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Danakali Ltd: Broker initiates coverage with Buy
recommendation, $0.50 target
Danakali Ltd (ASX:DNK) has received a Buy recommendation and $0.50 per
share price target from Baillieu Holst, after the broker initiated coverage.

Price:

A$0.38

Market Cap:

A$76.244M

1 Year Share Price Graph

The following is an extract from the report.
Fertile ground
Initiation of coverage:
We initiate coverage of Danakali with a BUY recommendation and target price
of $0.50ps on a diluted basis based on our modelling of the NPV over time.
Our valuation for DNK is $402m or $0.66ps after diluting for an equity raising at
$0.30ps to fund the equity portion of the project development (assumed to be
30%).
The risk rating is Speculative as the company needs to arrange debt and equity
financing to take the Colluli Sulphate of Potash Project forward.
Cost and capital advantage from open pit hard rock potash:
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Company Synopsis:

Hard rock mining of potash has been carried out for centuries however it is
typically done utilising capital intensive underground mining operations.

Danakali Ltd (ASX:DNK) formally known as
South Boulder Mines is focussed on the
world class Colluli Potash Project in Eritrea.

The muriate of potash mined then needs to be processed to produce sulphate
of potash, adding further to the cost.
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The traditional low cost route for sulphate of potash (SOP) production is from
brines.
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DNK's Colluli project benefits from low capex and opex through shallow open pit mining and a mineral assemblage
which lends itself to established processing methods to produce SOP.
Danakali's DFS indicates that the Colluli project could be the lowest cost producer of SOP globally.
Eritrea is pro-development:
There are a lot of mixed messages regarding Eritrea. However, the government does need income and mining is
viewed as a key means of acquiring foreign income and investment.
China is actively investing in mining and infrastructure.
The development of Colluli would see the government receiving income through it 50% ownership of the operating
company, and through its corporate taxation.
We estimate that the long run annual income when Phase 1&2 are up and running will return ~US$170m to the
government per annum.
It is therefore in the government's interest to support the development of Colluli and other mining projects in Eritrea.
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Investment thesis and risks:
Scalable project, discount due to location, potential corporate appeal for companies familiar with the region, offtake
MOU's in place, and operating costs are forecast to be at the bottom of the cost curve and competitive with brine
production.
We would therefore expect that production from Colluli would go to new markets or displace high cost Mannheim
production.
Colluli's position in the cost curve should assist in raising equity and debt funding from producers and consumers as
well as traditional markets.
Funding an Eritrean development, given the perception of its political instability is likely to fall to those investors,
companies or governments willing to cope with the risk.

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.
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