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African Energy Resources receives Buy from UK
broker WH Ireland

A$0.013

Price:

A$8146960M

Market Cap:

African Energy Resources (ASX:AFR) has received a Buy recommendation
with a share price target of $0.31 from UK-based broker WH Ireland, which had
initiated coverage in the company. Current share price is $0.08.

1 Year Share Price Graph

In a highly bullish note, the broker noted that the company's large coal
resource is well placed to take advantage of the massive potential for
developing power projects in southern Africa and ultimately develop one or
more thermal coal export projects.
The following is an extract from the report.
Investment Case

Share Information

We initiate on African Energy Resource with a Buy recommendation and a
risked target price of $0.31.

Code:
Listing:
52 week

The target price is calculated as Sum-Of-The-Parts (SOTP) with discounted
cash flow analysis for the various coal projects underway in Botswana and a
notional value on the mixed coal and uranium projects being advanced in
Zambia.

Sector:

AFR
ASX
High
A$0.03

Low
A$0.01

General Mining - Coal
[T3]

Website:
www.africanenergyresources.com

There is a significant power requirement in South Africa.

Company Synopsis:

After decades of under investment in the South African power generation
capacity the grid is creaking which is having a negative impact on industries
and placing constrictions on growth potential – lack of power and a high cost of
power.

African Energy Resources (ASX:AFR) is
listed on the Australian Securities
Exchange.
action@proactiveinvestors.com.au

An increase in power availability may help drive regional growth.
Improved access to power throughout Southern Africa could help stimulate new
industry and the expansion of mineral projects where power is a major
constraint e.g. Zambian copper smelting and refining.
Botswana is the lowest risk country in Africa. Botswana is also a country that
understands the importance of mineral projects, with much of its government
revenue generated from the production of diamonds and nickel-copper
production.
This is not a typical infrastructure and high capex play. The Joint Development
Agreement (JDA) between ACWA Power and African Energy
Resources commits ACWA Power to provide access to finance to build the
power plants, which it is more than well placed to find.
The enormous coal resources and the royalty strategy makes the projects
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scalable. The royalty streams from each project are to be created by parcelling
up blocks of Sese coal.
Separate business strands. There are three separate strands to the business:
Domestic power generation for Botswana, export power to neighbouring
countries from either Sese or Mmamantswe and export coal from Mmamabula
for far-east power generation.
Supportive significant shareholder. The Sentient Group became a significant
investor in April 2013 when it subscribed for 17.5% of the company by investing
A$8.5m in the company.
In our experience, part of the investment strategy of Sentient isn't just projects
and specific commodities, but also management teams, which are then backed
to achieve their goals.
Experienced management. The management has a wide range of experience
across a range of commodities and projects. There is big company experience
as well as specific power project experience with many of the management
having years of work in Africa.
Valuation
We have risked the projects for the project stage, including some valuation for
blue sky potential. We have also included a nominal valuation on African
Energy's Zambian uranium projects, which are currently up for sale.
Unrisked we arrive at a share price target of AUD106¢/share. We use a 10%
discount rate, which seems appropriate for Botswana and for the stage of
project and with the partners that African Energy has put in place. However, the
projects are still robust at higher discount rates.
Mining costs are estimated for Sese to be in the order of US$20/t, giving a net
margin for coal mined, on an Eskom-type contact, a margin of between
US$5-10/t.
For the Sese coalfield we use a royalty rate of US$7.5/t for the coal, which at
1.5Mt/a coal supplied to the IPP gives us an annual cash flow to African Energy
of US$11.3m/a.
We estimate that the capital cost for the mine, power station and all other costs
would be in the region of US$850m; all to be raised in the SPV by ACWA.
Southern African Power Market
The Southern African power market is dominated by the production capacity
and demand in South Africa itself.
The startling statistic is that South Africa generates nearly 45% of the electricity
generated in the whole of Africa, which shows the massive potential for
development in Africa.
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Proactive Investors Australia is the market leader in producing news, articles and research reports on ASX
"Small and Mid-cap" stocks with distribution in Australia, UK, North America and Hong Kong / China.

Proactive Investors facilitate the largest global investor network across 4 continents in 4 languages. With a team of analysts
journalists & professional investors Proactive produce independent coverage on 1000's of companies across every sector for private
investors,
private
client
brokers,
fund
managers
and
international
investor
communities.
Contact us

+61 (0)2 9280 0700

action@proactiveinvestors.com.au

No investment advice
The information on this Site is of a general nature only. It does not take your specific needs or circumstances into consideration, so you should look at your
own financial position, objectives and requirements and seek financial advice before making any financial decisions. You acknowledge and understand that
neither the Company, its related bodies corporate, the information providers or their affiliates will advise you personally about the nature, potential value or
suitability of any particular security, portfolio of securities, transaction, investment strategy, or other matter. You should read our FSG and any other relevant
disclosure documents and if necessary seek persona advice prior to making any investment decision.
You understand and agree that no Content (as defined below) published on the Site constitutes a recommendation that any particular security, portfolio of
securities, transaction, or investment strategy is suitable or advisable for any specific person.
You understand that in certain circumstances the Company, its related bodies corporate, the information providers or their affiliates may have received, or be
entitled to receive, financial or other consideration in connection with promoting, and providing information about, certain entities on the Site and in
communications otherwise provided to you.
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.
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