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High quality coal, high quality team. Due a re-rating.

Recommendation: Spec’ Buy

Our View

Summary (AUD)

Near term metallurgical coal producer, Cokal, gained a major Indonesian partner
in the form of Aahana in 2019. Aahana’s acquisition appears to have been a
watershed for Cokal, with significant progress since. While the market remains
skeptical, Cokal has turned over a new page in the development of BBM in our
view, making past performance largely irrelevant.

Market Capitalisation

Cokal Limited (CKA, “Cokal”) holds a controlling interest in a large metallurgical
coal deposit (BBM) in Indonesia with extremely good coking properties and
exceptionally low trace impurities. These low impurities are likely to make the coal
increasingly sought after in our view and we think this largely mitigates product
marketing risk.

Share price graph (AUD)

$43M

Share price

$0.047

52 week low

$0.022

52 week high

$0.06

We initiate coverage on Cokal Limited (CKA) with a Speculative Buy
recommendation and a Price Target of $0.14 per share, based on NPV, with a rerating expected following consistent production.

Key Points
Cokal was previously defined by its challenging logistics pathway, slow
development progress and perceived Indonesian sovereign risk. With the 2019
backing of an experienced Indonesian producer, Cokal is now making good
progress, which has not been reflected in the share price. We expect the market
to re-rate Cokal with the demonstration of consistent production.
Haul road discovery de-risks logistics

•

The BBM project is very remote. It is a long way up-river in Indonesia.
However, that is through the lens of Australian coal production, which is
generally railed a short distance to port. Globally, a short path to port is
unusual. River barging is not new in Indonesia. Nonetheless, the project is
much more a logistics challenge than a mining challenge.

•

Barging along the upper Barito River was successfully demonstrated through
trial mining at BBM Anak. Nonetheless, the late 2019 discovery of an
abandoned haul road de-risks BBM.

Aahana backing has changed the game, but so far the market hasn’t noticed

•

The BBM project has undeniably had a long gestation, but has avoided a fairly
brutal coal market downturn in that time and has seen the importance of low
impurities in the market increase, despite near-term COVID-19 concerns.

•

The progress at CKA since Aahana became involved has been exceptional.
CKA’s history has seen the market remain skeptical. In our view, this is now
unjustified and CKA will be re-rated.

Contractor funding reduces financing challenge

•

Development and pre-stripping is now to be funded largely by contractors, with
CKA to repay these costs over a four to five year period.

TBAR project an under-appreciated (by the market) asset

•

The TBAR tenement adjoins the BBM tenement and is larger. CKA holds 75%
of TBAR, and the project would benefit from infrastructure developed, and
logistics proven, for the BBM project. The market doesn’t yet value it, but
TBAR could be worth more than BBM. Particularly to Cokal.
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New team…old rating
In a major positive for CKA, entire Cokal team is new. New staff were recruited using the network and contacts of a Bayan
Resources co-founder. CKA has now established an impressive team for the development and operation of BBM and, while the
market appears to be doing so, it should not be judged by its past performance.
In late 2019, CKA announced a Term Sheet (with the barging contractor) and an MOU (with China Rail 21st Bureau Group
Engineering Co. [a subsidiary of China Rail Construction Corporation, CRCC]) for infrastructure and production development. The
MOU has China Rail agreeing to fund 50% of these costs. We understand the final formal percentage could be as high as 80%.
CKA is not new to non-binding MOUs and the market was clearly skeptical of these proceeding to binding contracts. Again, we
were of the view that the new Cokal is not the old Cokal - we do expect binding contracts to result. CKA has since called for
tenders (inviting five Tier 1 companies to respond), with tenders received on April 15, 2020, and award of tenders expected shortly
and project development to follow, with first production early in 2020.
The CEO, Jim Coleman, is heavily incentivised to develop the BBM operation, with a total of 19m options vesting on various
barging and production thresholds. At the November 2019 AGM, shareholders approved the issue of shares in lieu of cash salary
(with respect to 11 months’, or A$229,167) payable to the CEO, at the greater of A$0.07 per share (well above the current price
and the price at the time) and the 20 day VWAP, internal endorsement of an expected re-rating.
In our opinion CKA is well placed to successfully commence production in the new year, with the refreshed team having depth of
experience both in mining and in Indonesia. Despite this, the market appears to be pricing the Company with the same scepticism
it applied to the Cokal of old. It appears the market will need to be shown reliable, cash flow positive production prior to any rerating, but we do expect a re-rating to occur.
A fresh start, or the start of something?

The Company now has Aahana Mineral Resources SDN BHD (AMR), associate company of Aahana Global Resources &
Investment Pte Ltd (AGRI)] as a major shareholder (20%) in the Company (with two Board seats), and a de-facto project partner
in the development of the BBM project.
To that end, AGRI advised CKA that their interest was not limited to financial investment. AGRI signaled its intention to use its
experience operating remote area coal mines in Indonesia to benefit CKA and to assist in arranging financing.
This is likely to prove critical and continue to facilitate the rapid development of the project, despite previous delays. The largest
shareholder of Aahana is Eddie Chin (Wai Fong Chin), co-founder of A$4.1b Bayan Resources, listed on the Jakarta stock
exchange (BYAN.JK).
Bayan Resources is a successful thermal coal company, with no metallurgical coal production to speak of. The major shareholding
of Aahana either acts as a blocking stake to any future takeover attempt, or as a substantial starting stake, depending on your
view. Regardless, CKA’s major shareholder has the contacts, experience and financial capability to ensure CKA’s success. In our
view, the ASX market will always discount the Company’s assets due to a perceived Indonesian country risk and novel (to the
Australian market) logistics, providing an arbitrage in value to any Indonesian corporate (at an 8% discount rate our valuation
increases 46% to A$0.20/share).
The top 20 shareholders held 58.45% of Cokal in August 2019. An unsolicited takeover attempt was made in 2015, but this lapsed
after the bidder, Cakra, ran into internal “commercial issues”. Operating cashflows are now a relatively near-term prospect, with
first production expected in 2021, ramping up to full operating scale over the following three years, with meaningful cash build
occurring from FY22 on.
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High Quality coal – likely to be increasingly sought after
Cokal’s BBM project has demonstrated very strong coking qualities, and importantly also demonstrates a very low level of
impurities, as shown in the table of average values below:
Scenario

Coking–B, C, D Seams
Coking - J Seam
PCI

Ash
(% adb)

CSN

8.0
8.0
8.0

8
9
1

Volatile
Matter
(% adb)
14.0
17.4
10.2

Sulphur
(% adb)

Phosphorous
(% adb)

0.33
0.38
0.40

0.001
0.008
0.002

Calorific
Value
(kcal/kg adb)
8,020
7,600
7,985

Fixed Carbon
(% adb)
77.6
69.9
81.3

Note that the extremely low levels of phosphorous (outlined) in the BBM coal should make it a sought-after blending coal, in our
view. Essentially too good to use on its own, BBM coal will allow continued use of premium coking and PCI coals with phosphorous
levels above 0.1%. This low level of impurities is an important attribute, and we expect it to make BBM coal highly marketable as
a blending feed.
Phosphorous leads to the production of brittle steel and is therefore undesirable in input coals for the steelmaking process. As
iron ore production has increased, phosphorus levels within the iron ore have also generally increased. This increase in
phosphorus in iron ore makes end users more sensitive to phosphorus levels in coal inputs. A phosphorous level of 0.1% is
roughly the cut-off. Well-established brands of Australian PCI are currently actively blending product coals to achieve this limit or
are being forced to deliver coal slightly above this level.
Phosphorous is generally intrinsic to the coal and is not removed via additional or more intensive washing. It is also is not an
impurity that is dealt with via a benchmark discount. It is a binary decision for the end user - they can either use coal with
phosphorous at that level or they cannot. It is dealt with via shipment rejection not a price discount on the shipment.
To accept high phosphorous coal requires a de-phos plant, which necessitates further capital expenditure, additional operating
costs, and additional CO2 emissions. In a world in which BHP has declared its intention to set targets for Scope 3 emissions (i.e.
the emissions produced by customers) the additional emissions of operating a de-phos’ plant are likely to further increase the
attractiveness of Cokal’s low-phosphorous coal.
It is therefore not surprising to us that Sojitz has a Letter of Intent in place with CKA for the marketing of the Company’s
metallurgical coal, particularly its PCI coal, which Sojitz is considering marketing primarily in Japan, Korea, India, China and
Vietnam.
CKA has yet to establish “brands” for its premium PCI and coking coals. We would expect CKA to accept a discount while the
brands are being established, but once established, the coal quality is such that we could see a premium being commanded.
CKA would be producing relatively low volumes of PCI on an on-going basis. Domestic sales of PCI would likely be delivered in
the river, reducing logistics costs for CKA. Despite this, CKA could likely charge a premium price, whilst still offering its customer
a lower delivered price than received through current international sources.
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Balance sheet risk removed – debt converted to production payments
As at 31 December 2019 Cokal had debt (as a current liability) of US$9.3m on its balance sheet. For a pre-production company
that would typically represent a red flag.
CKA had previously announced (28 November 2018) that it had successfully secured a production based repayment mechanism
(US$1/t at prices below US$100/t and 1% on prices above US$100/t) for the US$2m in debt provided by PT Bara Mineral Asri
(BMA). Technically, the debt remains, but it is now only repayable from production proceeds.
The Company had also converted one third of the Platinum loans into a royalty (announced 29 November 2018, 1% of coal
revenue up to a maximum royalty amount of US$40m). The remainder was to convert on achieving modest production (not sales)
levels for three consecutive months by 31 July 2020. This requirement was waived on assignment of the debt to Alpine Investment
Holdings (4 May 2020), at which time it was converted to a royalty on the basis of US$2/t of coal from TBAR and BBM or
US$10,000 per month (whichever is greater). While the maximum amount payable (US$40m) is well in excess of the original debt
value, in this case the debt ceases to exist and has been exchanged for the royalty.
Note that CKA still owes the tenement vendors at BBM a Deferred Consideration payment of US$10m. This is payable on either
the completion of a substantial fundraising or substantial production from BBM. However, this Deferred Consideration is payable
to one of the minority holders of BBM. CKA has met costs for the BBM project to date, with a debt accumulating at the JV level,
payable by the minority holders to CKA. As a result, the Deferred Consideration due to the vendor is likely to be offset by the debt
owed to CKA for project activities to date, and we model it as such.
Despite the above, given Cokal’s obvious comfort with debt, and the fact that any new debt would be used to facilitate imminent
cash flow, we assume debt funding is taken on to finance the development of BBM. It now appears that development costs will
be largely funded by contractors (a big win for CKA shareholders), with the ensuing debt to these contractors to be repaid over
four to five years (we assume four in our modelling).
For simplicity, in our modelling we assume a total of US$7m of debt is taken on by the end of FY21. Even after the assumption
that this debt is repaid over just two years, starting in FY22, we still estimate a substantial closing cash balance for the Company
at the end of FY24. Even under our bear commodity price scenario, we estimate the Company would end FY24 with a comfortable
cash balance. Forecast earnings are negligible until FY22 when forecast EBITDA increases to US$37m on forecast attributable
sales of 0.73mt (up from 0.08mt the prior year), rising to US$62m in FY23 on forecast attributable sales of 1.1mt.
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Indonesian Focus

Figure 1: The Location of the Company’s Indonesian projects

The Company’s key development project is the BBM open pit project, with a JORC (2012) compliant resource and reserve
estimates, and with all production permits in place for the commencement of production. The requirement for the haul road from
BBM to Purnama Port (Figure 1) has been eliminated since the updated Definitive Feasibility Study (DFS) was delivered (in 2016).
Trial mining, in the form of the BBM Anak project has been completed, demonstrating the navigability of the upper Barito River,
but also highlighting that low river levels can occur during the “wet” re-enforcing the challenge of achieving consistent shipments
from such a remote location. The discovery of the forestry road providing a secondary export pathway fundamentally changes the
risk profile of the project, in our view.
The Company also delivered a positive Scoping Study on underground mining at BBM in 2016, pointing to a potential underground
resource of 67mt at BBM. There have not been any follow up announcements regarding the underground project, despite a
recommendation that the project proceed to a pre-feasibility study.
However, as Figure 1 shows, CKA does have other Indonesian projects:
TBAR (Cokal 75%, Tambang Benua Alam Raya) Exploration project: - covers an exploration area of 18,850ha with
over 80% of the license area available for Exploration – subject to the issue of an exploration forestry permit
(submitted in 2014). The project area is contiguous with BBM and CKA has the not unreasonable expectation that
premium coking coal seams continue into TBAR. Outcrop mapping indicates a reasonably large coking coal deposit
may be found in this tenement.
This tenement has been included in the production royalty for debt swap, agreed to by Platinum, which suggests
that this is likely the most advanced of CKA’s other “projects”. In our view, it is also the project most likely to deliver
upside to an acquirer. Post the lapsed takeover offer by Cakra in 2015, the value of BBM open pit is relatively well
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understood. However, TBAR, despite being at an earlier stage than BBM, could have a long-term value to an
acquirer well above that currently attributed by the Australian market.
We note that the TBAR project could exploit any infrastructure built for the BBM project. Following its recent
extension, CKA has a further two years to explore this tenement.
BBP (Cokal 60%, Borneo Bara Prima): - covers an exploration area of 13,000ha. A promising large-scale area that
has been subjected to only limited exploration to date. We see this project as a much lower priority for CKA.
AAK (Cokal 75%, Anugerah Alam Katingan): – covers 5,000ha with five coal outcrops identified. Laboratory analysis
of one sample suggests an export quality anthracite. Again, this is a much lower priority, in our view.

The BBM Project (CKA 60%)
CKA’s flagship project, BBM (Bumi Barito Mineral) is 60% owned by the Company, with 40% held by minorities, including
Indonesian owners and an Indian consortium. The JV partners have been free-carried to-date and will repay this JV debt from
project cashflows, ensuring 100% of early project cashflows will flow to CKA, and offsetting the deferred purchase consideration
that remains outstanding. We believe that the current JV debt payable to CKA is approximately US$25m.

Figure 2: Details of the BBM project

Cokal completed a Definitive Feasibility Study on BBM in 2014 and produced an updated DFS in 2016. Despite the update, the
scope has since evolved. CEO, Jim Coleman (appointed July 2018), replaced the proposed 55km haul road (linking the project
to the previously proposed river port) with increased river barging. This change has been demonstrated to be viable through
successful trial mining shipment from BBM Anak.
The Company has recently revised its five year mining plan to re-focus on initial coking coal production. Additionally, the Company
will be testing to see if it can reduce ash levels (from ~13% ROM to ~7%) in the coking coal through dry screening to remove the
carbonaceous mudstone partings rather than more costly and complex wet washing.
Production development work is expected to commence in the December quarter of 2020. Initial production is target from Pit 3,
delivering coking coal via seam J, with a simple beneficiation plant required (simpler and therefore cheaper, than that envisaged
during the DFS, even if dry screening trials are unsuccessful).
Pits 1 and 2 contain seams B, C and D, which do not require beneficiation. Pit 1 coal seams range from PCI in the south to coking
coal in the north. CKA expects to mine PCI coal from Pit 1 and Pit 2, but will be starting PCI production at Pit 2 since it is closer
to the location of the new barge loading port.
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As it was, the updated DFS results published in 2019 did not provide a great deal of granularity around capital estimates. Frankly,
the project’s parameters appear to have changed sufficiently that even the “updated” DFS is of only theoretical interest. For
example, management have suggested removing the 55km of haul road represents a US$26m capital saving and delivers reduced
operating costs. That represents more than 50% of the capital required to start production according to the updated DFS. With
the in-country experience the Aahana representatives we would expect operating costs outlined in the reserve report to prove
upper bounds. Following discussions with management we have modelled the production, cost and capital profile as shown in
Figures 3 - 5.

2.5

Million Tonnes

2.0

1.5
1.0
0.5
0.0
FY21 FY22 FY23 FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31
PCI
HCC
Figure 3: Modelled production at the BBM project (100% basis)

Cokal completed trial mining at the BBM Anak project (10kt) in 2018. The Company expects to commence coal production in
CY21, with initial coking coal (targeting 646kt ROM) ramping up to full production of ~1.9Mtpa ROM) by year three. Production of
PCI, from Pit 2, is targeted for January 2022. First year PCI production (year two of mining) is targeted at 214kt, ramping up to
376ktpa by year four. Ramped up saleable production of ~2mtpa combined coking coal and PCI would therefore be achieved after
four years. With a corporate history of non-delivery of targets, we expect this ramp up profile represents a worst-case development
timeline which the new team hopes to better.
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Capital (US$m)

We conservatively model development capital of US$30m (100% basis). Our modelled project capital profile for the project is
shown in Figure 4 below.
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Project Capital (US$m, 100% basis)
Figure 4: Upfront project capital at the BBM project (100% basis)

Note that development of BBM now requires very little upfront capital from CKA, with upfront capital costs largely being born by
contractors.
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Given this development, we have deferred capital costs by one year and spread them over the following four years in our model
(we assume that principal is repaid by CKA over four years). Figure 5 shows our modelled attributable capital (including sustaining
capital) and operating costs (excluding royalties, marketing and administration, and rehabilitation) schedule:

FY21 FY22 FY23 FY24 FY25 FY26 FY27 FY28 FY29 FY30 FY31
Project Capital (US$m, attrib')

Cash operating costs (US$/t)

Figure 5: Modelled project capital (incl. contractor repayments) and cash operating costs
(product) at the BBM project (attributable)
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Logistics – river barging
As is common practice in Indonesia, Cokal intends to barge product coal down the (Barito) river. The Barito River is very wide
(again common in Indonesia) offering more than enough room for barge operation. The constraint is river depth rather than river
width, and, as shown by the trial mining project, this can prove a constraint in the upper reaches of the river even during the “wet”
season. CKA has identified 28 locations to be dredged to improve year-round navigability in a 75m wide barging channel. The
discovery of the haul road to the Bumban jetty has allowed the initial logistics strategy to bypass these obstacles, which are
upstream of Bumban.
Initial barging will commence with two single unit self-propelled barges (increasing to 12 as production ramps up) and will transfer
to conventional 8,000t barges downstream of the Muara Teweh Bridge (~110km downstream). Single self-propelled barges of the
type designed are far more responsive to steering inputs than the more traditional towed barges currently in use on the river. This
materially reduces the risk of river groundings compared with the four-unit push barges initially proposed and conventional towed
barges.

Figure 6: Proposed barge design

CKA has developed a barging plan that will see barges capable of carrying ~3,000 of product coal in 3m depth of water or a
reduced ~2,000t in 2m depth if required. Barging is generally lower cost than road or rail haulage as the river flow partially powers
the movement of the product with power needed to overcome the flow on the return trip when the barges are empty.
Push barges are far more responsive to steering inputs than more traditional towed barges. CKA’s proposed barges (Figure 6)
will be 100m long, powered and steered by deck mounted azimuth thrusters with bow thrusters to facilitate control around bridges
and where the river channel is narrow. Each barge is very maneuverable, able to rotate in little more than its own length.

Figure 7: Example shallow draft barge

Air draft, or the space between the surface of the river and the bottom of bridges is another common Indonesian constraint that
needs to be met, and becomes more of an issue during the wet season. For this reason, the communications mast (Figure 6)
can be lowered to reduce air draft to pass under bridges during flood phases of the river.
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Logistics – haul road
During the September quarter 2019 CKA identified an abandoned forestry road, with an existing road base that is still suitable for
hauling. The 48km road is overgrown (Figure 8 below), but once cleared will be 10-11m wide and (post refurbishment) will give
the Company a diversity of export routes from the mine site. CKA has received the required permitting for the use of these haul
roads.

Figure 8: Unused and overgrown, but road remains in place

This road links with a second forestry road (Figure 9 below), which is currently in use for both coal and logging transport and which
traverses a further 45km to the existing river port at Bumban.

Figure 9: Forestry road in “as used” condition

Based on the 2017 Reserve Update costs of US$0.12/t/km given for the originally planned 55km haul road, road haulage to this
point (~93km) would be likely to cost US$11.16/t, ameliorated by reduced barging distances and therefore costs.
Regardless, it is low cost to ensure security of supply to potential customers and it substantially de-risks logistics for CKA by
avoiding the most challenging portion of the Barito River. For many customers, security of supply would likely be a binary, threshold
criterion, in evaluation of potential suppliers. The total 93km road distance bypasses 160km of the upper Barito River, the most
challenging section for barging (see Figure 10). Downstream of the Bumban Port the river is in regular use, with conventional
barges. Utilising shallow draft barges the Company expects to be able to undertake barging throughout the year, from this location.
The Company expects to operate both export pathways in parallel, flexing volumes with river level. In practice we suspect priority
will be given to the haul road outside the wet season as it neatly sidesteps Cokal’s key logistics challenge.
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Figure 10: Forestry roads bypass 160km of the upper Barito River

CKA Valuation – A$0.12/share
We use a sum of the parts NPV valuation for CKA, with a 13.24% (Real, the midpoint of the range used by BDO in its 2015
Independent Expert’s Report) discount rate delivering a Base Case valuation estimate at A$0.138/share. Our bull valuation is
A$0.218/share. Our bear valuation is A$0.086/share. Note Cokal has adopted the USD as its functional and reporting currency
and these valuations are USD valuations converted at the spot AUD: USD exchange rate of 0.713.

BBM Open Pit Project (CKA 60%)
BBM Underground project (CKA 60%)
TBAR (CKA 75%)
Other Regional Indonesian projects
Corporate Costs
Cash & Other*
Total

Unrisked NPV (US$m)

Risked NPV (U$m)

US$97.8m
US$13.8m
US$68.4m

US$73.4m (risked to 75%)
US$2.8m (risked to 20%)
US$27.4m (risked to 40%)

US$4.9m
-US$13.1m
US$5.1m
US$177m, (A$248m, A$0.24/share)
US$100m, (A$141m, A$0.14/share)

*Note as we include production royalties (for debt conversion) in our valuation of BBM we have removed existing debt from our
NPV calculation for the Company.

TAYLOR COLLISON LTD. www.taylorcollison.com.au
ABN 53008172450 AFSL 247083
11

Cokal Limited (CKA)
22 July 2020

BBM Open pit– A$0.10/share - modelling a contractor funded, coking coal focussed option
In valuing the BBM open pit project, we have assumed the production and cost profile shown in CKA’s presentation of June 2020,
with first production (coking coal) modelled in the MarQ21 and modest first year (saleable) production of 0.54mt, ramping up to
saleable coking coal production of 1.6mtpa over three years. In addition, PCI coal production commences in 2022, with first year
saleable production of 214kt, ramping up to 376kt over three years. Once ramped up, combined saleable production is ~2mtpa.
All PCI coal is treated as bypass coal with a 100% yield. We apply an 84% yield to coking coal.
We assume average cash costs of US$76/t over the first five years and US$88/t over the life of mine (pre-royalties, excluding
marketing and administration and rehabilitation). We model total costs at US$102/t over the first five years and US$110/t over the
life of mine. In our view, costs used in the reserve estimation are likely to prove pessimistic.
We model combined LOM ROM throughput, of 20.1mt, just below the published ROM reserve. Since PCI coal has a 100% yield,
our modelled 4.1mt LOM ROM production is in line with the PCI product reserve of 4.1mt. Our modelled ROM coking coal of
16.1mt is in line with the implicit ROM coking coal reserve of 16.1mt, and gives LOM coking coal product of 13.5mt using an 84%
processing yield, slightly above the 12.8mt derived in the reserve estimation.
On this basis, we model the BBM open pit project (60% basis) at US$97.8m unrisked, which we risk to 75% pending development,
giving a risked valuation of US$73.4m. At spot FX this represents A$103m, A$0.10/share.

BBM underground – A$0.004/share – a logical extension, but not necessarily next…
This is an early stage concept, with a successful Scoping Study completed in 2016. The Scoping Study pointed to a potential
underground resource of 67mt at BBM. In valuing the project, we take the EV/t applied by the market to the BBM resource
(A$0.31/t) and apply this to CKA’s attributable interest in a potential 67mt resource (40.2mt). This gives an unrisked valuation of
US$13.8m. Due to the early nature of this project we risk this to just 20% (i.e. discounted by 80%) to US$2.8m (A$3.9m,
A$0.004/share).

Figure 11: Potential underground resource area at BBM for D seam
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Figure 12: Potential underground resource area at BBM for J seam

TBAR – A$0.04/share – a likely prize to an acquirer
The TBAR tenement adjoins the BBM tenement. While no studies on the TBAR tenement have been released, it has been included
in the Platinum production royalty, and its location, contiguous with BBM suggests it may be the next most likely project for
development. The tenement scale suggests it could ultimately prove more valuable than BBM, and CKA’s higher ownership
interest in the project suggests it could certainly prove more valuable to CKA.
To obtain an order of magnitude valuation we have again taken the EV/t applied by the market to BBM (A$0.34/t) and applied it
to TBAR, making the assumption that CKA successfully estimates an identical resource to BBM (266.6mt, likely conservative
given TBAR’s larger area) resulting in a higher attributable resource (199.95mt) as CKA has a 75% interest in this project. This
gives an unrisked value of US$68.4m. Again, the early stage of this tenement sees us discount the valuation to just 40%, or
US$27.4m, or A$0.038 per share.
Given the slow rate of development for the BBM project and the lack of a resource estimate at TBAR, it is not surprising the market
does not attribute much (if any) value to the project, but it could prove to be the jewel in Cokal’s crown in the long term.
It is worth noting that our valuation for TBAR builds in the market’s skepticism to CKA, and this is likely to be reduced once BBM
is successfully brought into production. We also note that TBAR would benefit from all the logistics work and infrastructure put in
place for BBM. In our view, for CKA the project value for BBM is in the demonstration of the logistics solution rather than in mining.
In that regard, successful mining and export from BBM will materially de-risk TBAR, thereby materially increasing the unrisked
valuation for the project. None of which the market is willing to pay for…yet.
As an indicator of potential value, at a market price per CKA share of A$0.08, and removing the risk discount, our indicative
valuation for TBAR would increase by ~330% to A$0.15/share.
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Figure 13: The TBAR tenement and the contiguous BBM tenement

Indonesian Exploration – A$0.007/share – offer long term optionality only
Cokal’s other Indonesian projects are early stage and lower priority. The Board “de-recognised” the exploration assets for the
Company’s additional Indonesian projects during 2017. Given the quality of the metallurgical coal in BBM, we consider it likely
that these projects will ultimately deliver value to CKA shareholders. We ascribe a nominal exploration value of 5% of the valuation
of BBM to them (US$4.9m). At spot FX, this is A$0.007/share.

Corporate Costs – (A$0.02/share) – a long life impost
We maintain corporate expenses to 2031, leading to a discounted corporate impost of US$13m (A$18.3m, A$0.02/share at spot
FX) on our valuation for the Company.
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Coal Prices and FX
Our base case largely adopts Bloomberg consensus pricing, but there is a clear gap between consensus price forecasts and the
near-term forward curve. For this reason, we use a 50:50 blend of consensus and the CY20 forward curve in CY21, with consensus
estimates used beyond this and with long term pricing applying from DecH 2023 onwards.
We have generally assumed that PCI achieves 75% of the premium coking coal price. There is short term variation in this figure
(for example, the 2019 average was 62%) and we have therefor assumed a more punitive 62% ratio in 2020, but over the longer
term it provides a reasonable estimate, and this was the assumption used in CKA’s DFS and its estimation of reserves, although
BDO used 80% in its 2015 IER report.
Cokal’s reserve estimation was based around a premium coking coal price of US$150/t while a long-term premium coking coal
price of US$172/t was used in the DFS.
Scenario
Base
Case
Bull
Case
Bear
case

CKA NPV
A$/share*
0.138
0.218
0.086

Coal type
Coking
(US$/t)
Coking
(US$/t)
Coking
(US$/t)

JunH
2021
133

DecH
2021
136

JunH
2022
152

DecH
2022
152

JunH
2023
160

Long
Term
160

166

176

212

247

255

184

113

108

114

106

112

136

*Note this is a US$NPV converted at the spot AUD: USD FX rate

Our valuation scenarios make no changes to assumed capital or operating costs and only alter the revenue line. We also not that
only the valuation for BBM is impacted by the price scenario employed. Valuations for BBM underground and TBAR are derived
from EV/t calculations and are not impacted by varying commodity prices.
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Coal Resource
In 2016, CKA published an updated JORC resource estimate for the BBM project (100% basis, JORC 2012 code compliant). The
BBM project contains four target seams, three of which (seams B, C and D) have sufficiently low in-situ ash measurements
(average ~4%) that they are considered to constitute Direct Ship coals, with no washing required.
The total project JORC resource estimate is 266.6mt, comprised of 90% coking coal and 10% PCI coal. Note that CKA owns 60%
of the BBM project, delivering an attributable project resource of 160mt.
BBM Project - JORC Resource estimate (100% basis)

Seam
name

Seam
Thickness
(m)
1.33
1.34
1.23
1.10

J
D
C
B
Total

Measured
Resources
(Mt)
10.50
3.53
2.62
2.85
19.50

Indicated Resources

(%)
53.8
18.1
13.4
14.6

(Mt)
13.5
3.5
3.1
3.0
23.1

(%)
58.4
15.1
13.4
13.0

Inferred Resources

(Mt)
31
70
66
57
224

(%)
13.8
31.3
29.5
25.5

Total Resources

(Mt)
55.00
77.03
71.72
62.85
266.6

(%)
20.6
28.9
26.9
23.6

As the table above shows, the Resource is reasonably evenly split across the four seams on an overall basis, with the D seam
contributing slightly more at 28.9%. However, in the Measured category, the J seam (by far the shallowest of the four seams)
contributes over half the resource at 53.8%.
Unsurprisingly the resource confidence level decreases with depth, with the first 100m delivering 88.1% of the Measured resource,
but with 55% of the Inferred resource occurring at depths greater than 300m.

Coal Reserve
BBM - JORC Reserve estimate (100% basis)

In 2017, CKA published a reserve estimate for the BBM project of 20.2mt ROM, delivering 16.9mt of marketable product, giving
an assumed yield of 83.7% overall. The reserve estimated 12.8mt of coking coal product and 4.1mt of PCI product, using coal
prices of US$150/t and US$112/t respectively, and based upon the cost assumptions established in the project DFS.

ROM Coal
Prov.
(Mt)
13.0

Prob.
(Mt)
7.2

P&P
(Mt)
20.2

Coking Coal
Prov.
Prob.
(Mt)
(Mt)
8.5
4.3

P&P
(Mt)
12.8

Marketable (Product) Coal
PCI Coal
Prov.
Prob.
P&P
(Mt)
(Mt)
(Mt)
2.4
1.7
4.1

Total Marketable
Prov.
Prob.
P&P
(Mt)
(Mt)
(Mt)
10.9
6.0
16.9
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The J seam is the largest contributor to reserves. A doubling of the assumed sales price for coking coal from US$120/t to US$240/t
leads to the reserve tonnage from J seam more than doubling, demonstrating markedly stronger price elasticity than the other
seams. J seam only contributes coking coal to the reserve.

Coking coal product reserve variation with price:

US$/t
US$110
US$120
US$130
US$150
US$180
US$210
US$240

Proved Reserves
D
C
B
Seam
Seam
Seam
0.9
0.6
0.7
0.8

J
Seam
2.4
3.2
3.6
5.5
6.8
7.3
7.6

0.9

1.2

0.9
1.0

Product Coking Coal (Mt)
Probable Reserves
All
J
D
C
B
Seams
Seam
Seam
Seam
Seam
4.6
1.0
0.1
0.1
0.1
6.1
1.3
0.3
6.6
1.4
0.4
8.5
3.2
9.8
5.8
10.3
6.5
0.5
10.7
7.5
0.4

All
Seams
1.3
2.3
2.5
4.3
7.0
7.8
8.9

Product PCI Coal (Mt)
Probable Reserves
All
J
D
C
B
Seams
Seam
Seam
Seam
Seam
4.6
0.1
0.1
0.1
6.1
0.3
6.6
0.4
8.5
0
9.8
10.3
0.5
10.7
0.4

All
Seams
1.3
2.3
2.5
4.3
7.0
7.8
8.9

P&P
Total
5.9
8.4
9.1
12.8
16.8
18.1
19.6

PCI coal product reserve variation with assumed price:

US$/t
US$82.50
US$90.00
US$97.50
US$112.50
US$135.00
US$157.50
US$180.00

J
Seam

0

Proved Reserves
D
C
B
Seam
Seam
Seam
0.7
0.5
0.7
0.8
0.6
0.9

0.8
0.7

1.0

0.9

P&P
Total
2.9
3.4
3.6
4.1
4.6
5.0
5.1
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ASX-listed International Coal project developers (update)
Cokal Ltd
(CKA)
Market Cap’.
Net Cash
(31/3/2020)
Ent. Value (A$m)
Attributable
Resource (mt)
EV/t resource
(A$/t)
Project Country
Project Name

A$43.4m
- A$11.3m

Bathurst
Resources
(BRL)
A$87.1m
A$25.8m*

Tigers Realm
Coal
(TIG)
A$60.9m
A$16.5m**

Prairie Mining
(PDZ)

Atrum Coal
(ATU)

A$60.5m
A$3.4m

A$143.3m
A$27.0m***

A$55m
159.96

A$86m
166.09

A$45m
527.80

A$57m
1,029.00

A$116m
454.00

0.34

0.52

0.08

0.06

0.26

Indonesia
BBM

New Zealand
Various

Status of Project

Development

Operating

Poland
Debiensko & Jan
Karsi
Approvals

Canada
Elan PREMIUM
COKING COALS
Studies

Steady state
production
Mine Life (years)

~2mtpa

~2.2mtpa

Russia
Amaam &
Amaam Norths
Starter project
ramping up
~6mtpa

NA

~10 years

~17

20+

2.6mtpa &
6.3mtpa
20+

NA

* Converted from NZD at an exchange rate of (AUD: NZD) = 1.07
** Including estimated entitlement offer proceeds
*** Including estimated April 2020 capital raising proceeds
Bathurst Resources highlights the potential rerating available to CKA through sustainable production. BRL is trading at a 53%
higher EV per resource tonne rating when compared with CKA.
Note the average EV/t Resource across these ASX listed international coal projects reduced by the early stage of projects, or by
financial difficulties. Tigers Realm Coal has experienced difficulties during ramp up and faced liquidity challenges as a result,
announcing a 13 for 4 rights issue in late 2019. Prairie Mining is embroiled in the Polish legal system regarding the development
of its projects. Atrum Coal is pre-development (Scoping study complete).

EV/Resource tonne (A$)

0.60
0.50
0.40
0.30

0.20
0.10
0.00
Cokal Limited

Bathurst
Resources

Atrum Coal

Tigers Realm
Coal

Prairie Mining

Figure 13: EV/resource t of international coal project owners listed on the ASX
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Key Risks
Investment in any mining company involves risk. The below list represents the key risks to an investment in CKA, in our view:
Funding – CKA has no current revenue source and may require further funding, either diluting existing shareholdings through
equity or diminishing asset entitlements through secured debt.
Capital & operating costs – Capital and operating costs may prove to be higher than estimated. CKA may not generate positive
cash flow through its proposed mining operations.
General operating risk – CKA will be exposed to general operating risk. Mining is an inherently risky activity. Initially this will be
exacerbated by CKA having a single operating asset, leading to a concentration or risk.
Commodity risk – CKA will be a price taker and will be exposed to moves in the commodity market that are outside its control.
Reserve & resource estimates – Reserve and Resources have been estimated in accordance with the Joint Ore Reserves
Committee (JORC) guidelines, but they remain estimates and could be proven inaccurate.
Country risk – CKA’s operations in Indonesia are exposed to political, economic and other risks associated with operating in a
foreign country.
Tenement Rights – CKA’s mineral permits, both for mining and exploration, are granted for set terms and are subject to the
Mining Code and Mining Regulations. There grant, transfer and renewal are subject to Ministerial or Presidential discretion.
Exchange rate risk – The Company’s operations and reported earnings will be subject to fluctuation in the value of the US dollar
and the Indonesian rupiah in particular, together with the Australian dollar.
Transport – CKA’s tenements require extensive logistics paths and the Company will not generate product revenue if these
paths do not perform.
Reliance on third parties – CKA expects to utilize a contract mining model and will therefore be reliant on the performance of
third parties for its success.
Share market conditions – The share market may experience extreme volatility, leading to share price movements unrelated to
CKA’s operational performance. These price dislocations may prove extended.
Economic risks – Changes in both local and global economic conditions may negatively affect the financial performance of the
Company.
Competition – CKA will be exposed to competition from other coal producers and indirectly with to any competing steel
production process that may emerge.
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Top Shareholders
As at 19 August 2019 the Top 20 shareholders in the Company were as below:
Rank
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20

Name
Aahana Mineral Resources SDN BHD
HSBC Custody Nominees (Australia) Limited
BNP Paribas Nominees Pty Ltd <IB Noms Retailclient DRP>
La Meyer Holdings Limited
PH Capital Pty Ltd <The Hanna Family A/C>
Citicorp Nominees Pty Limited
Mrs Laura Lynch
Gebrun Pty Ltd <Petla A/C>
Tekniks Publications Pty Limited <Super Fund A/C>
Xin Hua Pty Ltd <Jing Jing Super Fund A/C>
Horvath Investments Pty Ltd <Horvath Family A/C>
BNP Paribas Nominees Pty Ltd <LDN UK BNC DRP A/C>
MS Kwai Lan Chin
Mr Michael Christopher Horvath
Mr Stephen Rodney Hariono <Denvhi Value A/C>
Batman Management Group
Mr Vatsilios Votsaris
TJ Smock & Co Pty Ltd <Middleton Family A/C>
Lanne Pty Ltd <Lanne Investment A/C>
Amber Cloud Pty Ltd
Top 20 Total

Shares
184,641,719
54,734,227
41,521,357
38,000,000
27,000,000
17,792,377
17,500,000
17,500,000
16,590,000
12,631,200
12,271,799
11,812,500
11,800,000
11,704,207
11,400,000
10,397,945
10,103,026
10,000,000
8,420,800
8,000,000
536,821,157

% of shares
20.1%
6.29%
4.52%
4.14%
2.94%
1.94%
1.91%
1.91%
1.81%
1.38%
1.34%
1.29%
1.28%
1.27%
1.24%
1.13%
1.10%
1.09%
0.92%
0.87%
58.45%
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Directors and Management

Jim Coleman
Chief Executive Officer

Mr Coleman has a 20-year track record in corporate management of operations for large successful companies including
Riversdale Mining, Utah Development Company, Rio Tinto and BHP. Jim also owned and managed a mining consulting business
that successfully operated in SE Asia.
Jim brings 50 years experience in open cut and underground mining to Cokal, specialising in mine management, project
development and operation using a variety of equipment including extensive application of in-pit crushing and conveying systems.
His forte is in strategic mine planning to optimise economic returns.

Domenic Martino
Non-Executive Chairman, (4.5% holding)

Mr Martino is a Chartered Accountant and an experienced ASX company Director with a proven track record in capital raisings
across a range of markets. He was formerly CEO of Deloitte Touche Tohmatsu in Australia.

Pat Hanna
Non-Executive Director (3% holding)

Mr Hanna is a consulting coal geologist with over 40 years’ experience on over 100 coal projects in Australia, USA, Canada,
Alaska, South Africa, Mozambique, Tanzania, India, Bangladesh, Ukraine, Indonesia, China, Mongolia, Thailand, Japan,
Philippines and New Zealand.

David Delbridge (Aahana nominee)
Non-Executive Director (Nil holding)

Mr Delbridge is an Australian citizen with an honours degree in Mining Engineering (UNSW) and has over 30 years of experience
in the mining industry, including seven years of operations experience as an expatriate in Indonesia.

Karan Bangur (Aahana nominee)
Non-Executive Director, (20% relevant interest)

Mr Bangur has more than a decade of experience in the operation of mining and logistics projects in South East Asia , and is
familiar with Indonesian mining and general laws applicable to operations.

Major Aahana Shareholder:
Eddie Chin (Wai Fong Chin)
A Malaysian citizen, Mr Chin graduated with a degree in Civil Engineering from the University of Glasgow in 1981. Mr Chin is one
of the founders of the Bayan Group. Mr Chin has now resigned his role with Bayan, but occupied several prominent positions,
including President Director of the Company (2008–2018).
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Disclaimer
The following Warning, Disclaimer and Disclosure relate to all material presented in this
document and should be read before making any investment decision. This publication
has been prepared by Taylor Collison for distribution to clients of Taylor Collison on the
basis that no part of it will be reproduced, altered in any way, transmitted to, copied to
or distributed to any other person without the prior express permission of Taylor
Collison.
Warning (General Advice Only): Past performance is not a reliable indicator of future
performance. This report is a private communication to clients and intending clients and
is not intended for public circulation or publication or for the use of any third party,
without the approval of Taylor Collison Limited ABN 53 008 172 450 (“Taylor Collison”),
an Australian Financial Services Licensee and Participant of the ASX Group. TC
Corporate Pty Ltd ABN 31 075 963 352 (“TC Corporate”) is a wholly owned subsidiary
of Taylor Collison Limited. While the report is based on information from sources that
Taylor Collison considers reliable, its accuracy and completeness cannot be
guaranteed. This report does not take into account specific investment needs or other
considerations, which may be pertinent to individual investors, and for this reason
clients should contact Taylor Collison to discuss their individual needs before acting on
this report. Those acting upon such information and recommendations without
contacting one of our advisors do so entirely at their own risk.
This report may contain “forward-looking statements”. The words “expect”, “should”,
“could”, “may”, “predict”, “plan” and other similar expressions are intended to identify
forward-looking statements. Indications of and guidance on, future earnings and
financial position and performance are also forward-looking statements. Forwardlooking statements, opinions and estimates provided in this report are based on
assumptions and contingencies which are subject to change without notice, as are
statements about market and industry trends, which are based on interpretations of
current market conditions.
Any opinions, conclusions, forecasts or recommendations are reasonably held at the
time of compilation but are subject to change without notice and Taylor Collison
assumes no obligation to update this document after it has been issued. Except for
any liability which by law cannot be excluded, Taylor Collison, its directors, employees
and agents disclaim all liability (whether in negligence or otherwise) for any error,
inaccuracy in, or omission from the information contained in this document or any loss
or damage suffered by the recipient or any other person directly or indirectly through
relying upon the information.
Disclosure: Analyst remuneration is not linked to the rating outcome. Taylor Collison
may solicit business from any company mentioned in this report. For the securities
discussed in this report, Taylor Collison may make a market and may sell or buy on a
principal basis. Taylor Collison, or any individuals preparing this report, may at any time
have a position in any securities or options of any of the issuers in this report and
holdings may change during the life of this document.
Analyst Interests: The Analyst may hold shares in CKA.ASX, but Taylor Collison Limited
considers such holdings not to be sufficiently material to compromise the rating or
advice. The Analyst’s holdings may change during the life of this document.
Other Staff (including Principal accounts) hold approximately two million shares in CKA:
ASX, in personal and family related accounts. These holdings may change during the
life of this document.
Taylor Collison, its officers and employees may have conflicting roles in the financial
products referred to in this research and, as such, may affect transactions which are
not consistent with the recommendations (if any) in this research. Taylor Collison may
receive fees, brokerage or commissions for acting in those capacities and the reader
should assume that this is the case. Accordingly, Taylor Collison employees or officers
may provide oral or written opinions to its clients which are contrary to the opinions
expressed in this research.
Analyst Certification: The Analyst certifies that the views expressed in this document
accurately reflect their personal, professional opinion about the financial product(s) to
which this document refers.
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