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Danakali
Industry Update

Potash space hots up

In our view, Anglo American's potential offer for Sirius Minerals, which owns the
Woodsmith project in North Yorkshire, highlights the potential for consolidation in
the potash space and the demand for world-class projects, of which Colluli is one.
In contrast to Woodsmith, Colluli is near surface, with lower capital intensity and
produces a product for which there is an established global market and pricing
mechanism. We retain a Buy recommendation for Danakali and a target price of 70p
based on 0.6x NAV, with the main upcoming catalysts being finalizing the project
funding package and commencing development. DNK achieved a number of key
milestones in 2019, securing both project debt and a strategic investor to underpin
the development of Colluli.

● Potential bid for Sirius by Anglo - Anglo American has indicated that it is in advanced
discussions in relation to a cash proposal for Sirius Minerals at 5.5p/share that would
value the company at £386m. Sirius has faced material headwinds with the funding
package for its Woodsmith project in North Yorkshire, with the shares down 75% in the
past 12 months and 86% from their peak in August 2016. As a Tier I diversified miner
with a market cap of £30bn, AAL would be better positioned to fund and develop an
asset of this scale. In our view, this would be a strategic move by AAL that recognizes
the importance of potash in a world where maintaining crop yields in the face of a rising
global population is a clear priority.

● Colluli offers lower technical and execution risk with manageable capex... - Total
capital expenditure for the development of both phases of Colluli to produce 944kt/year
of SOP is US$524m, based on the FEED study; US$550 per t of SOP capacity. The
capital cost to develop a 10Mt/year operation at Woodsmith is US$8.77bn; US$877/t
of polyhalite production capacity. The Colluli deposit is located near to surface in a very
sparely populated area with transport to port by truck. Woodsmith occurs at a depth of
>1,500m and, as the deposit is located in a national park, transport to port would be
by a capital intensive underground conveyor system. Colluli is a long-life asset with a
Reserve of 1.1Bn t at 10.5% K2O that hosts 203Mt of contained SOP. The ore from
Colluli is amenable to processing at ambient temperatures and pressures, with cash
costs in the lowest quartile for the SOP industry at US$242/t.

● ...and is selling into a developed market - Colluli will produce Sulphate of Potash
(SOP), which is a well-developed global market. The SOP market is approximately
7.1Mt/year, with SOP used for higher value crops. The SOP market remained relatively
robust in 2019, with pricing at around US$500/t, despite the impact of weather and
record Chinese exports. Our long-term modelled SOP price is US$600/t. By contrast,
Sirius's polyhalite product has no large-scale current market or established pricing
mechanism.

For FCA purposes this marketing communication has not been prepared in accordance
with legal requirements designed to promote the independence of investment research
and is not subject to any prohibition on dealing ahead of the dissemination of such
research. Important disclosures are on pages 3 to 4 relating to Numis Securities Limited,
analyst certification, other requirements which restrict dealing ahead, relevant
investment banking relationships, potential conflicts of interest and additional
disclosures. See www.numis.com/x/regulatory.html for other disclosures.

This report is prepared solely for the use of William Sandover of Danakali Limited



   

Figure 1: Danakali Summary Financials 

 
Source: Company & Numis Securities Research 

 

Danakali Ticker DNK.L / DNK.AX Market Capitalisation A$164m Financial Year End Dec

BUY Share Price £0.33 A$0.62 Enterprise Value (EV) A$158m Reporting Currency A$

£0.70 A$1.35 Implied Return 112% Net Debt (Cash) -A$6m Shares in Issue 265m

Valuation Ratio analysis 2018A 2019E 2020E 2021E 2022E

Disc Rate US$m US$/sh PNAV A$/sh Average shares out (m) 202 271 516 607 607

Colluli 8% 598 0.98 0.70x £0.53 Adj. EPS (US$/sh) (0.03) (0.01) (0.01) (0.03) 0.03

Cash 6 0.01 1.0x £0.01 EPS growth (%) - - - - -

Debt - - 1.0x £0.00 PE (x) - - - - 21.0x

Equity raised 170 0.28 1.0x £0.22 CFPS before w/c (US$/sh) (0.01) (0.01) (0.01) (0.00) 0.09

Cash from options 1 0.00 1.0x £0.00 P/CF (x) - - - - 7.3x

SG&A and central 8% (61) (0.10) 1.0x -£0.08 FCFPS (US$/sh) (0.13) (0.02) (0.13) (0.26) (0.09)

Valuation (fd) 714 1.18 £0.68 P/FCFPS - - - - -

Current NAV Multiple (Implied) 0.36x FCF yield (%) - - - - (51%)

Valuation FCF margin (%) (13%) (2%) (13%) (26%) (9%)

NAV valuation Target multiple 0.70x £0.70 EV (US$m) 116.0 132.7 188.6 463.3 557.8

A$1.35 EV/EBITDA (x) - - - - 8.2x

Other data EBITDA margin (%) - - - - 36%

Basic shares (m) 265.3 12M high: £0.49 ROA (%) (17.9%) (3.2%) (1.1%) (5.0%) 4.3%

Fully diluted shares (m) 267.3 12M low: £0.33 ROE (%) (18%) (3%) (1%) (11%) 9%

Fully diluted, fully funded shares (m) 607.3 ROCE (%) (21%) (3%) (1%) (3%) 9%

Sensitivity Analysis NAVPS (£) Net Debt / EBITDA (x) - - - - 2.7x

Base case SOP price forecast 0.68 Gearing (Debt/Equity) (x) 0.0x 0.0x 0.3x 1.1x 1.1x

Base case +10% 0.79 Interest Cover (x) - - - (1.0x) 2.0x

Base case -10% 0.56 Income statement (US$m) 2018A 2019E 2020E 2021E 2022E

Revenue - - - - 189.0

Cost of sales - - - - (109.0)

News Catalyst (CY) 2018 2019 2020 2021 2022+ D&A (0.0) - - (8.8) (21.9)

FEED design finalised Gross profit (0.0) - - (8.8) 58.1

Offtake finalised Exploration - - - - -

Finance finalised Admin expense (2.7) (2.4) (5.2) (5.2) (5.2)

Project construction Net interest 0.2 0.1 1.4 (11.6) (22.4)

Phase I production H2 Other (3.5) 1.7 0.0 (0.0) (6.6)

Phase II 2026 Tax - - - - -

Resource / Reserve Tonnes (% SOP) Mt SOP EV/t SOP Net income (6.1) (0.6) (3.8) (25.7) 23.9

Reserves 1100.0 Mt 10.5% 116 Mt 0.93 EBITDA (8.1) (2.4) (5.2) (5.2) 68.2

Resources (M&I) 1254.0 Mt 10.9% 137 Mt 0.79 Cash flow (US$m) 2018A 2019E 2020E 2021E 2022E

Resources (M&I&I) 1289.0 Mt 10.9% 140 Mt 0.77 Net (loss) income (6.1) (0.6) (3.8) (25.7) 23.9

Production (100% basis) 2018A 2019E 2020E 2021E 2022E Non-cash adjustments 0.1 - - 8.8 21.9

SOp Price (US$/t SOP) 600.00 600.00 600.00 600.00 600.00 Working capital movements 0.0 - - (0.2) (33.6)

Production (kts SOP) - - - - 236 Net interest & other 2.5 (1.7) - 13.7 23.4

Total cash cost (ex royalties, $/t SOP)* - - - - 346.10 Cash flow from operations (3.4) (2.3) (3.8) (3.3) 35.6

AISC (US$/t SOP) - - - - 408.11 PP&E (6.5) (3.5) (102.2) (201.3) (106.7)

*TCC=site mining costs + logistics costs Exploration - - - - -

Other - - - - -

Cash flow from investing (6.5) (3.5) (102.2) (201.3) (106.7)

Interest received / (paid) - - - 13.7 23.4

Share issue 3.9 31.8 202.0 - -

Debt drawn down - - 88.9 177.8 -

Debt repaid - - - - -

Cash flow from financing 3.9 31.8 290.9 164.1 (23.4)

Forex 0.0 - - - -

Net change in cash (6.0) 26.0 184.9 (40.5) (94.5)

Cash at end of period 9.6 35.6 220.4 179.9 85.4

Balance sheet (US$m) 2018A 2019E 2020E 2021E 2022E

Cash 9.6 35.6 220.4 179.9 85.4

AR 0.1 0.1 0.1 - 31.1

Inventories - - - - 31.1

PPE 9.3 9.3 9.3 9.3 9.3

Other 19.9 25.1 127.4 319.9 404.6

Total assets 38.8 70.1 357.2 509.1 561.5

AP 38.8 70.1 357.2 509.1 561.5

Debt - - 88.9 266.7 266.7

Deferred tax - - - - -

Assumptions 2018A 2019E 2020E 2021E 2022E Other (38.4) (69.7) (356.8) (508.9) (532.8)

Average Price Received (US$/t SOP) 600 600 600 600 600 Total liabilities 0.4 0.4 89.3 266.8 295.3

Exchange Rate (US$:A$) 0.78 0.75 0.75 0.75 0.75 Shareholders equity 38.4 69.7 267.9 242.2 266.2

Exchange Rate (US$:GBP) 1.35 1.38 1.40 1.40 1.40 Retained earnings (54.3) (54.9) (58.7) (84.3) (60.4)

Liabilities + equity 38.8 70.1 357.2 509.1 561.5
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Regulatory Notice & Disclaimer
The research analyst who prepared this research report was Jonathan Guy. The
research analyst is not registered/qualified as a research analyst with FINRA.
The research analysts who prepared this investment recommendation receives
compensation based upon various factors (such as the general perception of the
analyst's ability and commitment to their analytical work) and upon the overall
revenues including the investment banking revenues and trading revenues of Numis
and/or one or more of its affiliates. The research analyst is not registered/qualified
as a research analyst with FINRA.

Numis and/or one or more of its affiliates may receive or may seek to receive
compensation for investment banking services from Danakali in the next 3 months.
Numis has received compensation for investment banking services from Danakali
in the past 12 months.
No part of the content of this research report may be copied, forwarded or duplicated
in any form or by any means without the prior consent of Numis and Numis accepts
no liability whatsoever for the actions of third parties in this respect.
Numis research is being produced in accordance with COBS 12.2 as Non-
Independent Research.

The following disclosures are addressed to
US-based recipients.
Analyst Certification
The analysts hereby certify that all of the views expressed herein accurately reflect
the their personal views about any and all of the subject securities and/or issuers at
the date of original publication of this document.

The research analysts who prepared this research report also certify that no part
of their compensation was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed by them in the research report.

Important Disclosure
This research report has been prepared and approved by Numis Securities Limited
("Numis"), a securities dealer in the United Kingdom. Numis is not a registered
brokerdealer in the United States and therefore is not subject to U.S. rules regarding
the preparation of research reports and the independence of research analysts.
This research report is provided in the United States for distribution solely to "major
U.S. institutional investors" in reliance on the exemption from registration provided
by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended. Any
recipient of this research report wishing to effect any transaction to buy or sell
securities or related financial instruments based on the information provided in this
research report should do so only through Numis Securities Inc. ("Numis Inc.").
Numis Inc. may be contacted in writing or by phone: Numis Securities Inc., 575
Fifth Avenue, 25th Floor, New York, NY 10017, U.S. phone (212) 277 7300. Numis
Inc. is an affiliate of Numis. Under no circumstances should any recipient effect any
transaction to buy or sell securities or related financial instruments through Numis.
Numis Inc. accepts responsibility for the contents of this research report, subject to
the terms set out below, to the extent that it is delivered to a U.S. person other than
a major U.S. institutional investor.
Numis, Numis Inc. and/or their affiliates, directors, officers, and employees may
have or have had interests, or long or short positions, and may at any time make
purchases or sales as a principal or agent of the subject companies mentioned or
referred to in this report.

Additional Disclosure
This Numis Securities Limited ("Numis") research report is for distribution only under
such circumstances as may be permitted by applicable law. This research report
has no regard to the specific investment objectives, financial situation, or particular
needs of any specific recipient, even if sent only to a single recipient. This research
report is offered solely for informational purposes and is not to be construed as
a solicitation or an offer to buy or sell securities or related financial instruments,
nor is it to be construed as a recommendation for Numis to effect any transaction
to buy or sell securities or related financial instruments on behalf of any recipient.
There is no express or implied understanding between Numis or Numis Securities
Inc. ("Numis Inc.") and any recipient of this research report that Numis will receive
any commission income in connection with this research report. The securities
that may be described in this research report may not be eligible for sale in all
jurisdictions or to certain categories of investors. This research report is based on
information believed to be reliable, but it has not been independently verified and is
not guaranteed as being accurate. This research report is not guaranteed to be a
complete statement or summary of any securities, markets, reports or developments
referred to in this research report.
Any statements or opinions expressed in this research report are subject to change
without notice and Numis is not under any obligation to update or keep current
the information contained herein. All statements and opinions expressed in this
research report are made as of the date of this research report and are not held out
as applicable thereafter. Neither Numis nor any of its directors, officers, employees,
or agents shall have any liability, however arising, for any error, inaccuracy or
incompleteness of fact or opinion in this research report or lack of care in this
research report's preparation or publication; provided that this shall not exclude

liability to the extent that this is impermissible under the law relating to UK financial
services.
Investing in any non-U.S. securities or related financial instruments (including
ADRs) discussed in this research report may present certain risks. The securities
of non-U.S. issuers may not be registered with, nor be subject to the regulation
of the U.S. Securities and Exchange Commission. Information on such non-U.S.
securities or related financial instruments may be limited. Foreign corporations are
typically not subject to audit and reporting standards and regulatory requirements
comparable to those in effect within the United States.
Past performance is not an indication or guarantee of future performance and no
representation or warranty, express or implied, is made by Numis with respect to
future performance. The value of any investment or income from any securities or
related financial instruments discussed in this research report is subject to volatility
and can fall as well as rise. Investors may not get back the full amount they originally
invested. The value of any investment or income from any securities or related
financial instruments discussed in this research report denominated in a currency
other than U.S. dollars is subject to exchange rate fluctuations that may have a
positive or adverse effect on the value of or income from any securities or related
financial instruments discussed in this research report.

The following disclosures are addressed to
non-US-based recipients.
Numis regards this document as an investment recommendation. It has been
approved under part IV article 19 of The Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the “FPO”) by Numis Securities Limited (“Numis”)
for communication in the United Kingdom only to investment professionals as
that term is defined in article 19(5) of the FPO. Its contents are not directed at,
may not be suitable for and should not be relied on by anyone who is not an
investment professional including retail clients. Numis does not provide investment
advisory services to retail clients. This investment recommendation is not directed
at you if Numis is prohibited or restricted by any legislation or regulation in any
jurisdiction from making it available to you. You should satisfy yourself before
reading it that Numis is permitted to provide investment recommendations to you
under relevant legislation and regulations. This investment recommendation is
not an offer or a solicitation to buy or sell any security. It does not constitute
a personal recommendation and recipients must satisfy themselves that any
dealing is appropriate in the light of their own understanding, appraisal of risk and
reward, objectives, experience, and financial and operational resources. It has not
been prepared in accordance with legal requirements designed to promote the
independence of research. Non independent research is not subject under the
Markets in Financial Instruments Directive (“MiFID”) to any prohibition on dealing
ahead of the dissemination of research. However, Numis is required by the FCA
to have policies in place to identify and manage the conflicts of interest which may
arise in its production, which include preventing dealing ahead. The prices of the
investments referred to in this investment recommendation and the income from
them may go down as well as up and investors may realise losses on them. Neither
past performance nor forecasts are a reliable indicator of future results. Numis
accepts no fiduciary duties to the reader of this investment recommendation and
in communicating it Numis is not acting in a fiduciary capacity. Neither Numis nor
any of its directors, officers, employees, or agents shall have any liability, however
arising, for any error, inaccuracy or incompleteness of fact or opinion in this research
report or lack of care in this research report's preparation or publication; provided
that this shall not exclude liability to the extent that this is impermissible under the
law relating to UK financial services.
All statements and opinions are made as of the time and date on the face of
this document and are not held out as applicable thereafter. Numis makes no
commitment to any planned frequency of updates to investment recommendations.
Investment recommendations carry the date and time of dissemination. In the
absence of contrary words, Numis considers that an investment recommendation
is only completed at the point at which it is disseminated. Where a price is quoted in
an investment recommendation it will generally, in the absence of contrary words,
be the latest practicable price prior to distribution. Unless otherwise stated, prices in
this investment recommendation are derived from quotations on the London Stock
Exchange. A list of significant items which could create a conflict of interest and
other material interests in relation to investment recommendations, together with
Numis’s policy for managing such conflicts of interest, is set out on the Numis
website (www.numis.com/x/regulatory.html).
Numis or one or more of its associates or a director or an employee of Numis or of
an associate may from time to time have a position, or may have undertaken or may
undertake an own-account transaction, in a security referred to in this document or
in a related security. Such a position or such a transaction may relate to the market
making activities of Numis or to other activities of Numis.
Numis or one or more of its associates may from time to time have a broking,
advisory or other relationship with a company which is the subject of or referred
to in this investment recommendation, including acting as that company’s official
or sponsoring broker and providing corporate finance or other financial services.
It is the policy of Numis to seek to act as corporate adviser or broker to many
of the companies which are covered by the Research Department. Accordingly
companies covered in any investment recommendation may be the subject of
marketing initiatives by the Investment Banking Department.
Numis acts as a market maker (as defined in point (7) of Article 4(1) of Directive
2015/65/EU) in the subject company of this report. Additionally, at any time Numis
may have a long or short position in the companies mentioned in this investment
recommendation, and may have received customer orders to buy or sell instruments
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in the companies mentioned in this investment recommendation. If Numis holds a
long position of >0.5% or a short position of <-0.5% in the subject company of an
investment recommendation, this is separately disclosed.
A company covered in this investment recommendation may have paid for an
analyst’s reasonable expenses to visit their premises or offered modest hospitality
or entertainment; further details are available on request.
Unless otherwise clearly specified in this document, the author(s) of this document
does not own a long or short position in the issuer, whether received or purchased
before or subsequent to a public offering of such shares.
Investment recommendations will specifically identify sources of information for
material facts, where these are not regulatory company announcements and
published company financial documents. In those cases (but not otherwise) where
the subject company has seen a draft of the investment recommendation and has
suggested factual amendments which are incorporated by the analyst, this will be
noted on the investment recommendation.
The archive of investment recommendations, available to all clients who normally
receive Numis investment recommendations, is available on the Numis website
(http://www.numis.com/x/research-sectors.html).
Numis accepts no responsibility whatever for any failure by a person resident
outside the United Kingdom to observe the foregoing. No part of the content of any
research material may be copied, forwarded or duplicated in any form or by any
means without the prior consent of Numis and Numis accepts no liability whatsoever
for the actions of third parties in this respect.
Numis believes that its research service as a whole amounts to ‘substantive
research’ as defined by the FCA.

Valuation, Key Assumptions and Risks
In longer investment recommendations, typically over four pages, details relating
to valuation (including material information about proprietary models), key
assumptions and risks will typically be included in the document. For other
investment recommendations please refer to http://www.numis.com/x/research-
sectors.html for this information, the relevant company section of the Numis website.

Ratings Key
A target price is set with a 12 month horizon from the time of publication. In making
a rating the analyst should compare their target price with the actual share price and
then make a rating derived from the percentage thus calculated:
As from 14 February 2005, the formula is:
Buy >= +20%
Add >= +10% to +19.99%
Hold 0% to +/-9.99%
Reduce <= -10% to -19.99%
Sell <= -20%
Upon the initial establishment of a rating and target price for a company, an
additional 10 % deviation in the price from the default bands set out above is
permitted before the rating has to be changed in subsequently published investment
recommendations.

At the discretion of the Head of Research, the return targets shown in the table
above may be applied as a total return target, rather than a share price target. In
this case, this will be made explicit in the text of the research, and the total return
calculation will be described.

Distribution of Ratings
US Requirement

01/10/2018 - 30/09/2019
UK Requirement

01/07/2019 - 30/09/2019
All

Securities
Corporate

Clients
All

Securities
Firms

provided with
material
banking
services

Buy 51.9% 78.3% 55.9% 76.1%
Add 19.1% 15.9% 20.3% 18.6%
Hold 24.3% 5.7% 19.2% 5.3%
Reduce 3.3% 0.0% 2.7% 0.5%
Sell 1.4% 0.0% 1.9% 0.0%
Total 100% 100% 100% 100%
 The above table shows the

split of recommendations
based on the last
recommendation for each
research stock during the last
four calendar quarters.

The above table shows the split
of recommendations based on
all recommendations during
the last calendar quarter for
all securities and within each
category the proportion of
issuers to which Numis supplied
material banking services.

For a list of all ratings on any financial instrument or issuer disseminated by
the Research Department of Numis Securities Ltd. during the preceding 12-
month period, please refer to www.numis.com/x/mars.html. On request, the Numis
Securities Ltd Compliance Department will provide a list of all ratings disseminated
by other employees of Numis Securities Ltd.

The following graphs display the three year rating, target price and share price
history for the subject corporation(s) of this investment recommendation. In those

instances, where the subject corporation(s) have been publicly traded for less than
three years, the graph will show the history since the date the subject corporation(s)
were admitted to trading. Prices in the graph(s) below are in pence unless otherwise
stated.
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