss of income and capital invested.
WARNING: No recipients should rely on any recommendation (whether express or implied) contained in this document without obtaining specific advice from
their advisers. All investors should therefore consider the appropriateness, in light of their own objectives, financial situation and/or needs, before acting on the
advice.
DISCLOSURE: The Company, its directors, associates, employees or representatives may not effect a transaction upon its or their own account in the
investments referred to in this report or any related investment until the expiry of 24 hours after the report has been published.

www.proactiveinvestors.co.uk

www.proactiveinvestors.com

www.proactiveinvestors.ru

www.proactiveinvestors.de

www.proactiveinvestors.com.hk

United Kingdom

North America

Russia

Germany

China

Proactive Investors Ltd

44A Shelbourne Road

Bournemouth, BH8 8QY

United Kingdom Company No. 05639690

VAT No. 87207082

