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Strong exploration discovery momentum, innovative infrastructure solutions. 
We are initiating coverage on Cokal Limited (CKA) with a
strong buy recommendation, and 12mth price target of
A$0.70/sh, backed by our NPV of A$0.76/sh. CKA is 
seeking to develop near term, low capex production of
hard coking coal in Central Kalimantan, Indonesia, 
accessing markets via the Barito River.  

Our valuation is anchored by the 60% interest in the BBM 
deposit, which has the potential to produce 3-5Mtpa for 
15 years +, of 60% hard coking coal and 40% PCI, for 
modest initial capex of US$25M (100%), starting in 
September quarter 2014.  

 Exploration upside: The 60Mt resource reported so far
includes 3 out of 9 seams discovered in BBM, and the
resource footprint covers only 8% of the BBM lease. The
company has other near term development opportunities 
in Indonesia (BBP, AAK, AAM, SSR), as well as early-
stage opportunities in Tanzania, Mozambique, and
Queensland. Our valuation includes a very conservative
A$50M (A$0.12/sh) for the exploration potential. 

 Quality coal: CKA’s coal quality is 60% coking/40% PCI;
we have modelled realised price at a 20% discount to the 
Platts 64CSR Hard Coking Coal price. There should be
scope to upgrade as the overall resource quality and
marketing position becomes clearer. 

 Selldown issues: Under RG24, CKA will have to sell
down to 49% 10 years after the start of production.
Because it has only 60% of BBM at present, it will not
have to sell anything until year 9, assuming the legislation
is not changed, and that CKA does not restructure to
become an Indonesian company (eg by listing on the
Jakarta exchange). 

 No export tax increase for coal: The 25% export tax
that was threatening coal exporters recently has been
withdrawn, leaving existing export taxes in place (7%). 

 Cash A$32.8M at 31 Mar 12: The estimated cash
outflows for the June quarter were reported as A$3.1M
exploration and A$1.5M administration. In our modelling,
CKA will need to raise A$30M to develop BBM (US$25M),
pay the outstanding contingent payments to the lease
vendors (US$23M), and maintain its exploration effort. 

Earnings Changes 

 NA 

 

 Company Data  
Number of shares 411M
Market capitalisation $136M
Free Float 67.8%
12 month high/low $0.82/$0.30
Average monthly turnover $6M
% S&P/ASX 200 n/a
% All Ordinaries n/a
ESG Disclaimer Score (Ranking)    n/a
GICS Industry Group Materials

BBY vs Consensus 
BBY  FY1 Consensus FY1 % Difference

EBITDA ($m) (10.4) (5.9) 77.0
NPAT ($m) (8.6) (6.0) 43.0
EPS (c/sh) (2.0) (1.4) 40.4

BBY Technical View – as at 14 May 2012 
Profit Target NA Resistance 1)36¢     2)39¢ 
Breakout 40¢ Support 1)30¢     2)27¢ 
Stop Loss 26¢ Trend Break 27¢ 
Prepared by RJM 
 

Earnings summary  (AUD)
Year end June 2011A 2012F 2013F 2014F
Net Attributable Profit ($M)  (2.6)  (8.6)  (7.3)  (0.6)
Reported Profit ($M)  (2.6)  (8.6)  (7.3)  (0.6)
EPS (¢)  (0.9)  (2.0)  (1.5)  (0.1)
P/E (x)  (83.4)  (16.8)  (21.4)  (261.3)
CFPS (¢)  (0.7)  (2.2)  (2.1)  (0.2)
P/CF (x)  (109.4)  (14.7)  (16.0)  (196.0)
DPS (¢) 0.0 0.0 0.0 0.0
EV/EBITDA (x)  (30.1)  (11.7)  (10.8)  (133.3)
Franking (%) 0.0 0.0 0.0 0.0

 

CKA versus S&P/ASX 200 
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Financial Summary 

Cokal Limited Share Price (A$) $0.33  Mkt Cap (A$M) 136
               

Year ending June 30 A A F F F     
 

Profit & Loss (A$M) 2011A 2012F 2013F 2014F
Total Revenue 0.0 0.0 0.0 0.0

Growth (%)   (100.0)   
EBITDA (3.2) (10.4) (10.0) (1.0)

Growth (%)   (226.9) 4.2 90.0
Dep'n and amort'n 0.0 0.0 0.0 0.0
EBIT (3.2) (10.5) (10.0) (1.0)
Net interest expense 0.5 0.5 0.3 0.2
PBT (2.6) (10.3) (9.7) (0.8)

Growth (%)   (289.2) 5.6 91.3
Tax 0.0 1.7 2.4 0.2
NPAT Underlying attrib. (2.6) (8.6) (7.3) (0.6)

Growth (%)   (224.6) 15.1 91.3
NPAT Reported (2.6) (8.6) (7.3) (0.6)
Normalised NPAT (2.6) (8.6) (7.3) (0.6)
      

Ord Shares 338.6 411.0 453.9 453.9
Options 51.0 50.1 50.1 50.1
Fully Diluted 389.6 461.1 504.0 504.0
FD Wgted Av Shares 294.0 436.5 471.8 504.0

 

Cashflow (A$M) 2011A 2012F 2013F 2014F
Customer receipts 0.0 0.2 0.0 0.0
Supplier Payments (2.5) (10.3) (10.0) (1.0)
Net interest paid 0.5 0.4 0.3 0.2
Taxes Paid 0.0 0.0 0.0 0.0
Net operating cash flow (2.0) (9.8) (9.7) (0.8)
Capex (14.8) (0.1) (6.6) (24.0)
Net investing cash flow (14.7) (25.3) (6.6) (24.0)
Dividends paid 0.0 0.0 0.0 0.0
Net financing cash flow 31.3 31.4 30.0 0.0
Net Change in cash 14.6 (3.7) 13.7 (24.8)
Net cash at end of period 36.1 7.1 15.6 (11.9)
Free cash flow (2.0) (9.8) (9.7) (0.8)

 

Balance sheet (A$M) 2011A 2012F 2013F 2014F
Cash 17.2 13.5 27.2 2.3
Receivables 0.2 0.0 0.0 0.0
Inventories 0.0 0.0 0.0 0.0
Current assets 17.4 13.5 27.2 2.3
Tangible Assets 27.2 7.7 18.3 42.3
Investments 0.0 0.0 0.0 0.0
Goodwill 0.2 0.3 0.3 0.3
Total assets 44.8 60.1 84.4 83.8
Payables 8.3 0.0 0.0 0.0
Current Term debt 0.0 0.0 0.0 0.0
Long term debt 0.0 0.0 0.0 0.0
Total liabilities 8.6 0.3 1.9 1.9
      

Total Shareholder Equity 36.2 59.9 82.6 81.9 

 Investment summary 2011A 2012F 2013F 2014F
NPAT reported (2.6) (8.6) (7.3) (0.6)
NPAT Underlying (2.6) (8.6) (7.3) (0.6)
EPS Reported (0.9) (2.0) (1.5) (0.1)
EPS Underlying (0.9) (2.0) (1.5) (0.1)
EPS Growth (%)   (118.6) 21.5 91.8
P/E Underlying (x) (83.4) (16.8) (21.4) (261.3)
      

Dividend (¢/sh) 0.0 0.0 0.0 0.0
Payout Ratio (%) 0.0 0.0 0.0 0.0
Yield (%)       
Franking (%) 0.0 0.0 0.0 0.0

 

Key Ratios 2011A 2012F 2013F 2014F
Profitability (%)   
EBITDA (3.2) (10.4) (10.0) (1.0)
EBITDA/Rev (%) (10,954.9) na na na
EBIT  (3.2) (10.5) (10.0) (1.0)
EBIT/Rev (%) (10,969.8) na na na
NPAT (2.6) (8.6) (7.3) (0.6)
NPAT/Rev (%) (9,065.7) na na na
     

ROE (%) (14.6) (17.9) (10.2) (0.8)
ROA (%) (13.5) (20.0) (13.8) (1.2)
ROIC (%) (27.4) (22.4) (13.8) (1.0)
      

Financial Strength   
Debt to equity (%) 0.0 0.0 0.0 0.0
Net debt ($M) (17.2) (13.5) (27.2) (2.3)
Net debt to equity (%) (47.5) (22.5) (32.9) (2.8)
Net Debt to EBITDA (%) 5.4 1.3 2.7 2.3
Interest Cover EBIT (x) na na na na
Current Ratio (x) 2.1 na na na
Quick Ratio (x) 2.1 na na na
      

Valuation   
Operating cash flow (2.0) (9.8) (9.7) (0.8)
CFPS (¢ - FD) (0.7) (2.2) (2.1) (0.2)
Price/CF (109.4) (14.7) (16.0) (196.0)
BV per share ($) 0.1 0.1 0.2 0.2
Price/Book Value (x) 7.0 2.3 1.8 1.8
NTA ($) 36.0 59.6 82.3 81.6
NTA per share ($) 0.1 0.1 0.2 0.2
Price/NTA (x) 7.1 2.3 1.8 1.8
      

EV/Sales (x) 3,299.3     
EV/EBITDA (x) (30.1) (11.7) (10.8) (133.3)
EV/EBIT (x) (30.1) (11.7) (10.8) (133.3) 

Key Assumptions 2011A 2012F 2013F 2014F 2015F
Assumptions         
US$/A$ 0.990 1.043 1.041 1.007 0.955
Hard Coking Coal 187.8 259.1 232.1 223.2 212.3
LV PCI Coal 112.0 193.1 185.7 178.5 169.8
BBM        
Selling Price A$/t FOB  0.0 0.0 0.0 155.4
Cash Cost A$/t FOB  0.0 0.0 0.0 (96.7)
BBP        
Selling Price A$/t FOB  0.0 0.0 0.0 0.0
Cash Cost A$/t FOB  0.0 0.0 0.0 0.0
BBM        
Revenue  0.0 0.0 0.0 93.2
Cash Costs  0.0 0.0 0.0 (58.0)
Royalty  0.0 0.0 0.0 (6.9)
EBITDA  0.0 0.0 0.0 28.3
BBP        
Revenue  0.0 0.0 0.0 0.0
Cash Costs  0.0 0.0 0.0 0.0
Royalty  0.0 0.0 0.0 0.0
EBITDA  0.0 0.0 0.0 0.0 

 
NPV Summary  A$M  Resources   
BBM 309.7    Mt Coal Type
BBP 0.0  Resource 60.0  
Total Operations 309.7  BBM  HCC/PCI
Administration (26.6)  Mine Plan   
Exploration 50.0  BBM 60.5 HCC/PCI
Written Down Value of Assets 0.0      
Other Expenses 0.0      
Realised FX Gains 0.0      
Dividends 0.0      
Proceeds from Asset Sales 0.0      
Exercise of Options 30.0      
Net working capital (12.3)      
Other  0.0      
Total 338.1      
Tax Losses 0.0      
Cash 27.2      
Debt 0.0      
NPV A$m 365.2      
NPV A$/sh 0.76      
WACC = 10.8%        

Source:  BBY, Company Reports. BBY contributes all company estimates to Bloomberg, Thomson Reuters, FactSet and Capital IQ.  
ESG (Environmental, Social, Governance) Disclosure Score is provided by Bloomberg. Scores range from 0.1 (min) to 100 (max). ESG Ranking is that company's 
position within BBY's Covered stocks. An ESG score and ranking is only available for those companies that disclose data to Bloomberg. 
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 Table 1. Assumptions and operating summary 

 EBIT Split 2012 2013 2014 2015 2016 2017 
BBM 0.0 0.0 0.0 27.7 33.1 33.6 
BBP 0.0 0.0 0.0 0.0 0.0 0.0 
Corporate -3.6 -1.0 -1.0 -2.9 -3.7 -4.4 
Exploration -5.1 -9.0 0.0 0.0 0.0 0.0 
Other -1.8 0.0 0.0 0.0 0.0 0.0 
Total -10.4 -10.0 -1.0 24.9 29.4 29.1 

       
Assumptions 2012 2013 2014 2015 2016 2017 
US$/A$ 1.043 1.041 1.007 0.955 0.932 0.902 
Hard Coking Coal 259.05 232.13 223.17 212.28 198.02 183.24 
LV PCI Coal 193.08 185.70 178.54 169.82 158.42 146.60 
HV PCI Coal 175.62 151.78 152.75 148.60 138.62 128.27 
Semi Soft Coking Coal 175.62 151.78 152.75 148.60 138.62 128.27 
Thermal Coal (AP4) 116.06 116.75 117.50 115.42 109.87 103.68 

       
BBM       
Revenue 0.0 0.0 0.0 93.2 133.1 169.3 
Cash Costs 0.0 0.0 0.0 -58.0 -89.2 -121.9 
Royalty 0.0 0.0 0.0 -6.9 -9.8 -12.6 
EBITDA 0.0 0.0 0.0 28.3 34.0 34.8 
Depreciation 0.0 0.0 0.0 -0.6 -0.9 -1.2 
EBIT  0.0 0.0 0.0 27.7 33.1 33.6 

       
Capex 0.0 -6.6 -24.0 -0.2 -18.3 -0.4 

       
Hard Coking Coal Kt 0 0 0 360 540 720 
PCI Kt 0 0 0 240 360 480 
Selling Price A$/t FOB 0.00 0.00 0.00 155.36 147.88 141.05 
Cash Cost A$/t FOB 0.00 0.00 0.00 -96.70 -99.12 -101.60 

       
BBP       
Revenue 0.0 0.0 0.0 0.0 0.0 0.0 
Cash Costs 0.0 0.0 0.0 0.0 0.0 0.0 
Royalty 0.0 0.0 0.0 0.0 0.0 0.0 
EBITDA 0.0 0.0 0.0 0.0 0.0 0.0 
Depreciation 0.0 0.0 0.0 0.0 0.0 0.0 
EBIT  0.0 0.0 0.0 0.0 0.0 0.0 

       
Capex 0.0 0.0 0.0 0.0 0.0 0.0 

       
Semi Soft Coking Coal Kt 0 0 0 0 0 0 
Thermal Coal Kt 0 0 0 0 0 0 
Selling Price A$/t FOB 0.00 0.00 0.00 0.00 0.00 0.00 
Cash Cost A$/t FOB 0.00 0.00 0.00 0.00 0.00 0.00 

       
Net Present Value       
WACC 2012 2013 2014 2015 2016 2017 

10.78%       
BBM 273.3 309.7 367.8 382.3 415.0 433.1 
BBP 0.0 0.0 0.0 0.0 0.0 0.0 
Total Operations 273.3 309.7 367.8 382.3 415.0 433.1 
Administration -36.1 -39.2 -42.7 -45.1 -47.1 -48.8 
Exploration 50.0 50.0 50.0 50.0 50.0 50.0 
Exercise of Options 30.0 30.0 30.0 30.0 30.0 30.0 
Net working capital -11.1 -12.3 -13.6 -9.7 -8.3 -6.8 
Other  -0.2 0.0 0.2 0.5 0.7 0.8 
Total 305.8 338.1 391.6 408.0 440.3 458.2 
Cash 13.5 27.2 2.3 19.2 22.3 43.1 
Debt 0.0 0.0 0.0 0.0 0.0 0.0 
NPV A$m 319.3 365.2 393.9 427.2 462.6 501.4 
NPV A$/sh 0.70 0.76 0.78 0.85 0.92 0.99  

 Source: BBY estimates 
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 Investment proposition 
 Cokal has generated 60Mt of coking coal from 8% of one of its leases. On that resource we can

generate an NPV of around A$0.64/sh, and we are confident that there is significant additional upside
likely. The Barito River provides the transport infrastructure, and CKA will need slots for eight barge 
sets (4 going upstream, 4 downstream) to deliver 4Mtpa (2.4Mtpa its share). We have visited the site
of the initial mining operation. The coal is there, and we believe the management is accumulating the
capacity to make this happen. There are other contenders for the river capacity, but we believe there
will be a place for the 4Mtpa of BBM output. 

In summary, in respect of the BBM project: 

1. The coking coal is there to support 4Mtpa for over 15 years. 

2. PT Borneo Lumbung provides a clear operating model in similar seams and strip ratios. 

3. CKA’s barge requirement requires 8-21 barges (4-11 going up river, the same going down 
river) the length of the Barito River. CKA’s barging technology is different to what is currently
used in Indonesia, and having a much lower draft, will be able to operate in low water
conditions that currently stop the Borneo Lumbung barges. 

4. CKA is staffing up with Indonesians that understand the regulatory environment, and
incentivising that management with shares and options. The Indonesian head office is in 
Puruk Cahu, the capital to the regency in which the coal deposit is located, and senior
management, including CKA’s managing director and chairman, are in frequent contact with
the local Bupati, or Regent.  

5. Most of the capex is likely to be borne by the mining and barging contractors. 

In respect of future exploration successes, CKA have additional central Kalimantan leases, and the 
West Kalimantan SNR leases that are most likely the next development if agreement can be reached 
to export across the Malaysian border to the Sarawak coast. 

 Risks: 
 Hard coking coal price: The hard coking coal price is trading at historically elevated levels, set by 

the cost of drawing marginal coal supply into the seaborne market from sources like the USA and 
Russia. CKA’s likely operating cost will be around US$100/t including royalties, which will make it a
mid tier cost producer, with the high cost end being in the US$150-200/t FOB region. Our earnings 
outlook assumes consensus coal prices, which ease over time. In addition, we assume that CKA 
realizes a price 20% lower than the benchmark. CKA believe that it will sell its coal FOB at an offshore 
loading terminal, at a 5% maximum discount. If CKA can achieve this price relativity, that would offset 
any price downside, or provide upside to our valuation. 

Conversion of BBM and other permits to production licences: The earliest that this could occur is 
probably October 2012. The Company is targeting December 2012, but, as with all government 
processes, this could slip. They believe that the licences are highly likely to be awarded before the
end of 2013, and in our modelling, we have assumed the award takes place in June 2013. 

Barito River capacity availability: Adaro estimates the capacity of the Barito below Kelanis is 
200Mtpa, which means unconstrained for the foreseeable future. CKA reports that a BHP Billiton
study estimated that using conventional barging capacity, including losing 30-60 barging days a year 
due to low water levels, the river capacity from Muara Tuhup was 30Mtpa, of which Borneo Lumbung 
currently use 4.6Mtpa, and another producer uses 1.5Mtpa. Borneo plan to expand to 10Mtpa, and 
there are other producers in the region. CKA barging technology (ie what is used in US rivers) could 
materially add to the river capacity. Competition for river capacity could be an issue. 

Indonesian legislative changes: With the 2014 central government elections in prospect, there is 
plenty of time for more anti-export, anti-mining or anti-foreign legislation. That said, we believe the 
announcements to date have been enabling regulations that had to be promulgated to give effect to
the 2009 Mining Act, and that process is largely complete with burst of announcements in the last four
months. Most of what has been announced is an affirmation of the most nationalist of the Contracts of
Work. 
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 Sensitivity 

 +10% improvement in the hard coking coal price or the discount adds A$0.27/sh to our NPV. 

 News flow and production timeline 

Lease conversion to 
production, and 
obtaining forestry 
permit the swing factor 

June 2012: Resource update following LIDAR survey and additional drilling. 

July to Dec 2012: Announcements on MOU/contracts for mining, barging, other. 

Dec 2012-Dec 2013: IUP converted to Production IUP post receipt of all approvals. 

Approval +1mth: Commitment to development, start of construction. 

Approval +3mth: Completion of land acquisition for haul road, port. 

Approval +9mths: Completion of construction, start ramp up to 1 to 1.5Mtpa. 

Production Start +2yrs: Ramp up to 3-5Mtpa, depending on markets, availability of capital. 

 Company history: Indonesian assets vended in by current board 

 Cokal was called Altera when its shareholders voted on 25th November 2010 to bring Peter Lynch, 
Patrick Hanna, Domenic Martino and James Middleton onto the board, and to buy Jack Doolan
Capital P/L (JDC) from them and others for 210M vendor shares and 21M 30c vendor options, and
assume the buy in obligations of JDC, including US$13.3M due and owed by JDC. JDC had 
negotiated to acquire, but had not paid for, a share of four coal exploration licences in Kalimantan.
This acquisition was documented in an information memorandum dated 28 Oct 2010. The minority
partners can elect to have their share of expenditure funded by a loan from CKA. The interest on that
loan would be SIBOR +3%. 

 Title security: IUPs subject to payment of US$23M for BBM and BBP 

 Cokal’s tenement titles are all Indonesian exploration IUPs, which will have to be converted to
production IUPs. With recent regulation changes, Cokal will have to sell down to 49% from 60% after
the initial production years, for a market price. 

The sell down schedule under Clause 97 of GR24 provides a foreign owned mining operation must
after 5 years of production, divest its shares gradually so that on the 10th year its shares will be held 
by at least 51% of Indonesian investors.  

The schedule is as follows: sixth year 20%; seventh year 30%; eigth year 37%, ninth year 44%, tenth
year 51%. CKA’s BBB and BBM licences (60% CKA) would be affected in their ninth year of 
production, while the SNR, AAM and AAK licences (CKA 75%) would be affected in their seventh
year. 

 Outstanding contingent payments to vendors 

 At December 2011, Cokal had outstanding contingent obligations to pay US$23 million on the 
achievement of the following milestones: 

1. US$5 million on the reporting of a 20 million metric tonne Inferred Coal Resource in
accordance with the JORC Code with a maximum strip ratio of 20 to 1 on the BBM Project; 

2. US$10 million when a production permit is issued in respect of the BBM Project; 

3. US$3 million on the reporting of a 10 million metric tonne Inferred Coal Resource in
accordance with the JORC Code with a maximum strip ratio of 12 to 1 on the BBP Project; 

4. US$5 million when a production permit is issued in respect of the BBP Project; 

 

 INDONESIAN EXPLORATION POTENTIAL 

 The current portfolio 

 CKA’s Indonesian interests comprise four coal exploration IUPs in Central Kalimantan and three 
recently acquired in Western Kalimantan:  

Bumi Barito Mineral Project (BBM), CKA 60%, and the deposit on which our NPV is based. 

Borneo Bara Prima (BBP), CKA 60% close to the leases of PT Borneo Lumbung. 
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Anugerah Alam Manuhing (AAM) CKA 75%. 

Anugerah Alam Katingan (AAK).CKA 75%. 

Silangkop Nusa Raya (SNR) CKA 75.2% on the Malaysian border. 

The projects, apart from three leases that comprise SNR, are located in the North Barito Basin, and 
are prospective for Eocene coking coal.  

The BBM project (CKA 60%) covers 19920ha and straddles the Barito River, with coal outcropping at 
river level. It is situated to the immediate south of PT Juloi Coal (BHP 75%, Adaro 25%). Two main
coal horizons have been identified so far, with each containing up to four seams and a composite 
thickness of 3-4m each. The coal is of metallurgical quality, with low in situ ash, low sulphur, ultra low
phosphorous and high calorific value. CKA is targeting production by mid 2013 at 80kt-165kt/mth, or 1 
to 1.5Mtpa. CKA has defined a 60Mt resource at BBM, and ongoing drilling is targeting areas with 
lower strip ratios and higher percentages of coking coal. 

BBP (CKA 60%) covers 13050ha west of the Maruwai Coal Project (BHP 75%, Adaro 25%), which
includes the Lampunut coking coal deposit immediately to the southeast of the eastern side of the 
BPP project area. More than three thin seams have been identified by previous exploration, and
metallurgical testwork indicates low ash content, low sulphur, and excellent specific energies (SRK
report).  

CKA has been drilling recently at BBM and BBP, with the results including more metallurgical testwork 
result due by the June 2012 quarterly report. CKA is targeting an initial BBP JORC resource before 
the end of CY2012. 

AAK (CKA 75%) comprises 5000 ha, and AAM (CKA 75%) covers 10000 ha. Exploration is at an early 
stage at both these projects. 

In March 2012 CKA acquired 72.5% of PT Silangkop Nusa Raya (SNR), which holds three exploration
licences covering an area of 13,000 ha in West Kalimantan near the Malaysian border. SNR is
discussed separately. 

The exploration in Africa is at a fairly preliminary stage, and there is little to comment on for now. 

 Chart 1. 4 coal IUPs in central Kalimantan (see later description of SNR) 

 

 
 Source: CKA 
  

 BBM Exploration in more detail 

 We have only modelled the BBM project in our CKA valuation; we will add other projects as their 
metrics can be ascertained. 

BBM is located around the village of Tumbang Iram, within the Murung Raya Regency, in central 
Kalimantan. The nearest major town is the regency capital Puruk Cahu, on the Barito River 60km 
southeast of the project area. Puruk Cahu is accessible from Jakarta via air to Palang Karaya (1.5
hour flight), then by road to Puruk Cahu. The project area is accessed via a 3 hour boat trip up river 
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from Puruk Cahu. There are no Protected Forests within the tenement area, however, the majority of
the licence is covered by Production Forests. 

Geology within the tenement predominantly comprises the Eocene Haloq Sandstone, which is host to
coal identified to date. In the south eastern corner of the licence, the sandstone is unconformably 
overlain by the Puruk Cahu Formation, a claystone/siltstone unit in which thin layers of vitrinite coal 
have also been reported. 

 Current resources and exploration issues 

 BBM has a current JORC resource of 60Mt, identified from exploration of 8% of the BBM project area.
The resource comprises three of nine coal seams mapped at BBM. Seventy-five percent of the 
resource is located between 100 and 300m below surface, within a mountain that is flanked by the
Barito River (Tables 2 and 3 ). 

 Table 2. BBM Resource by seam Table 3. BBM Resource by depth 

 Seam 
Name 

Thickness 
m 

Inferred Resources 
Mt 

D 1.30 25 

C 1.06 20 

B 0.87 15 

Total  60  

Depth m Inferred Resources Mt 
0-50 5 

50-100 10 
100-150 10 
150-200 10 
200-300 25 

Total 60  
 Source: CKA Source: CKA 

   

 Chart 2. Stylised section of Cokal’s coal deposits 
 

 
 Source: BBY 
  
 Outcropping coal is present at the river level, as illustrated in the stylised section in Chart 2.  

Unlike typical Australian coal exploration on flat grazing country, where the drilling intersects the top
seams first, the BBM drilling to date has been with portable drill rigs capable of less than 100m of
depth. The intersections have been around the edges of the hills, uphill from visible outcrop, and
because the drilling was sequenced as the equipment was being lugged up the hill, the lower seams
were drilled first. The current resource includes only seams B, C and D. The resource over 50m deep 
has been interpreted by drilling around the hill, and interpreting continuity through the hill. While there
are many other seams, only BCD have been included because the package (of ABC&D) can be
readily recognised and correlated. 

The company completed a LIDAR survey in March 2012. The purpose was to use radar to remap the 
topography to ascertain the true heights of the drill collars of the drilling to date. Conventional
surveying is prone to significant error in thickly forested regions, and the lack of seam correlation is in
part of function of poor data. The results of this survey will be included in the mid year resource 
update. 

From company reporting we know there are additional seams (EFGHIJ) further up the hill, with
metallurgical testing of J reporting good coking properties, and we know from our visit to the site that 
there are seams at river level, some 30m below seam A.  

The addition of more seams into the resource above BCD will significantly reduce the stripping ratio, 
as well as increase the resource. 
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The footprint of the reported resource dated mid 2011, is only 8% of the lease area. The area of 
exploration so far is adjacent to the darker blue Barito River valley in Chart 3, just to the left of the 
narrow area where the two larger lease blocks join. 

There appears to be more evidence of past volcanic activity to the west, so that the left side block 
could contain more low volatile, PCI or semisoft type coal which may have been cooked by the 
volcanic activity, while the high quality coking coal is in the right hand or eastern lease block. 

 Chart 3. BBM Topography (Red lease outline, Barito valley in dark blue) 

 

 
 Source: SRK 
  
 A Digital Terrain image of the project area is included in Chart 3, which depicts the rugged nature of 

the land, and the location of the Barito River dissecting the ranges from the south, heading due north. 
Elevation ranges from <100m above sea level to 800-900m in the ranges. 

 BBM MINING OPERATIONS 
 Overview 

 Our valuation incorporates an initial 1Mtpa operation at BBM, producing 60% hard coking coal and 
40% PCI annually, ramping up to 4Mtpa by year 3. CKA has flagged it intends to start production in 
middle 2013; we have modelled a more conservative start in mid 2014. 

The coal is of sufficient quality that it could be sold unwashed. Because of the relatively thin seams, 
there may be issues of dilution with interburden, in which case, screening will be required.  

The coal will be trucked from the mine south east to the Barito River, below where shoals of volcanic
intrusions would hamper barge traffic. The truck haul would be 60Km. CKA has commenced acquiring
land for the haul route and port, and expects to complete this by March 2013. 

From the river port, the coal would be barged to the Taboneo offshore loading facility, out to sea from 
the mouth of the Barito River. Because CKA will be using river barges rather than the seagoing
barges typical other Indonesian operations, it will have to trans-ship at some point down river. 

A planned barge unit as envisaged being used by CKA would have a 10,000 tonne capacity, close to 
the size of one hatch of a Panamax ship (typically 12,500 tonnes). 
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 Capital and operating costs 
 CKA has not produced a scoping or feasibility study for any of its prospects as yet, and in such

circumstances, we would not typically produce a valuation. However, because the basic infrastructure
will be provided by the Barito River, and because there is the operations of publicly listed Borneo 
Lumbung (BORB-IN) in the region, we have sufficient confidence in the guidance provided by CKA to 
estimate capex and opex in advance of a feasibility study. 

 Capital costs 
 Table 4. US$125M for a 1Mtpa operation; US$175M to reach 4Mtpa  

 US$M 1 Mtpa 4 Mtpa Total 
Mine Fleet 50 100 150 
Barge Fleet & Port 50 50 100 
Provided by Contractors 100 150 250 
Mine to Port Road (60Km) 15 0 15 
Prestrip Working Capital 10 25 35 
Provided by Cokal 25 25 50 
Total 125 175 300  

 Source: CKA, BBY Estimates 
  

 The initial capex is estimated. by CKA at US$125M, of which contractors are likely to supply 
US$100M, leaving the joint venture to fund US$25M. In addition to paying its own share, CKA will
probably have to lend to the minorities to fund their share of the capital, and recover those funds from
operating cash flow with interest (SIDOR + 3%).  

The expansion from the initial production of 1-1.5Mtpa to 4-5Mtpa will cost an estimated additional 
US$175M, of which, the joint venture will probably have to contribute an additional US$25M. 

CKA has entered two MOUs with the local regency to allow for a JV with the regency to develop coal 
barge loading facilities, and to study and develop two small scale coal fired power stations in the
regency (5-10MW); these would service mine demand, as well as the local community. Having the 
regency involved in the coal loader is a smart way to ensure there is river space allocated to the BMM
coal. 

 Table 5. Borneo Lumbung vs CKA opex estimates 

 Cost Estimate Borneo Lumbung CY2010 BBY Estimate 
 US$/t % US$/t % 
Overburden 23.73 34% 23.73 32% 
Coal Mining 3.49 5% 3.49 5% 
G&A 4.19 6% 4.19 6% 
Fuel 12.56 18% 12.56 17% 
Explosive 6.28 9% 6.28 9% 
Handling 4.19 6% 4.19 6% 
Barging & Logistics 15.35 22% 18.64 26% 
Total 69.78 100% 73.07 100% 
Royalty (% of sales) 27.49 13.50% 16.80 7% 
Glencore Commission (% of Sales) 8.55 4.20% 4.80 2% 
Total 105.82   94.67    

 Chart Source: CKA, BORN, BBY Estimates 

 We have based our costs on those of Borneo Lumbung. Table 5 summarises the 2010 costs in detail. 
We have increased the 2010 BBM cost estimate to reflect the additional cost of the longer river haul. 
We have not allowed for any efficiencies from using a different barging system. In 2011, Borneo costs 
in the 9months to September rose to US$76/tonne, largely due to higher fuel and explosives costs,
making the BMM cost base more like US$80/tonne.  

CKA will be using contractors to a greater extent than Borneo, so we have added an additional
US$10/tonne to capture extra contractor or lease charges, making the final 2011 cost base US$90/t,
to which we add the 7% government royalty, and a 2.5% selling commission to pay for marketing. 
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 Barge operations 
 Table 6. Barge operations 

  Distance 
km 

Barges in 
Unit 

Unit 
Capacity t Cycle time 

days 

No of 
Units for 
1.5 Mtpa 

Barge 
speed 
Km/hr 

Above Maura Tuhup ~120 4 5000 3 2 3.3 

Below Maura Tuhup 560 8 10000 14 5 3.3 
 

 Source: CKA, BBY Estimates 
  

 CKA intends to mine its coal and transport it via barge from the Upper Barito River to the sea for ship
loading and export. A recently completed scoping study supported barging as a transport option, with 
further work required to identify barge loading positions, and the effect of seasonal weather and water 
level variation on the logistics chain. 

We have attempted to model the approximate cycle times and barge requirements, based on the
barge sizes contemplated by the CKA study and the data from Borneo Lumbung. Using the travel
speeds for the smaller Borneo barges, we estimate that 7 barges in operation would be needed for
1.5Mtpa, and three times that for 4-5Mtpa.  

If the average through the cycle speed of the barges was 10Km/hr, the number of barge units could 
be cut to a third. CKA believe that may be possible, due to the considerable increases in efficiency
that the US river barging systems have compared to what is currently used on the Barito at present. 

The Borneo operations enter the river system at Muara Tuhup, then change to larger and deeper 
barges at an Intermediate Stock Pile at Damparan, below the point where seasonal rainfall variation 
impacts the river’s navigability. The CKA system uses more but shallower draft barges joined into a
unit, which eliminates the need to change barges at a similar point. 

 Table 7. Borneo Lumbung barge operations 

 

 

No of 
Units, 

Capacity t 
Unit x 

Capacity t 

Haul 
Distance 

Km 
Trips 

Required 
Days per 

Trip 

Ave 
Speed 
Km/hr 

Above ISP 22 x 4000 88000 290 45.5 8.03 3.01 

Below ISP 18 x 8000 144000 272 27.8 13.14 1.73  
 Source: BORN, BBY Estimates 
  

 The Borneo system is to accelerate shipments between the mine and the Intermediate Stock Pile
during the higher rainfall months, in order to maintain a constant rate of shipments from the ISP to 
Taboneo.  Borneo lost 27 upper river barging days in 2010, and 60 days in 2011. Borneo’s experience
suggests degradation in the stockpiles is minimal, as long as the stockpiles are not disturbed. 

 Chart 4. Rainfall in South Kalimantan 
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 Because there are no locks and no typical barge unloading standards in Indonesia, the barge sizes 
vary considerably. At the upper end of the river they are in the 200 to 230ft lengths by 50-64 ft widths,
anywhere from 2500 tons to 4000 tons. On the lower end the shuttle barges run out to lengths of 250
to 300ft by widths of 65 to 80 ft, with anywhere from 6800 tons to 8500 tons capacity, depending on 
the hull depth. The picture below is of one of the smaller barges loading at Muara Tuhup. 

The coastal haulers go 365 ft to 400 ft long with widths from 90 to 100 ft, a fully loaded draft of 18ft, 
and carry 12000 tons. 

In the US, notched tug-barge combinations are used that go to 30000 tons. The increased size of the 
barge units, using shallower barges, controlled by a tug that is locked to the barge set, gives the US 
system considerable scope to improve the productivity of the river system. 

In the opinion of Borneo Lumbung, Barito River capacity above Damparan is well below the BHPB 
estimate of 30Mtpa, and may be below 15Mtpa. The September quarter is the low water period. In
their mind, 2Mtpa from Barito producer MGM and 10Mtpa from themselves would be the limit, hence 
Borneo is not talking about going above 10Mtpa. However, there are clearly a number of productivity 
changes that could be made, and that is what Cokal has to demonstrate. 

 Chart 5. PT Borneo barge loader at Maura Tuhup 

 

 
 Source: CKA 

  

 Chart 6. PT Borneo barge set in operation 

 

 Source: BORN Annual Report 
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 Chart 7. PT Borneo Barge Loadout 

 

 Source: BORN 
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 NEAREST COMPARISON: PT Borneo (Stock code BORN-ID) 

 Table 8. Snapshot of PT Borneo 

 PT Borneo Konhong Telakon Total Valuation 
US$/t 

CCoW to 2039     

Resources Mt 280.7 98.1 378.8 7.92 

Reserves MT 69.2  69.2 43.4 

Prodn Capacity Mtpa 5  5 600 

Production Mtpa 4.5  4.5 667 
 

 Source: BORN 

 PT Borneo Lumbung is a coking coal producer from Central Kalimantan from the ATK Contract of
Work (Chart 1). Borneo is expanding production of coking coal from 1.95Mtpa in 2010 to 4.6Mtpa in 
2012, with plans to get to 10Mtpa over time. At November 2011, it had 138 pieces of mobile plant 
excavating coal, and trucking it to the Barito River load out 36Km from the Konhong mine. The coal is
shipped down river 290Km using 22 x 4000t barge and tug sets, then trans-shipped at an Intermediate 
Stock Pile to 13 x 8000t barge sets for the remaining 272Km trip down river to the Taboneo
anchorage for loading onto ship. In the December 2011 quarter, Borneo shipped 1.1Mt of coal, ie a 
4.4Mtpa rate.  

BORN’s cash costs of production in 2010 were US$69.78/t (delivered to the transloading facility at
Taboneo). Including royalties and commission, the total cash cost was US$105.82/t. For the nine
months to September 2011, PT Borneo’s cash costs were US$76/t, or US$116/t including royalties 
and marketing. 

During the dry season, the low river levels mean that barging cannot take place, typically costing two
months’ production. To maintain production at the mine, coal is stockpiled during the periods of low 
water, both at the mine and if possible, at the Intermediate Stock Pile at Damparan. 

Prior to its major investment in Bumi Resources plc, PT Borneo was capitalised at close to US$3000M 
and was (and still is) trading on a consensus PER in 2013 of 8x. Because its mine lease title is in the 
form of a Contract of Work (CoW), it has a fixed 25% tax rate, pays a 13.5% royalty, and is 
guaranteed fiscal stability. It also pays Glencore 4.5% of gross revenue to market its coal. This 
marketing fee comes up for renegotiation in 2013, and is likely to be restruck at a lower level. 

 Table 9. Borneo Lumbung operating costs 

 CY 2010 Cost Structure Split US$/t 
Sold 

Volume
s Mt 

US$M Unit 
Cost 

Unit 

Overburden (excl fuel) 34% 23.73 1.65 39.15 1.21 U$/BCM 
Fuel (Mining) 18% 12.56 1.65 20.72 0.62 U$/BCM 
Explosives 9% 6.28 1.65 10.36 0.32 U$/BCM 
Total Overburden     2.15 U$/BCM 
Coal Mining & Processing (ex fuel) 5% 3.49 1.65 5.76 3.49 U$/t prod 
G&A 6% 4.19 1.65 6.91 4.19 U$/t prod 
Hauling 6% 4.19 1.65 6.91 0.12 U$/t/Km 
Barges & Logistics 22% 15.35 1.65 25.33 0.027 U$/t/Km 
Total 100% 69.78  115.14   
US$69.78/t refers to sales tonnes per 2010 annual report page 12.    

       
Haul to Barito R Km 36 . Overburden Moved 32.245 M BCM 
Barge down Barito to ISO R Km 290 . Coal Exposed  1.95Mt  
Barge ISP to Taboneo Km 272 . Coal Barged  1.65Mt  
Total 562 . Workforce 1800 employees  

 Source: BORN 2010 annual report, presentation March 2011 
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 A new coking coal territory close to coast 
 

 
 Source: CKA 

  

 CKA has acquired 75.2% of PT Silangkop Nusa Raya (SNR), which holds three exploration licences
in West Kalimantan near the Malaysian border (SNR Licences), covering 13,000 hectares. The
acquisition cost A$722,000. The minority partners can chose to be carried by CKA, with CKA 
recovering the loaned funds out of the project cash flow. SNR is a PMA company, in which foreign
investors can own 100%.  

Samples indicate that the coal is likely to have good coking coal properties. We note the proximity to 
the Malaysian coast and particularly a major waterway. If the issues of shipping across border can be
resolved, this mine would have very simple, low cost access to market. 

  

  

 

 

 

 

 

 

 

 

 



Cokal Limited BBY Research 

BBY Limited 14 May 2012 15 

 Indonesian Legislative changes: Quick Guide 
 The Export Tax: Will the upgrade lobby win? 
Material increases in 
export taxes for coal 
are unlikely, because 
there is no visible 
political objective. 

Cokal coal is already subject to an export tax and 7%. The Increase in export taxes to 25% 
announced in March 2012 was supposed to include coal according to the press release, but has since 
been clarified to exclude coal. At this stage, there is no sign that coal producers will see any change in
the export tax regime. 

Those taxes are intended to force producers to build upgrading and smelting operations in Indonesia, 
and there is very little that can be done to upgrade coal in an economically sustainable way.
Indonesian coals are generally very low in impurities like ash or sulphur. What they contain is water,
which cannot be removed without using considerable energy.  

Local upgrading of coal assists a very narrow interest group of technology providers, compared to the
much broader population that benefits from the status quo. 

 The local ownership law (Regulation GR24 announced March 2012) 
 Under the new regulation GR24 of 2012, mining interests held under an IUP, the type of licence CKA

has, are required to achieve minimum levels of Indonesian ownership by a certain points in their
operational life.  

The minimum level of local ownership is regulated by Clause 97, and is related to how many years a 
specific mining licence has been in commercial production: 

(1) The holder of IUP and IUPK for the purpose of foreign investment, after 5 (five) years as of its
production is obliged to divest its shares gradually so that on the tenth year its shares will beheld at
least 51% (fifty one percent) by an Indonesian citizen. 

(1a) The ownership of the Indonesian citizen as stipulated under verse (1), in each year after the end
of the fifth year as of production shall not be less than the percentages below: 

a. Sixth year 20% (twenty percent); 

b. Seventh Year 30% (thirty percent); 

c. Eighth Year 37% (thirty seven percent); 

d. Ninth Year 44% (forty four percent); 

e. Tenth Year 51% (Fifty one percent), of all the amount of shares. 

The new regulation specifies that, if an IUP has not achieved the required level of Indonesian
ownership by the required time, a divestment process will commence whereby the equity is first
offered to various government interests ahead of a private Indonesian Investor. 

Structures which have been implemented previously by other foreign mining companies in Indonesia
include: 

1. The dual listing of the parent company which owns the various IUPs on the Indonesian Stock
exchange. This can be used to provide access to additional capital while providing a percentage of
local ownership on top of any pre-existing locally owned direct equity in the individual IUPs. 

2. The listing of a separate vehicle on the Indonesian Stock Exchange owned jointly by the parent 
company and local investors which can hold any additional equity beyond that which may already be
locally owned to meet the overall local ownership requirements. 

3. The sale of direct project (IUP) equity to a suitable Indonesian investor under a trade sale 
arrangement. 
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 Capital structure and directors 
 Table 10. CKA Capital Structure 

 Capital Structure Shares Options
JDC vendors (released from escrow 28th Dec 2011) 210.0  
Placement (Passport at $0.75/sh 13 April 11)  16.0  
Placement (Passport at $0.50/sh 11 November 11)  17.0 8.5 
Placement (Blackrock at A$0.50.sh 12 Dec 11)  40.2  
Payment to Indonesian partner for lease equity  1.0  
Other  126.8 9.4 
Executive Options 32.2 
Total 411.0 50.1 
Board and Management 
Peter & Laura Lynch 55.1 5.5 
Domenic & Sandra Martino 37.1 3.5 
Pat Hanna 25.0 2.5 
TJ Smock (J Middleton) 10.0 11.0 
Total 127.2 32.2  

 Source: CKA 
  

 Board 

 Mr Peter Lynch - Executive Chairman 

Since graduating with a Mining Engineering degree in 1988, Mr Lynch has worked as a mining 
engineer, project manager, mine manager, general manager and and managing director. Prior to his
appointment at Cokal, he was President and CEO of Waratah Coal Inc. 

 

Mr Pat Hanna - Executive Director 

Mr Hanna has over 30 years experience as a coal geologist in Australia and Indonesia. He has 
worked with industry consultants SRK, and also Riversdale in Mozambique. Pat has been involved in 
exploration and evaluation, planning, budgeting and managing drilling programmes, and has authored 
and co-authored numerous coal industry publications.  

 

Mr. Jim Middleton - Managing Director and Chief Executive Officer 

Since 1981 Mr Middleton has held technical, operational, exploration and corporate in the coal 
industry in Australia, and has worked for Coal Allied, Exxon, Glencore, and Xstrata. Prior to joining 
CKA he was Vice President-Mining Operations, Illawarra Coal owned by BHP Billiton. 

 

Mr. Domenic Martino - Non Executive Director 

Mr Martino is a Chartered Accountant and an experienced director of ASX listed companies.
Previously CEO of Deloitte Touch Tohmatsu in Australia, he has significant experience in the
development of "micro-cap" companies. 
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