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RESEARCH NOTE 

GUILDFORD COAL LIMITED 

Investment highlights 

Guildford Coal (GUF) has been negotiating with mining 
contractors, off-takers and marketers for the coal produced from 
the South Gobi Project in Mongolia.  These negotiations had 
essentially been finalised but they were all contingent on the 
granting of the Mining Lease, the final piece to allow production 
to start on South Gobi. It was granted this week. 

• To be ratified - We expect the pre-mining agreement will be 
ratified by the local government and the full mining lease issued in 

the very near future.  It doesn’t happen often and GUF is the first 
coal explorer for some time to make the transition to coal 
producers. 

• New peer group - The Mining Lease and the off-take agreement 
with the Sojitz/Erdos Joint Venture means that GUF is a 
metallurgical coal producer selling a combination of Fat Coal (Hard 
Coking Coal) and Gas Coal (Semi-soft coking coal) products into the 
largest global coal consumer.  It also means we need to compare 
GUF against a peer group of coal producers rather than explorers. 

• EV/t of 2014 production – On this basis GUF is valued at ⅓ to ½ of 
Australian coal producers and the two Mongolian coal producers 
listed in HK, with the exception of SouthGobi Resources. We also 
believe that GUF has a considerable advantage over the Australian 
coal producers because it requires negligible capital to expand 
production and it is not constrained by infrastructure. 

• Valuation - We have changed our assumptions surrounding the 
modelling of the Soth Gobi project as the majority of the coal 
produced from the South Gobi North Pit will be sold into China as 
wash metallurgical coal products.  Using mining costs of $2.50/t 
bcm, toll washing and trucking costs of $40/t and a freight 
differential between Free-on-Rail at Ceke and Free-on-Board 

Newcastle of $15/t a cash cost of $80/t is calculated. This puts the 
South Gobi Project firmly in the bottom quartile of metallurgical coal 
producers globally.  We retain our BUY recommendation with a 
revised price target of $1.55/share. 
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The final piece of the puzzle  

 

Year End June 30 2011A 2012F 2013F 2014F 2015F

Reported NPAT ($m) (4.8) (13.2) 1.2 51.3 38.2

Recurrent NPAT ($m) (3.7) (13.2) 0.8 50.3 38.2

Recurrent EPS (cents) (0.9) (2.8) 0.2 9.6 7.3

EPS Growth (%) na na na 6,052.5 (24.0)

PER (x) (47.3) (15.3) 271.0 4.4 5.8

EBITDA ($m) (3.8) (13.2) 1.9 75.5 58.4

EV/EBITDA (x) (37.7) (13.8) 113.4 2.3 2.4

Capex ($m) 0.0 0.1 13.4 3.1 0.2

Free Cashflow (74.0) (36.5) (19.8) 44.3 36.4

FCFPS (cents) (17.9) (7.7) (3.8) 8.5 7.0

PFCF (x) (2.4) (5.5) (11.2) 5.0 6.1

DPS (cents) 0.0 0.0 0.0 0.0 0.0

Yield (%) 0.0 0.0 0.0 0.0 0.0

Franking (%) 100.0 100.0 100.0 100.0 100.0
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Investment thesis 

The Mongolian government has granted the pre-mining agreement over the North Pit of the 
South Gobi project to Terra Energy, a Mongolian company of which Guildford Coal (GUF) is 
currently a 75% shareholder (ownership of this Mining Lease will fall to 56% once a 
convertible note is converted into equity).  

We expect the pre-mining agreement will be ratified by the local government and the full 
mining lease issued in the very near future.  This is potentially the most important 
development for an ASX listed junior coal company since M&A activity halted in response to 

falling coal prices and increasing political uncertainty.   

The Mining Lease and the off-take agreement with the Sojitz/Erdos Joint Venture means 
that GUF is a metallurgical coal producer selling a combination of Fat Coal (Hard Coking 
Coal) and Gas Coal (Semi-soft coking coal) products into the largest global coal consumer.  
It also means we need to compare GUF against a peer group of coal producers rather than 
explorers.  Figure 1 depicts the enterprise value of the small group of ASX listed coal 
producers and the two Mongolian producers listed on the Honk Kong Stock Exchange 
divided by the estimated attributable production in FY2014.  With the exception of 
Southgobi Resources, which has suffered from problems with the Mongolian Government, 
all these companies are valued 2-3 times more than GUF. We also believe that GUF has a 
considerable advantage over the Australian coal producers because it requires negligible 
capital to expand production and it will not be constrained or have to wait for infrastructure.   

Figure 1: EV/production tonne (2014 est) 
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Source: PSL 

 

Valuation changes 

We have changed our cost and revenue assumptions as the majority of the coal produced 
from the South Gobi North Pit will be sold into China as washed metallurgical coal products.  
Using mining costs of $2.50/t bcm, toll washing and trucking costs of $40/t and a freight 

differential between Free-on Rail at Ceke and Free-on-Board Newcastle of $15/t a cash cost 
of $80/t is calculated. This puts the South Gobi Project firmly in the bottom quartile of 
metallurgical coal producers globally.  We are using a yield estimate of 80% and our Hard 
Coking Coal and Semi-soft coking coal price assumptions. We have also reduced our NPV 
estimate of the Hughenden Project and now view GUF’s Australian assets as a free option 
based on the development of an infrastructure solution. 

The main deterrent for investing in GUF is the success fees for indicated JORC definition to 
be paid on the Hughenden and Springsure tenements.  We have budgeted for $100M of 
payments in cash over the next 2 years; these are reflected in the corporate costs 
estimate. 

The revised NAV for GUF is $813M and our new price target is $1.55/share. 
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The detail 

The Mongolian government has granted the pre-mining agreement over the North Pit of the 
South Gobi project to Terra Energy. The pre-mining agreement is the federal approval for 
the mining license which is then ratified by the local government.  Under existing Mongolian 
Minerals Law, a mining license has tenure of 30 years from the granting date with an option 
to extend for two additional 20 year periods. 

The South Gobi Project consists of five tenements located in the South Gobi Province 
(Umnigovi Aimag) of Mongolia. These licences are situated approximately 1,000km south-

west of the Mongolian capital of Ulaanbaatar and approximately 60km from the Chinese 
border station of Ceke, one of two points where coal from Mongolia is distributed into 
China.   

Figure 2: South Gobi tenement map 

Source: GUF 

 

GUF is a 75% shareholder of Terra Energy and the remaining 25% is owned by local 
Mongolian investors. A large fund manager, Och Ziff, has a convertible note which converts 
to 25% equity of the North and West Pits which will dilute GUF and the local investors to 
56% and 19% respectively.  Ownership of the Central and East Pits will remain at 75/25 
between GUF and its Mongolian partners. 

Resources 

A JORC compliant coal resource for the North Pit of 70.4Mt consisting of an Indicated 
Resource of 39.7Mt and an Inferred Resource of 30.7Mt has been estimated. Further drilling 
will focus on proving a JORC compliant resource on the East Pit, Central Pit and West Pit 
during the remainder of 2012 with 3 drill rigs operational. 
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North Pit Mining 

The start up schedule for commencement of mining in the South Gobi Project is as follows: 

Figure 3: Start up schedule 

 

Source: GUF 

 

The coal geology in Mongolia is characterised by a high level of faulting and is structurally 
challenging. This is offset by the thick coal seams resulting in a low strip ratio. The North Pit 
mining operation will be a conventional open cut strip mine utilising hydraulic excavator and 
truck combinations on overburden and coal mining activities. Coal will be crushed and 
screened to sub 250mm size fraction and delivered to a ROM stockpile. 

Mining operations will be carried out year round on a 7 day per week, 24 hour per day 
basis. Total fleet movement capability will ramp up to 1.5M m3 per month yielding over 

300kt of coal per month at peak fleet capacity. 

The design of the Initial Pit has an approximate strike length (crest to crest) of 1.3km and 
width from lowwall crest to highwall crest of approximately 700m. The nominal strip design 
is for 60m wide strips resulting in a strip ratio of 4.7:1. 

Figure 4: North Pit mine layout  Figure 5: Box cut and strip design 

 

 

 

Source: GUF  Source: GUF 
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ROM production from the North Pit is expected to be 3Mt in the first full year and in excess 
of 4Mtpa in the second year partially due to thicker seams being exploited. Terra Energy is 
also developing a second mine at the East Pit. All requisite approvals are in place for the 
East Pit and mining could happen in parallel with the North Pit, significantly increasing 
saleable coal production. 

Second mine development – East Pit 

Based on historic exploration and recent field mapping on the conceptual East Pit, work has 
commenced on an exploration programme, mine design work and negotiations with a 
mining contractor. 

The development of the East Pit is consistent with the strategy of developing multiple pits 
supported by the centralised infrastructure that is being constructed for the South Gobi 
Project. 

The mining crew 

Terra Energy has employed a leadership team to ensure the North Pit mining program will 
progress as planned and work with the mining contractor.  The leadership team will consist 
of a Project Director, two Mining Managers and two Maintenance Managers to cover the 
continuous roster. This leadership team performed the same role for McMahon Holdings Ltd 
for the startup of the Erdenes Tavan Tolgoi Project.  

The mining contractor is an experienced Mongolian contractor, Grand Power Mining, a 

subsidiary of Grand Power LLC which has been working in the Mongolian Energy and Mining 
sectors since 2000. The contract delivers total mining costs in line with expectations and an 
obligation to meet the timelines for mining to commence. 

Coal Quality  

The quality of the coal has impressed with a 60:40 split between Fat Coal (Hard Coking 
Coal) and Gas Coal (Semi-soft coking coal). Not all coal mined in the South Gobi province 
swells and it is encouraging that the results of the washability analysis of the large diameter 

cored holes has confirmed a 2 coking coal product potential.   

Figure 6: Coal quality 

Source: GUF 
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Off take 

A non-binding Heads of Agreement (HOA) has been reached with the Sojitz – Erdos JV that 
will form the basis of a binding offtake agreement. Sojitz is currently selling 1Mtpa of coal 
into China from Mongolia and aims to increases this significantly through the JV. The HOA 
provides for two elements with prices linked to seaborne metallurgical coal prices; 

1. Direct ROM sales at the mine gate (up to 1Mtpa) 

2. Transport and washing of additional coal on a toll basis at a wash plant in China at 
the Ceke boarder. The JV currently has a fully constructed, underutilised wash 
plant with a capacity of 4-5Mtpa. 

In June 2012, Sojitz Corporation announced its acquisition of a 10% stake in Chinese 
resources and coal distributor - Inner Mongolia Zhongmeng Coal Co, a unit of the large 
Inner Mongolia Erdos Group. Sojitz have 3 years experience handling Mongolian coal 
through the Erdos subsidiary, which has coal stockyards, trucks and a new coal preparation 

plant at the border station of Ceke between China and Mongolia. Zhongmeng Coal also has 
a key export licence. 

Marketing  

A marketing agency agreement has been signed with Noble Resources. This is for coal 
produced from the South Gobi project including coal toll washed at Ceke by the JV but it 
does not give Noble exclusivity over the coal produced. A loan facility is provided by Noble 

Resources as part of the agreement to fund the construction and development of the start-
up mine on the North Pit.  
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Guildford Coal Limited 0.43 Year End June 30
Valuation A$m A$/sh Commodity Assumptions 2011A 2012F 2013F 2014F

US$/A$ 0.99 1.03 1.01 0.99
Hard Coking Coal 249 303 184 176

South Gobi 858.4 1.65 Semi-soft Coking Coal 183 228 153 123
Hughenden 27.4 0.05 PCI 195 233 158 128
Resources 22.1 0.04 Export Thermal Coal 106 123 98 88
FX Hedging 0.0 0.00 Domestic Thermal Coal (A$/t) 45 49 50 51
Corporate (103.4) (0.20)
Unpaid Capital 0.0 0.00
Cash 8.4 0.02 Production Summary 2011A 2012F 2013F 2014F
Debt 0.0 0.00 Attributable Saleable Coal Production

NAV 812.9 1.56 South Gobi (kt) 0 437 1,682
Price Target 1.55 FOB costs (US$/t) 54.18 79.97 78.18

Price Received (US$/t) 227.02 166.66 154.47
Valuation Summary of Operating Assets

Hughenden (kt)

FOB costs (US$/t)
Price Received (US$/t)

Kolan (kt) 0
FOB costs (US$/t) 72.19
Price Received (US$/t) 146.00

All Mines (Kt) 437 1,682
Cash costs (US$/t) 79.97 78.18

Coal Production Summary Price Received (US$/t) 166.66 154.47

Profit & Loss (A$m) 2011A 2012F 2013F 2014F
Sales Revenue 0.0 0.0 66.3 263.8

Coal Production Summary Other Income 2.1 1.1 0.4 1.6
Operating Costs 0.0 0.0 31.8 133.5
Exploration Exp. 0.0 0.0 0.0 2.3
Corporate/Admin 5.9 14.3 33.0 54.1
EBITDA (3.8) (13.2) 1.9 75.5
Depn & Amort 0.0 0.0 0.5 2.1
EBIT (3.8) (13.2) 1.4 73.4
Interest 0.0 0.0 0.3 1.6
Operating Profit (3.8) (13.2) 1.2 71.8
Tax expense 1.0 0.0 0.0 20.5
Abnormals + Minorities 0.1 0.0 0.0 0.0
NPAT (4.8) (13.2) 1.2 51.3

Normalised NPAT (3.7) (13.2) 0.8 50.3

Cash Flow (A$m) 2011A 2012F 2013F 2014F
Adjusted Net Profit (4.8) (13.2) 1.2 51.3

Resources 100% Basis (Mt) + Interest/Tax/Expl Exp 1.0 0.0 0.3 24.4

Mine - Interest/Tax/Expl Inc 70.5 22.8 8.4 30.4
+ Depn/Amort 0.0 0.0 0.5 2.1

Australia +/- Other (Associates) 0.2 (0.5) 0.0 0.0
Hughenden 123 1,619 1,742 Operating Cashflow (74.0) (36.5) (6.4) 47.4
White Mountain 262 262 - Capex (+asset sales) 0.0 0.1 13.4 3.1

- Working Capital Increase 0.0 0.0 0.0 0.0
Mongolia Free Cashflow (74.0) (36.5) (19.8) 44.3
South Gobi 39.7 30.7 70 - Dividends (ords & pref) 0.0 0.0 0.0 0.0
Middle Gobi 32.0 189.0 221 + Equity raised 96.2 34.2 0.0 0.0

+ Debt drawdown (repaid) 0.0 0.0 5.8 31.9
Total resources 2,295 Net Change in Cash 22.2 (13.5) (14.0) 76.2

Directors Cash at End Period 33.8 20.3 6.3 82.4
Name Position Net Cash/(Debt) 33.8 20.3 0.4 44.7
Hon. Peter Lindsay Non Executive Chairman
Michael Avery Managing Director
Craig Ransley Non-Executive Director
Louis Chait Executive Director Balance Sheet (A$m) 2011A 2012F 2013F 2014F
Mike Chester Non-Executive Director Cash 33.8 20.3 6.3 82.4
Hon. Alan Griffiths Non-Executive Director Total Assets 124.0 133.0 151.3 300.4

Total Debt 0.0 0.0 5.8 37.7

Significant Shareholders Shares (m) % Total Liabilities 12.1 0.0 17.1 115.0

The Chairman 1 Pty Ltd 244.2 46.9 Shareholders Funds 112.0 133.0 134.1 185.4

Och-Ziff Capital Management 51.6 9.9
UBS AG 38.5 7.4 Ratios

Regal Fund Management 26.7 5.1 Net Debt/Equity (%) na na na na

Credit Suisse AG 21.1 4.0 Interest Cover (x) na na 5.6 47.0

Omaroo Investments 7.4 1.4 Return on Equity (%) na na 0.9% 27.7%
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Date Type Target Price Share Price Recommendation Return

30 Sep 11 Event Impact Email 2.25 1.00 B

01 Nov 11 Research Note 2.10 0.97 B -3.0%

14 Nov 11Patersons Resources Review 2.14 0.93 B -4.6%

07 Feb 12 Research Note 1.95 0.82 B -11.4%

15 May 12 Resources Review 1.24 0.67 B -18.3%

31 Jul 12Mongolian Coal Review 1.25 0.35 B -47.8%

11 Sep 12 Event Impact Email 1.25 0.34 B -4.3%

Current Share Price 0.43 26.9%

 

Stock recommendations:  Investment ratings are a function of Patersons expectation of total return (forecast price appreciation plus 

dividend yield) within the next 12 months. The investment ratings are Buy (expected total return of 10% or more), Hold (-10% to +10% 
total return) and Sell (> 10% negative total return).  In addition we have a Speculative Buy rating covering higher risk stocks that may not 
be of investment grade due to low market capitalisation, high debt levels, or significant risks in the business model. Investment ratings are 

determined at the time of initiation of coverage, or a change in target price.  At other times the expected total return may fall outside of 
these ranges because of price movements and/or volatility.  Such interim deviations from specified ranges will be permitted but will become 

subject to review by Research Management. This Document is not to be passed on to any third party without our prior written consent. 
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