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Definitive Feasibility Study of the BBM Project Confirms
Viability; Cokal Offers Investors Significant Upside Potential

Executive Summary:
¾ We believe Cokal Limited (“Cokal”, ASX: CKA) presents an opportunity for long‐term investors to
capitalize on the potential upside of the company’s shares, as they look undervalued. We have revised
our target price on Cokal to AU$0.38 based on the summation of the Discounted Cash Flow valuation of
its 60% interest in the Bumi Barito Mineral (BBM) coal project in Indonesia, the recently released
Definitive Feasibility Study on the project, and Cokal’s latest financial results. In our view, Cokal’s shares
are undervalued, as they were traded at a 53% discount to our target price based on April 4, 2014
closing price. We believe investors will have more confidence on Cokal’s prospects once the BBM project
is closer to production. Moreover, Cokal’s other projects in Indonesia, Tanzania and Mozambique could
provide further upside to its valuation should their development schedules become clearer.
¾ First production of coal for BBM expected in 1Q 2015: For the BBM project, Cokal was granted in May
2013 the Production/Operation IUP (license) or Production Mining Lease for a term of 20 years, with
two 10‐year extensions permitted. Based on the Definitive Feasibility Study released last month, final
Forestry Department approval is required before construction of the BBM project can precede. It is
estimated construction will be completed in December 2014, with first production projected in 1Q 2015.
¾ BBM’s Definitive Feasibility Study confirms its viability: The Definitive Feasibility Study for BBM
provides a clear picture on design work to‐date, project development options, as well as cost and
project schedule. Importantly, the study reveals the BBM mine can be developed as a low‐capital‐cost
operation, with moderate to mid‐range operating costs. Moreover, the funding package proposed by
Platinum Partners would be sufficient to fund construction and commissioning of the BBM project. We
believe these positive outcomes should boost investors’ confidence on BBM’s economics and viability.
¾ Significant potential for future growth owing to huge resources: According to the Australian Joint Ore
Reserves Committee (JORC) Code, BBM’s 261 million tonnes (mt) of resources are composed of 10.5 mt
measured, 13.5 mt indicated and 237 mt inferred coal resources. These resources are sufficient to
underwrite the 2‐million‐tonne‐per‐annum (Mtpa) initial opencut production plan. We believe that
further drilling and exploration should increase the resources to support the ongoing growth of Cokal.
¾ Enhance infrastructure access with strategic partnership: Cokal has entered into a 50:50 joint venture
with Meratus Advance Maritime (MDM), part of the Meratus Group in Indonesia, for it to manage the
shallow river barges and tugs designed specifically for BBM. The strategic partnership with MDM brings
expertise required to ensure the success of river barging for transporting Cokal’s coal from BBM in 2015.
¾ Potential upside from newly acquired TBAR project: Cokal has acquired a 75% interest of PT Tambang
Benua Alam Raya (TBAR) project, which is adjacent to BBM in Central Kalimantan, Indonesia. The TBAR
acquisition presents an opportunity for Cokal to achieve further exploration success and allows it to
leverage the infrastructure planned for the development of the adjoining BBM project, reducing capex.
¾ Investment in Cokal is subject to various risks: The risks include: 1) Drop in the global demand for
coking coal and a major decline in coking coal prices due to a global economy slowdown; 2) Policy
changes regarding exports, mining and foreign investment in Indonesia; 3) Delay in production
commencement on BBM; and 4) Higher‐than‐expected capital expenditure (capex) and operating costs.
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I.

Investment Thesis of Cokal

Cokal limited (“Cokal”) is an Australian Securities Exchange listed coal company (ASX: CKA), with a key focus
on metallurgical coal exploration and mining. Cokal’s vision is to build a global metallurgical coal business,
which delivers valuable results to all its stakeholders. Cokal has equity interests in several projects in Central
Kalimantan, Indonesia, including the Bumi Barito Mineral (BBM) project, which covers an area of 14,980
hectares, straddling the Barito River and has numerous outcrops of bright coal. Cokal has also created a joint
venture to explore for coal in Tanzania with Tanzoz Resources Company Limited. However, continued
development of the BBM project remains the key focus for the company currently. We believe the latest
company activities and development have boded well for its profitable growth in the future.
First Production of Coal for BBM Expected in 1Q 2015
Cokal has acquired stakes in several coal exploration projects in Kalimantan, Indonesia. Nonetheless, BBM
remains the focal point for the company, and we believe the probability for BBM to be in production in the
near term is high, given what has evolved in the past few years. In October 2012, the company received its
exploration forestry permit (IPPKH), which allowed the implementation of large‐capacity drilling rigs. In May
2013, BBM was granted a Production IUP (license), with a term of 20 years with two 10‐year extensions
permitted (total 40 years). The license allows the development of a project with output of up to 6 million
tonnes per annum (Mtpa). In January 2013, the company submitted the application for production forestry
permit, which is the last remaining requirement before the construction of BBM can proceed. According to
the latest Definitive Feasibility Study (DFS), it is projected that construction will be completed in December
2014, with first production of coal from BBM scheduled for 1Q 2015.
BBM Project Timeline

Source: Cokal
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BBM’s Definitive Feasibility Study (DFS) Confirms its Viability
In February 2014, Cokal published the Definitive Feasibility Study for its BBM project prepared by Resindo
Resources & Energy Indonesia, which is certified to ISO 9001 Quality Management. The DFS provides a clear
picture on design work to‐date, project development options, costing and project schedule. Significantly, the
study confirms that the BBM mine can be developed to a low‐capital‐cost operation, with moderate to mid‐
range operating costs. We believe this detailed report should give a confidence boost to investors on the
project’s progress, its development and more importantly the economics. (see the Project Economics
section for more details).
Competitive Advantages of Indonesian Coal
From a geographic and cost prospective, Indonesian coking coal players are benefiting from their proximity
to rapidly‐growing markets for steel in Asia – China, India, Korea and Japan. As the coking coal players in
Indonesia are closer to their Asian customers than competition, they are more responsive to demand.
Moreover, their transportation costs are significantly lower than peers elsewhere so that they can price
their coal exports very competitively. Furthermore, Indonesia has a flexible and inland transportation
system, which adds to its competitive advantages.
Cokal’s Project Locations in Indonesia

Source: Cokal
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Access to Key Customers

Comparison of Proximity to Asian Coal Markets*

Source: Cokal

Source: Roleva Energy

Note: *Comparison among major coal ports in Australia (Abbot Pt), Indonesia (Balikpapan) and South Africa (Richards
Bay) in terms of proximity (in nautical miles) to major coal markets in Asia.

Significant Potential for Future Growth owing to Huge Resources
According to the Australian Joint Ore Reserves Committee (JORC) Code, the resources of the BBM project in
multiple seams are comprised of 10.5 million tonnes (mt) measured, 13.5 mt indicated and 237 mt inferred
coal resources, totaling 261 mt. Product split of BBM’s total coal resources is now 90% coking coal and 10%
PCI (pulverized) coal. PCI normally has lower sales values compared to coking coal due to the relative
availability of these two products. The BBM project has sufficient resources to underwrite the 2‐million‐
tonne‐per‐annum (Mtpa) initial opencut production plan. We believe ongoing drilling and exploration to a
larger portion of the coal resources not included in the latest DFS should potentially increase the company’s
resources to sustain its growth going forward.
Resources by Seam and Category

Source: Cokal
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Resources by Category and Depth of Cover

Source: Cokal

Enhance Infrastructure Access with Strategic Partnership
In May 2013, Cokal entered into a 50:50 joint venture with Meratus Advance Maritime (MDM), a river‐
barging company and a part of the Meratus Group in Indonesia. MDM is a well‐respected operator
throughout Indonesia since starting its business in 1957. It has a proven track record and is experienced in
operating on the Barito River, which is a major coal barging river on which BBM is located. The joint venture
owns and manages the shallow river barges and tugs designed specifically for BBM. This strategic
partnership with MDM brings the necessary expertise to Cokal to ensure the success in river barging on the
Barito River when Cokal begins to make deliveries of coal from the BBM project in 2015.
Similar River Baring Operating Elsewhere

MDM Coal Transloader

Source: Cokal

Source: Cokal
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Potential Upside from Newly Acquired TBAR Project
In February 2013, Cokal acquired a 75% interest of the PT Tambang Benua Alam Raya (TBAR) project, which
covers an area of 18,850 hectares and is adjacent to BBM in Central Kalimantan, Indonesia. The initial
geological mapping indicated an abundance of metallurgical coal outcrops in TBAR, with 69 coal outcrops
identified to‐date in about 50% of the area mapped up. The results indicate the potential to define a
significant shallow opencut coal project. Samples analyses point to favorable conditions to coking coal, and
laboratory results also confirm the coal to be metallurgical coal, and more likely to be coking coal. The TBAR
acquisition presents an opportunity for Cokal to add into its coking coal inventory in the region and allows
the company to leverage the infrastructure it has planned to develop for the adjoining BBM project,
reducing capital expenditure and maximizing returns.
BBM – Potential to Increase Resource Size

Source: Cokal
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II.

Financial Information

Income Statement
For 1H ended on December 31, 2013 (fiscal year ending June 30), Cokal’s net losses were AU$3 million. As
Cokal’s coking coal projects have yet to be in production, it had only other income of AU$46,722 mainly
coming from interest income earned in 1H FY2013.
We are forecasting that the BBM project would start contributing earnings to Cokal from FY2015 (ending
June 2016) onward because the BBM project is estimated to commence production in 1Q 2015, according to
the latest Definitive Feasibility Study. We may revise our earnings estimates on Cokal in the future should
there be any changes to the projected production schedules of the BBM project and/or should the
production roadmap for the company’s other projects become clearer.
Earnings Estimates for Cokal during FY2014‐FY2016
Fiscal Year (AU$ mn)
CKA's attributable net profit from the BBM project
Corporate level net income/(loss)
Net profit/(loss)
EPS (AU$)
No. of shares outstanding (mn)

FY2014E FY2015E FY2016E
0
32
94
(7)
(7)
(7)
(7)
26
87
(0.01)
471

0.05
471

0.19
471

Source: Cedrus’ estimates

Balance Sheets
As at December 31, 2013, Cokal had cash and cash equivalents of about AU$6.2 million. The company’s
operations have been funded largely by equity capital raised from share placements as the one to the
Blumont Group Limited. In July, 2013, Cokal announced a private placement to Blumont with 60,057,034
fully paid ordinary shares in Cokal at a price of AU$0.16 per share, raising about AU$9.6 million, before cost.
The placement was issued in five tranches that are in line with the company’s planned drilling and
exploration plans. Blumont (BLUM SP), a Singapore‐based investment company that has expanded its
interests in mining, is listed on the Singapore Exchange.
Share Placement Schedule for Blumont Group Limited

Source: Cokal
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Proposed Funding from Platinum Partners
On March 31, 2014, Cokal announced that it has accepted a proposal for a funding package of up to US$150
million from Platinum Partners. The total amount of the initial finance facility is being finalized but will be in
the order of US$80‐$100 million. The facility also includes a US$3.5 million bridging loan, repayable in six
months, to provide the funding to proceed with the BBM project while the finance facility is being finalized.
The initial funding would be sufficient to finance the construction and commissioning of Cokal’s 2‐million‐
tonne‐per‐annum (Mtpa) BBM project and the company’s general working capital requirements during the
first stage of BBM’s development. The Definitive Feasibility Study estimates that a capital investment of
US$75 million is required for the stage 1 operation of BBM.
The committed finance facility initially in the amount of US$80‐$100 million would be available for two years
from signing of definitive agreements, with interest rate of 13% plus fees. The facility is also subject to a
marketing fee of 3% and royalty of 1% of the gross sales of coal produced from the BBM project. In addition,
100 million warrants with an exercise price of AU$0.20 valid for four years would be issued upon
shareholders’ approval. Final repayment schedule of the facility is to be determined, and what is being
discussed about the repayment period is between two and three years after drawdown. Closing is
conditional on satisfaction of various conditions within six months.
Cokal has also agreed an exclusivity period of 14 weeks from the drawdown of the bridging loan to finalize
the funding arrangements. The company is liable to a break fee of 1.5% of the minimum commitment if the
funding arrangements do not close within that exclusivity period.
According to Cokal’s management, the company has focused on obtaining the final forestry approval. Once
the approval is granted and the proposed financing finalized and executed, Cokal should be able to proceed
rapidly into the construction of the BBM project.
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III.

Valuation

We have revised our target price on Cokal to AU$0.38 based on the summation of the Discounted Cash Flow
(DCF) valuation of the company’s 60% interest in the BBM project, the recently released Definitive Feasibility
Study on the project, and Cokal’s latest financial results. In our view, Cokal’s shares are undervalued, as they
were traded at a discount of 53% to our target price based on the closing price on April 4, 2014. We believe
the market will become more confident on the company once the BBM project is closer to its first
production of coal. We also think that Cokal’s other projects in Indonesia, Tanzania and Mozambique have
the potential to provide further upside to the company’s valuation should their development schedules
become clearer.
Valuation Estimate for Cokal
Valuation for Cokal (ASX: CKA)
BBM project
Add: latest net cash/(debt)
Net asset value (NAV)

CKA's
Stake
60%

Valuation
Method
DCF @ 12%
Company data

NAV per share (AU$)
No. of shares outstanding (mn)
Closing price (AU$) as at April 4, 2014
(Discount)/Premium to NAV in %

At end CY2014
(AU$ mn)
178
3
181
0.38
471
0.180
‐53%

Source: Cedrus’ estimates

Discounted Cash Flow Model for the BBM Project
Calendar Year (US$ mn)
Revenue
Less: cash operating costs
Less: royalties
Less: marketing fee
Cash profit
Less: tax
Free cash flow before capex
CKA's ownership of the BBM project
Attributable Free Cash Flow before capex to CKA
Less: capex borne by CKA
Attributable actual Free Cash Flow to CKA

2014
0
0
0
0
0
0
60%
0
(50)
(50)

2015
304
(130)
(24)
(9)
140
(33)
107
60%
64
(25)
39

2016
304
(142)
(24)
(9)
128
(30)
98
60%
59
(25)
34

2017
292
(154)
(23)
(9)
106
(25)
82
60%
49
0
49

2018
292
(166)
(23)
(9)
94
(22)
73
60%
44
0
44

2019
292
(178)
(23)
(9)
82
(19)
64
60%
38
0
38

2020
292
(190)
(23)
(9)
70
(16)
55
60%
33
0
33

2021
292
(194)
(23)
(9)
66
(15)
52
60%
31
0
31

2022
292
(194)
(23)
(9)
66
(15)
52
56%
29
0
29

2023
292
(194)
(23)
(9)
66
(15)
52
49%
25
0
25

Source: Cedrus’ estimates
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2024
292
(194)
(23)
(9)
66
(15)
52
49%
25
0
25

IV.

Project Economics – Bumi Barito Mineral (BBM)

Details of the Definitive Feasibility Study (DFS)
Cokal has a 60% stake in the BBM project, which covers an area of approximately 14,980 hectares and is
located immediately adjacent to BHP Billiton’s (BHP) Juloi tenement in Central Kalimantan, Indonesia. It is
the major project the company is currently focused on. In February 2014, Cokal released the completed
Definitive Feasibility Study (DFS) prepared by Resindo Resources & Energy Indonesia on the BBM coal
project. The data in the report are encouraging and promising, as the study shows that a capital investment
of only US$75 million (including contract mining and barging) would be required for the 2‐million‐tonne‐per‐
year opencut mining operation. Average cash operating costs (excluding 7% of royalties) are estimated at
US$82 per product tonne for the first five years and $97 per product tonne for life of mine. The coal
resources of 261 million tonnes (mt) at BBM are comprised of 10.5 mt measured, 13.5 mt indicated and 237
mt inferred resources reported in accordance with the 2012 Joint Ore Reserves Committee (JORC) Code.
Approximately 90% of the resources are coking coal and 10% are PCI coal.
According to the DFS, construction of the BBM project is forecast to be completed in December 2014, with
first production from BBM scheduled for 1Q 2015.
BBM, TBAR and BBP Tenements, Indonesia

Source: Cokal
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Premium Quality Coking and PCI Coal
Based on drilling, mine planning and modelling, Cokal has determined the initial blocks to be mined from B,
C and D Seams that do not require beneficiation as noted for the market quality required. However, a
combination of the balance of the mining blocks would require beneficiation to produce an 8% or less ash
products.
The marketing study shows that BBM’s low‐ash, low‐volatile, low‐sulphur, low‐phosphorus coking coal
would command a high value as a blending feed in the premium coking coal market. In addition, the low
insitu‐ash allows direct shipping potential, reducing operating expenses and capital expenditure.
Product Quality – B, C, D Seams Premium Coking Coal

Source: Cokal

Product Quality – J Seam Premium Coking Coal

Source: Cokal

Product Quality – BBM PCI Product Coal

Source: Cokal
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Capital Expenditure
In accordance with the most recent Definitive Feasibility Study (DFS), the BBM project is considered to be
developed in two stages. For stage one, annual targeted production is 2 million tonnes, and the production
rate target is planned to be achieved by 1Q 2015. Total estimated capital expenditure (capex) for stage one,
including developing a coal handling preparation plant (CHPP), a haulage road and all necessary transport
and site infrastructure, is US$75 million, assuming mining, barging and hauling equipment will be provided
by the respective contractors. At the moment, there is no definite production schedule for stage two of the
BBM project, but its operation can be expanded up to 6 million tonnes per annum in the future.
Estimated Capital Expenditure
Development Capital for Stage 1
To start production
Enhancement capital
Total

US$ mn
50
25
75

Source: Cokal

Operating Expenditure
According to the latest DFS, the estimated cash operating cost will be US$65 per tonne for the first year,
US$82 per tonne on average for the first five years, and US$97 per tonne on average over the life of the
mine. The estimated free on board cash operating costs have not adjusted for inflation and excluded
royalties of 7% as well as on the assumption that mining, hauling and barging equipment will be supplied by
the contractors.
Coal mined and processed at BBM will be transported roughly 774 kilometers (km) from the mine site to an
ocean‐going vessel at Taboneo in the Java Sea. Transportation will involve four stages, including truck,
shallow draft barges, ocean‐going barges to the open‐sea anchorage at Taboneo in the Java Sea, and a
floating crane trans‐shipper to an ocean‐going vessel.
Estimated Operating Costs per Tonne Produced (Excluding Royalties)
Average Cash Operating Cost US$/ tonne
Year 1
65
First 5 years
82
Life of mine
97
Source: Cokal
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Proposed Coal Transport Route (Full Production)

Source: Cokal
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V.

Risks

As coking coal is a key raw material for 70% of the world’s steel industry, a decline in the global steel
demand due to a slowdown in the economy worldwide would hurt the demand and prices of coking coal.
Cokal’s earnings are highly sensitive to changes in coking coal prices. Therefore, a slowdown in the global
economy could potentially impair Cokal’s earnings significantly. However, in case there is a further
deceleration in the global economy, we believe Cokal would be in a better shape than most of its global
peers, as the estimated cash operating costs of its BBM project rank at the low end of the global cost curve.
In our view, company‐specific risks for Cokal include the following:
(a) Delay in the production commencement of the BBM project;
(b) Higher‐than‐expected cash operating costs and capital expenditure;
(b) lower‐than‐expected production volume; and
(c) Unexpected policy changes with respect to exports, mining and/or foreign investment in Indonesia.
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IMPORTANT DISCLOSURES
STOCK OWNERSHIP AND CONFLICT OF INTEREST DISCLOSURE
• Neither Thomas Kenny nor the rest of the research team or their households is an owner of Cokal Limited
common shares.
Cedrus Investments Ltd. (“Cedrus”) does and seeks to do business with companies covered in research reports
distributed by Cedrus, and Cedrus may or may not be an investor of the subject company and may have investment
banking relationship with the subject company. As a result, investors should be aware that the firm may have a conflict
of interest that could affect the objectivity of this report. Cedrus will identify such companies in the reports of the
companies covered. Therefore, investors should consider this report as only a single factor in making their investment
decision.
Cedrus will receive or has received compensation for investment banking services provided within the past 12 months
from Cokal Limited.
Cedrus will receive or has received within the past 12 months compensation from Cokal Limited.
ANALYST CERTIFICATION
Thomas Kenny and Natalie Chan hereby certify that the views expressed in this research report accurately reflect their
personal views about the subject companies and their securities. They also certify that they have not been, and will not
be, receiving direct or indirect compensation in exchange for expressing the specific recommendations in this report.
For additional information, please send an e‐mail to information@cedrusinvestments.com
For private circulation only. This report is prepared by Cedrus and is for informational purposes only and is not intended to be, nor should it be
construed to be, an advertisement or an offer or a solicitation of an offer to buy or sell any securities. The information herein, or upon which
opinions have been based, has been obtained from sources believed to be reliable, but no representations, express or implied, or guarantees, can be
made as to their accuracy, timeliness or completeness. The information and opinions in this report are current as of the date of the report. We do
not endeavor to update any changes to the information and opinions in this report. Unless otherwise stated, all views expressed herein (including
estimates or forecasts) are solely those of our research department and subject to change without notice.
This report does not take into account the specific investment objectives, financial situation, and the particular needs of any specific company that
may receive it. Before acting on any advice or recommendation in this report, companies should consider whether it is suitable for their own
particular circumstances. The value of securities mentioned in this report and income from them may go up or down, and investors may realize
losses on any investments. Past performance is not a guide to future performance. Future terms are not guaranteed, and a loss of original capital
may occur.
Neither the analysts responsible for this report nor any related household members are officers, directors, or advisory board members of any
covered company. No one at a covered company is on the Board of Directors of Cedrus or its affiliates. The compensation for the analysts who
prepare reports is determined exclusively by senior management. Analyst compensation is not based on investment banking revenues; however,
compensation may relate to the revenues of Cedrus as a whole, of which investment banking, sales and trading are a part.
Cedrus does engage in investment banking. Cedrus does trade securities on a principal basis; however, Cedrus’ research analysts are not prohibited
from owning securities they cover through Research Reports.
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