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After experiencing a lull in 2009 and H12010 as a result of the global economic downturn, the potash 
sector came back to life. Shares of PotashCorp first surged after BHP Billiton announced its intention to 
acquire the company in 2010 (the attempt failed) and soared higher after potash prices ratcheted 
upwards with recovery in the global economy. Riding the wave, many of the potash juniors saw multifold 
gains in their respective share prices. Although potash stocks have retrenched more recently, the 
overriding investment theme remains intact. The theme being demand for potash will continue to rise into 
the foreseeable future driven by a confluence of factors including increasing world population, a changing 
diet profile in the developing world, decreasing arable land and increasing use of biofuels. 

While demand is growing, the world relies on only a select few large players to produce sufficient potash 
supply to meet these needs. Nations such as China, India and Brazil produce very little potash internally 
and must import almost all of their requirements from a small group of companies. These large suppliers 
are motivated to act in concert to ensure supply is sufficiently constrained and pricing is high. The goal of 
the large producers is to expand production to satisfy global growth while boxing out prospective junior 
producers from entering the market.  

The majors benefit from having a low cost of capital and the ability to expand existing projects 
(brownfield) at a reduced capital cost versus projects starting from scratch (greenfield). This means only a 
select few junior companies have a chance of breaking into the market and will do so by having 
exceptional project economics among other factors. Improving upon a small companȅΩs chance of success 
are nations like China and India that have become increasingly frustrated with the cartel-like behaviour 
among large-scale potash producers and are looking for alternative ways to secure supply. Notably, the 
Fertiliser Association of India has had discussions with its government to establish a $20 billion sovereign 
wealth fund to buy overseas potash and phosphate assets. 

There are several advanced junior potash plays that are quickly approaching production decisions. These 
projects each aim to produce around one million tonnes of potash per annum or more, which is large 
enough to have a meaningful impact in meeting the demand of one of these large importing nations. It is 
several of these advanced junior potash plays which we analyzed and identified for investment along with 
the industry behemoth, PotashCorp. 

PotashCorp offers a high liquidity lower risk opportunity to play a fundamentally strong potash sector. The 
company is on pace for record earnings this year and expectations are for further growth in 2012 and 
beyond thereby providing a wealth of cash flow generation that is more than sufficient to fund its 
aggressive expansion plans.  While the company does not offer the same upside potential of a junior 
potash play, we believe investment in the company is warranted and therefore recommend the shares 
with a Buy rating and a US$50 target price (27% upside). 

We have identified a field of approximately twenty junior potash plays at various stages of 
exploration/development and have narrowed this list down to the top eight which we believe offer the 
best opportunity to achieve production on a commercial basis. We evaluate these eight in greater detail 
within the body of this report and provide ratings and target prices for each of them. It is our belief that 
the sector has room for no more than five of these projects to get off of the ground within the next five 
years. Accordingly, our ratings favour those companies that we believe are most likely to succeed, bearing 
in mind their current valuations. 

Our favourites include Allana Potash, Ethiopian Potash, IC Potash and Karnalyte Resources. We believe the 
Danakil play ƛƴ 9ǘƘƛƻǇƛŀ ŀǎ ōŜƛƴƎ ǘƘŜ ǿƻǊƭŘΩǎ ƴŜȄǘ ƳŀƧƻǊ ǇƻǘŀǎƘ ǇǊƻŘǳŎƛƴƎ ōŀǎƛƴ, benefitting from an 
abundance of potash resources at shallow depth with an opportunity to produce at very low cost. Thus 
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ƻǳǊ ŀǘǘǊŀŎǘƛƻƴ ǘƻ ǘƘŜ ŀǊŜŀΩǎ ƭŜŀŘƛƴƎ ǇǊƻƧŜŎǘ Ǌǳƴ ōȅ !ƭƭŀƴŀ (AAA- $0.87), which we rate with a STRONG BUY 
and a $1.60 target price (83.9% upside). Their success is trickling down to the only other publicly listed 
junior potash play in Ethiopia, Ethiopian Potash (FED- $0.53). While this company is at a far earlier stage of 
development, their prospect of identifying a large resource is high and their market-cap is low enough for 
us to recommend the shares with a STRONG BUY rating and a $1.05 target price (98.1% upside).  We also 
favour IC Potash (ICP-$0.97), which ǿŜ ǾƛŜǿ ŀǎ ǘƘŜ ǿƻǊƭŘΩǎ ƭŜŀŘƛƴƎ ǇǊƻƧŜŎǘ ŦƻǊ ǎǳƭǇƘŀǘŜ ƻŦ ǇƻǘŀǎƘ ό{htύΣ ŀ 
specialty premium priced potash product. It is located in a desirable geography (New Mexico) and its 
market-cap represents less than a tenth of its NPV as determined by a recently released prefeasibility 
study. We rate the shares a STRONG BUY with a $2.00 target price (106.2% upside). Finally, we 
recommend shares of Karnalyte Resources (KRN- $11.45) with a STRONG BUY rating and a $20.00 target 
price (74.7% upside). Karnalyte is the only unfunded junior potash company already through the feasibility 
stage. With production expected for 2014, we believe the cash flow profile is extremely attractive for 
shareholders based on the current share price. A ramp up in production through 2020 provides the 
possibility for the stock price to top the $100.00 mark in due course. 

The remaining projects included within this report also look promising yet we are relatively less 
enthusiastic for one reason or another. {ƻǳǘƘ .ƻǳƭŘŜǊ aƛƴŜǎΩ (STB-A$1.15) potash project has possibly the 
best fundamental ŀǘǘǊƛōǳǘŜǎ ŀƳƻƴƎ ŀƭƭ ƻŦ ǘƘŜ ƧǳƴƛƻǊǎ ǿƛǘƘ ŀ Ǉƻǎǎƛōƛƭƛǘȅ ƻŦ ōŜŎƻƳƛƴƎ ǘƘŜ ǿƻǊƭŘΩǎ first open 
pit potash operation, yet it suffers from the perception of political risk regarding Eritrea. Verde Potash 
(NPK-$6.92) has an enormous opportunity to meet the entire importing needs of Brazil, but has yet to 
prove its technology regarding conventional KCl production. Nonetheless, we believe both of these 
companies warrant investment exposure based on a risk/reward trade-off and therefore recommend both 
companies with a BUY rating. We rate the two remaining juniors, Elemental Minerals (ELM-$1.30) and 
Western Potash (WPX-$1.01), with a MARKET PERFORM. We would be more bullish on Elemental Minerals 
if it were not for its comparatively high valuation. The market-cap near $300 million ranks at the top of the 
list among the juniors even though it is still over a year away from completing feasibility. We believe the 
stock may also be hindered by a recent transaction regarding a neighbouring project (Mag Industries) 
which was already through feasibility (albeit with less favourable characteristics) yet was sold for a mere 
$115 million. In the case of Western Potash, in our opinion the market is awaiting the announcement of a 
strategic partner or acquirer. While this initiative is a distinct possibility, we believe its massive capital 
requirement relative to other juniors is a high hurdle to overcome particularly in the current challenging 
environment for financing. 

Other companies worth mentioning (most of which we have met with) include Aguia Resources (AGR-
ASX), Americas Petrogas (BOE-TSXV), Brazil Potash (a private company), Encanto Potash (EPO-TSXV), EPM 
Mining (EPK-TSXV), Grizzly Discoveries (GZD-TSXV), Pacific Potash (PP-TSXV), Passport Potash (PPI-TSXV), 
Rio Verde Minerals (RVD-TSXV) and Sirius Minerals (SXX-LSE). These projects are at varying stages of 
exploration and development. We add them to our watchlist and will track their progress with an eye to 
expand our coverage universe once deemed appropriate. 
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Potash is the common name for potassium chloride and salts that contain potassium in water-soluble 
ŦƻǊƳΦ  tƻǘŀǎǎƛǳƳ όYύ ƻŎŎǳǊǎ ƴŀǘǳǊŀƭƭȅ ŀƴŘ ƛǎ ǘƘŜ ǎŜǾŜƴǘƘ Ƴƻǎǘ ŎƻƳƳƻƴ ŜƭŜƳŜƴǘ ƛƴ ǘƘŜ ŜŀǊǘƘΩǎ ŎǊǳǎǘΦ  
Potash for fertilizer is mainly derived from potash rock, which requires only separation from the salt and 
other minerals and physical upgrading into a form suitable for fertilizer manufacturing.  Fertilizer potash 
forms part of a long-term cycle of potassium, which is both sustainable and natural.  There are no 
environmental risks associated with potash as it balances other nutrients, particularly nitrate, to ensure 
plants use nutrients efficiently.  As shown in Exhibit 1, there are numerous potassium-bearing materials, 
the most common being potassium chloride (KCl). 

Exhibit 1 ς Potassium Compounds 

Chemical Name Common Name Formula 

Potassium Oxide Potash fertilizer K2O 

Potassium Chloride Muriate of potash ("MOP") KCl 

Potassium Sulphate Sulphate of potash ("SOP") K2SO4 

Potassium Carbonate Carbonate of potash, salts of tartar, or pearlash K2CO3 

Potassium Chlorate Chlorate of potash KCIO3 

Potassium Hydroxide Caustic potash or potash lye KOH 

Potassium Nitrate Nitrate of potash or salt KNO3 

Potassium Permanganate Permanganate of potash KMnO4 

Source: Fraser Mackenzie 

 

Potash is an essential, irreplaceable nutrient needed for plant development.  Potassium strengthens plant 
stalks and roots and helps enhance water retention, increase crop yields and aids plant resistance against 
disease. In addition to increasing overall yields, potash also amplifies food flavour, colour and adds texture 
to foods.  ²ƘƛƭŜ ǇƻǘŀǎƘ Ƙŀǎ ǘƘǊŜŜ Ƴŀƛƴ ǳǎŜǎΣ фр҈ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ǇƻǘŀǎƘ ƛǎ ǳǎŜŘ ƛƴ ŦŜǊǘƛƭƛȊŜǊΦ tƻǘŀǎƘ Ŏŀƴ ōŜ 
categorized into different levels. 

Standard potash grades are suitable for direct fertilizer application and for use in various NPK formations. 

Granular grades have recently been increasing in popularity and are suitable for direct fertilizer 
application and in bulk blending with other fertilizer nutrients.  

Industrial grades are highly purified and used mainly as a raw material in a variety of industrial 
applications ranging from food products to soaps.  

¢ƘŜ Ǝƭƻōŀƭ ǇƻǇǳƭŀǘƛƻƴ Ƙŀǎ ƳƻǊŜ ǘƘŀƴ ŘƻǳōƭŜŘ ǎƛƴŎŜ ǘƘŜ ƳƛŘ мфллΩǎ ǘƻ ƻǾŜǊ т ōƛƭƭƛƻƴ ŎǳǊǊŜƴǘƭȅ ŀƴŘ ƛǘ ŘƻŜǎ 
not seem to be slowing down with a further 2.5 billion humans populating the earth by 2050. Furthermore 
individual food habits are changing. With an increase in disease and sickness there is a greater focus on 

http://en.wikipedia.org/wiki/Common_name
http://en.wikipedia.org/wiki/Potassium_carbonate
http://en.wikipedia.org/wiki/Salt_(chemistry)
http://en.wikipedia.org/wiki/Potassium
http://en.wikipedia.org/wiki/Potassium_chloride
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ƻōǘŀƛƴƛƴƎ ǇǊƻǇŜǊ ƴǳǘǊƛŜƴǘǎ ǘƘǊƻǳƎƘ ƻƴŜΩǎ ŘƛŜǘ ǎǳōǎǘƛǘǳǘƛƴƎ ǇǊƻŎŜǎǎŜŘ ŦƻƻŘǎ ǿƛǘƘ ŦǊǳƛǘǎ ŀƴŘ ǾŜƎŜǘŀōƭŜǎ ŀƴŘ 
protein from meat products.  

Negatively correlated with the increasing population growth is a reduction in available farmland per 
individual, mainly brought on by urban sprawl. With the proper application of the correct fertilizers, 
ŦŀǊƳŜǊǎ Ŏŀƴ ƛƴŎǊŜŀǎŜ ŀƎǊƛŎǳƭǘǳǊŀƭ ȅƛŜƭŘǎ ƛƴ Ƴŀƴȅ άƭƻǿ-ȅƛŜƭŘƛƴƎέ Ŏƻǳƴǘries (such as China, India and Brazil) 
and continents (Africa).   

Currently, potash production is limited to only 12 countries around the world with the majority coming 
primarily from three nations: Canada, Russia and Belarus.  Of these, Canada is the largest producer with 
the province of Saskatchewan being the epicentre for global potash production. 

Exhibit 2 ς Global Potash Reserves 

 

Source: PotashCorp 

The largest importers of potash are the heavily populated countries such as China, India and Brazil.  In 
Exhibit 3 and 4 we highlight the nations that are global potash producers and consumers.  Notably, most 
of the major consumers produce little potash, if any, to supply their ŎƻǳƴǘǊȅΩǎ ƴŜŜŘǎ.  

  

Canada 46%

U.S. 1%

Russia35%

Belarus 8%

China2%Israel 0.5%
Jordan 0.5%

Brazil 3%

Chile 1%

Germany 2%
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Exhibit 3 ς Global Potash Producers 

 

Source: Fertecon 2007 

Exhibit 4 ς Global Potash Consumers  

 

Source: Potash Corp. 

Consumers 
China: With a population of over 1.3 billion and over 3.6 million square miles of landmass, China has 
ŜǎǘŀōƭƛǎƘŜŘ ƛǘǎŜƭŦ ŀǎ ǘƘŜ ǿƻǊƭŘΩǎ ǎŜŎƻƴŘ ƭŀǊƎŜǎǘ ŜŎƻƴƻƳȅ ǿƛǘƘ ŀ D5t ƻŦ ŎƭƻǎŜ ǘƻ Ϸ7 trillion dollars. It is the 
largest exporter and second largest importer of goods across the world. Close to 20% of the global 
population lives in the country, which comprises less than 6.5% of the global land mass. The disproportion 
in figures has placed increasing pressure on the country to feed its population in the most efficient and 
economical way.  

The agricultural industry is the most important economic activity within the country, providing a livelihood 
to around two-ǘƘƛǊŘǎ ƻŦ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ǇƻǇǳƭŀǘƛƻƴΦ !ƭǘƘƻǳƎƘ ƎǊŀƛƴ ǇǊƻŘǳŎǘƛƻƴ Ƙŀǎ ōŜŜƴ ǊŜƭŀǘƛǾŜƭȅ ǎǘŀōƭŜ 
ƻǾŜǊ ǘƘŜ ƭŀǎǘ нл ȅŜŀǊǎ ƻǊ ǎƻ όǎƛƴŎŜ ǘƘŜ ŜŀǊƭȅ флΩǎύ ǘƘŜ ǳǎŜ ƻŦ ŦŜǊǘƛƭƛȊŜǊ Ƙŀǎ ƛƴŎǊŜŀǎŜŘ Ϥпл҈ ŀƴŘ ǘƘŜ ŎƻǳƴǘǊȅ ƛǎ 
currently the largest consuming country of fertilizer globally. Meat consumption has doubled from 25kg in 

Germany, 8%
Israel, 10%

Belarus, 16%

Russia, 19%

Canada, 35%

Other, 12%

China, 16.8%

India, 12.1%

Other Asia, 
11.6%

Latin America, 
16.2%

North America, 
19.7%

Other, 23.7%
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ǘƘŜ ŜŀǊƭȅ мфулΩǎ ǘƻ ƻǾŜǊ рлƪƎ ǇŜǊ ǇŜǊǎƻƴ ŎǳǊǊŜƴǘƭȅ ƻƴ ŀƴ ŀƴƴǳŀƭ ōŀǎƛǎΦ ²ƘƛƭŜ ǘƘŜ ŎƻǳƴǘǊȅ ƛǎ ǎŜƭŦ-reliant in 
regard to a number of products such as nitrogen and phosphate it lacks adequate potash production.  

Further adding to the supply and ŘŜƳŀƴŘ ŎƻƴǎǘǊŀƛƴǘ ƛǎ ǘƘŜ ŦŀŎǘ ǘƘŀǘ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ŀǊŀōƭŜ ƭŀƴŘ ǇŜǊ ŎŀǇƛǘŀ 
has been reduced dramatically to less than 700 m2 from 1700 m2 over 50 years ago. This ratio is only set to 
increase even further as the population continues to grow. 

India: With a population of 1.2 billion, coming in just under China, India is expected to add over 150 
million to the global population over the next decade of which the majority are expected to compose of 
άƳƛŘŘƭŜ ŜŎƻƴƻƳƛŎ ǎŎŀƭŜέ ƛƴdividuals.  

With about 140 hectares (1.4 million kilometres squared total) of land per 1,000 individuals India ranks 
well over 100 on the global list of arable land per capital. This ranking is only set to fall further with time 
given the correlation to population growth. The agricultural situation is further heightened if one takes 
into account the increasing prices of goods in the country. With the CPI index having increased 
substantially, food prices alone have surged over 15% year over year. Furthermore unreliable rainfall and 
poor soil fertility are major hindrances to farm production, impacting crop yields that typically range at 20-
50% of those in the U.S. 

Brazil (Latin America): Is the largest consuming country of potash located in Central and South America, 
accounting for ~75% of all potash consumed on the continent. More recent data suggest that Brazil is on 
the cusp of becoming the largest importer of potash in the world. Roughly 90% of national potash 
consumption is sourced from outside of the country. Therefore, potash pricing in Brazil is normally 
significantly higher than prices quoted in the rest of the world as it includes the cost of transport from 
faraway places like Saskatchewan. Farmers in Brazil also use a premium product (granular versus 
standard). Thus the quoted price in Brazil can be ~$100 per tonne higher than prices in North America, 
Europe and other regions. 

South East Asia (SEA): In Japan, South Korea 
and Taiwan farmers cultivate less than 200m2 of 
land per person.  Producing ~85% of global palm 
oil and ~40% of total rice production, rising 
demand brought on by increasing population 
has placed considerable pressure on the 
ŎƻƴǘƛƴŜƴǘΩǎ ŀƎǊƛŎǳƭǘǳǊŀƭ ōŀǎŜΦ CǳǊǘƘŜǊƳƻǊŜ ŀǎ 
arable land per capita continues to decline 
there is a greater need to increase crop yield.  

Looking at food consumption and overall diet 
changes, individuals in Asia consume over 250% 
more meat when compared to consumption 
about 50 years ago;  8 kg. versus 28 kg., currently. 

United States of America: The U.S. is the highest meat consuming country globally, coming in at 123 kg 
per capita, up from approximately 90 over 55 years ago. The U.S. alone accounts for over 40% of the total 
global trade for wheat, corn, soybeans and cotton. Fertilizer and potash demand is fairly consistent for the 
ŎƻǳƴǘǊȅ ƎƛǾŜƴ ǘƘŀǘ ǘƘŜ ¦Φ{Φ ƘƻǳǎŜǎ ǎƻƳŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ōŜǎǘ ŦŀǊƳ ƳŀƴŀƎŜƳŜƴǘ ǇǊŀŎǘƛŎŜǎ ŀƴŘ ƛǎ ŀ 
significant and stable player in the global food supply chain. 
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Producers 
The industry is fairly concentrated with a small number of companies and countries exporting the majority 
of potash. Furthermore a number of companies have formed third party entities whereby they have a 
vested production interest.  Below we highlight some of the large potash producers globally. 

Agrium:  The company is both a major retail supplier of agricultural products and a leading global 
producer and marketer of agricultural nutrients and industrial products. The company conducts activities 
through its three primary nutrient segments: 1) Nitrogen, 2) Phosphate and 3) Potash. In FY2010 the 
ŎƻƳǇŀƴȅ ƘŀŘ ƻǾŜǊ ϷмлΦр ōƛƭƭƛƻƴ ƛƴ ƴŜǘ ǎŀƭŜǎ ƻŦ ǿƘƛŎƘ ǇƻǘŀǎƘ ǎŀƭŜǎ ǿŜǊŜ ƻǾŜǊ ϷнΦр. όнп҈ύΦ ¢ƘŜ ŎƻƳǇŀƴȅΩǎ 
primary potash mine and production facility is located in Vanscoy, Saskatchewan.  

The company has the capability to produce over 2 million tonnes of potash from Saskatchewan with 
production in FY2010 coming in at 1.8 million tonnes and sales of 1.9 million tonnes. Total potash sales 
equated to over $645 million in net revenue. 

Of total sales volume, 60% is distributed within North America with the remaining 40% distributed 
internationally via its distribution arm ς Canpotex.  

The company has a strong position within the Canadian market place as an established producer with 
global reach. Its end potash product is high quality and relatively low cost and the company has significant 
growth plans with capacity increasing by 0.8 million tonnes (40%) with a brownfield expansion at the 
Vanscoy facility. The expansion is expected to be completed by 2014.  

Belaruskali: A key player in the global potash industry. Belaruskali is the largest producer and supplier of 
potash within the Commonwealth of Independent States (CIS), which comprises 10 former Soviet 
wŜǇǳōƭƛŎǎΩ ƳŜƳōŜǊ ǎǘŀǘŜǎΦ ¢ƘŜ ŎƻƳǇŀƴȅ Ƙŀǎ ŦƻǳǊ Ƴƛnes and refinery complexes producing fine crystalized 
granulated concentrate of potassium chloride. In FY2010 the company produced more than 8 million 
tonnes of potash which is expected to rise to ~11Mtpa by FY2015, with a planned increase in utilization of 
its Krasnoslobodsky mine.  

Israel Chemicals Ltd (ICL-TASE): ICL, a leading global fertilizer and specialty chemical company is ranked 
6th in the world in potash production. The company holds exclusive concessions to extract high quality, 
low cost reserve ƳƛƴŜǊŀƭǎ ŦǊƻƳ LǎǊŀŜƭΩǎ 5ŜŀŘ {Ŝŀ ŀƴŘ ǊƛƎƘǘǎ ǘƻ ƳƛƴŜ ƛƴ ǘƘŜ bŜƎŜǾ 5ŜǎŜǊǘΦ ¢ƘŜ ŎƻƳǇŀƴȅ 
also has concessions for mining potash and salt from underground mines in Spain and England. 
Additionally ICL has a virtually unlimited open-air stockpiling capability allowing for production flexibility. 
The close proximity to a port also provides another competitive advantage in regards to both low freight 
and short delivery times. 

In addition to its potash and phosphate fertilizers segment, the company operates two other core 
segments: 1) Industrial Products (flame retardants and other chemicals) and 2) Performance Products 
όǎǇŜŎƛŀƭǘȅ ǇƘƻǎǇƘŀǘŜǎΣ ŀƭǳƳƛƴŀ ŀƴŘ ƻǘƘŜǊ ǇƘŀǊƳŀŎŜǳǘƛŎŀƭ ŎƘŜƳƛŎŀƭǎύΦ Lƴ C¸нлмлΣ L/[Ωǎ ŦŜǊǘƛƭƛȊŜǊǎ 
represented 51% of total sales (~$3.0 billion) and within the fertilizer segment potash (MOP) represented 
about 69% of total sales.  

The company has the operational capability to produce 6.0 million tonnes of potash and in FY2010 the 
company produced 4.3 million tonnes with total sales of 5.6 million tonnes of potash (including internal 
sales).  

K+S Aktiengesellschaft (SDF-DB): The company operates under two segments 1) Potash and Magnesium 
tǊƻŘǳŎǘǎ ŀƴŘ нύ bƛǘǊƻƎŜƴ CŜǊǘƛƭƛȊŜǊǎΦ IƻǿŜǾŜǊ ǘƘŜ ǇǊƛƳŀǊȅ ŦƻŎǳǎ ƛǎ ǘƘŜ ƎǊƻǿǘƘ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǇƻǘŀǎƘ 
segment. Total annual sales for FY2010 were ϵ4.6 billion of which potash and magnesium products 
comprised ~ϵ2.0 billion (41.3%). This past year, FY2011 the company completed its acquisition of Potash 
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One (Canadian-based), which holds a number of potash exploration licences. In June, 2011 the company 
announced the divestiture of COMRO (Nitrogen Fertilizers business) to a private equity investor; Triton. 
YҌ{ ƛǎ ǘƘŜ ǿƻǊƭŘΩǎ ƭŜŀŘƛƴƎ ǇǊƻŘǳŎŜǊ ƻŦ ǎŀƭǘ όbŀ/ƭύ ǿƛǘƘ Ϥол Ƴƛƭƭƛƻƴ ǘƻƴƴŜǎ ƻŦ ŎŀǇŀōƛƭƛǘȅΦ  

Potash operations are carried out via ownership of six mines in Germany with annual output of 7.5 million 
tonnes (full capacity potash and magnesium products). K+S produced 5.8 million tonnes of potash 
products (3.1 million tonnes of KCl) in FY2010A. Globally the company stands as the fifth largest potash 
producer and the leading supplier in Europe.  

Via its acquisition of Potash One the company plans to construct the Legacy Project near Moose Jaw, 
Saskatchewan for a capital cost of $3.2 billion. Initial production is targeted for 2015 with a ramp to 2.86 
million tonnes of KCl in 2023. There is the potential to further increase output to 4.0 million tonnes in the 
long-term. 

Mosaic (MOS): Based in the U.S., Mosaic (formerly GNS II Corp.) is both a producer and marketer of 
concentrated phosphate and potash crop nutrients, with the end product being distributed globally. The 
company mines phosphate rock in Florida and then processes the rock into finished phosphate products in 
Florida and Louisiana. Within the potash division, MOS mines potash in Saskatchewan, New Mexico and 
aƛŎƘƛƎŀƴΦ 9ƴŘ ǇƻǘŀǎƘ ǇǊƻŘǳŎǘƛƻƴ ƛǎ ŜȄǇƻǊǘŜŘ Ǝƭƻōŀƭƭȅ Ǿƛŀ /ŀƴǇƻǘŜȄ όah{Ωǎ ŘƛǎǘǊƛōǳǘƛƻƴ ŀǊƳ ς please see 
ōŜƭƻǿύΦ Lƴ {ŀǎƪŀǘŎƘŜǿŀƴ ŀƭƻƴŜ ǘƘŜ ŎƻƳǇŀƴȅ ƘƻƭŘǎ ƳƻǊŜ ǘƘŀƴ ŀ ŎŜƴǘǳǊȅΩǎ ǿƻǊǘƘ ƻŦ ƻǊŜΦ  

With current production capacity just over 10 million tonnes per annum (+1.3Mt from a tolling 
agreement) the company plans to add 4.6 million tonnes in brownfield construction projects over the next 
7 years (as shown below). 

Potash Corporation of Saskatchewan (POT): tƻǘŀǎƘ /ƻǊǇΦ ƛǎ ǘƘŜ ǿƻǊƭŘΩǎ ƭŀǊƎŜǎǘ ŦŜǊǘƛƭƛȊŜǊ ŎƻƳǇŀƴȅ ŀƴŘ ƛǎ 
responsible for filling ~20% of global demand. With operations in seven countries POT is the second 
largest potash producer globally.  

In FY2010 the company produced over 8 million tonnes of KCl and has one of the most extensive 
expansion plans of all producers with expected production of 9.6 million tonnes and 11.5 million tonnes of 
KCL in FY2011 and FY2012, respectively. Given the size and scale of current operations the company is 
easily able ramp up current operations (brownfield projects); thus benefiting from a low capital cost 
model. The company is able to fund its $5.5 billion expansion with cash flow from operations of ~$4 billion 
(annual run rate). Please see page 63 for our more in-depth initiating coverage analysis on the company.  

Uralkali JSC (URKA): A public Russian based potash Fertilizer Company that is based in Perm Krai. Uralkali 
is vertically integrated, meaning it controls the entire production process from ore mining to the 
distribution of MOP (Muriate of Potash) to end consumers via its fleet of specialized railcars and terminal 
located at St. PetersbuǊƎΦ ¢ƘŜ ǿƻǊƭŘΩǎ ƭŀǊƎŜǎǘ ǇƻǘŀǎƘ ǇǊƻŘǳŎƛƴƎ company globally, comprising almost 20% 
market share, URKA trades on the London Stock Exchange (LSE), Russian Trading System (RTS), and MICEX 
(Moscow Interbank Currency Exchange). Uralkali took over the leading spot for potash production from 
PotashCorp after it merged with another leading producer, Silvinit, in early 2011. The company currently 
employs over 23,000 individuals.  

¢ƘŜ ŎƻƳǇŀƴȅΩǎ ŀǎǎŜǘǎ ƛƴŎƭǳŘŜ ŦƛǾŜ ƳƛƴŜǎ ŀƴŘ ŜƛƎƘǘ ƻǊŜ-treatment mills, consisting of 7 MOP mills, a 
carnallite plant and a sodium chloride plant. Potash production is located in the towns of Berezniki and 
Solikamsk both ƛƴ ǘƘŜ tŜǊƳ ¢ŜǊǊƛǘƻǊȅΣ ǿƘŜǊŜ ǘƘŜ ǿƻǊƭŘΩǎ ǎŜŎƻƴŘ ƭŀǊƎŜǎǘ ŘŜǇƻǎƛǘ ƻŦ ǇƻǘŀǎǎƛǳƳ ŀƴŘ 
magnesium exists (Verkhnekamskoye). Uralkali holds development licences for the Ust-Yayvinsky and 
Polovodovsky blocks within the Verkhnekamskoye field, containing ore reserves of 3.084 billion tonnes. As 
of year-ŜƴŘ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǘƻǘŀƭ ƻǊŜ ǊŜǎŜǊǾŜǎ ǿŜǊŜ ŀǇǇǊƻȄƛƳŀǘŜƭȅ уΦу ōƛƭƭƛƻƴ ǘƻƴƴŜǎΦ  
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!ǘ ȅŜŀǊ ŜƴŘ нлмл ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǇǊƻŘǳŎǘƛƻƴ ŎŀǇŀŎƛǘȅ ǿŀǎ млΦс Ƴƛƭƭƛƻƴ ǘƻƴƴŜǎ ƻŦ ǇƻǘŀǎƘ ǿƛǘƘ Ǉƭŀƴǎ ǘƻ 
increase capacity to 13 million tonnes by year-end 2012. The company plans on increasing capacity 
another 6 million tonnes to 19 million tonnes by 2021. The kŜȅ ŜƴŘ ƳŀǊƪŜǘǎ ƛƴŎƭǳŘŜ ǘƘŜ ά.wL/έ ŎƻǳƴǘǊƛŜǎ 
(Brazil, India, China and Russia) in addition to Southeast Asia, the United States and the European Union.  

The company sells its products in the export market via the Belarusian Potash Company (BPC), 
International Potash Company, Uralkali Trading SA and Agrifert S.A.  

Marketing Arms 

Belarusian Potash Company: Belaruskali and Uralkali formed this company in 1995, with each shareholder 
holding рл҈ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǎƘŀǊŜǎΦ .ŜƭŀǊǳǎƪŀƭƛΩǎ ǎƘŀǊŜ was reduced to 45% with 5% having been 
acquired by Belarusian Railways in 2008.  

Headquartered in Minsk, The Republic of Belarus, the company has regional offices in New Delhi, Beijing, 
Singapore, Sao Paulo (Brazil), Panama and Chicago (U.S.A.) and comprises 43% of the global market, 
supplying to more than 70 countries globally with a focus on developing new markets.  

BPC potash sales total 10 to 12 million metric tonnes annually. BPC exports potash to Africa, Asia-Pacific, 
Central and South America, China, Europe, India and the United States. 

Canpotex: Canpotex is the internal and marketing distribution company wholly owned by Agrium Inc.,  
Mosaic Company and Potash Corporation of Saskatchewan (consortium of large Saskatchewan potash 
players). It has been operational since 1972 and has offices in Singapore, Hong Kong, Tokyo, Saskatoon 
and Vancouver with major international markets comprising of Australia, Brazil, China, India, Indonesia, 
Japan, Korea and Malaysia. Canpotex sells around 8 to 9 million metric tons of potash annually.  

The company takes title of the product at the mine site and maintains control through the export corridor, 
thus minimizing quality risk to producers. Its Quality Standard system tests and analyzes the potash 
throughout the delivery system, thus ensuring product specifications are met. The company distributes 
standard, granular and industrial grades of potash.  

Exhibit 5 - Industrial and Agricultural Potash 

 

Source: Canpotex 
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Supply/Demand 

The International Fertilizer Industry Association estimates world potash demand to have been 30 million 
metric tonnes of K2O (the equivalent of 48 million tonnes of KCl) in 2010 and forecasts demand to increase 
at a 4% compound annual growth rate through 2015. PotashCorp sizes the market at 57 million tonnes of 
KCl in 2011 growing to between 58 and 60 million tonnes in 2012. The need for potash and fertilizers 
continues to grow as the world population expands while arable land remains scarce thereby necessitating 
higher yields.  In Exhibit 6, we show how the amount of arable land per person has and will likely continue 
to decrease over time.  

Exhibit 6 ς World Population versus Arable Land 

 

Source: Encanto Potash 

Economic pressure continues to drive prices upward despite additional capacity coming on-stream. In 
2010, the International Fertilizer Association tracked close to 100 potash projects in 25 countries around 
the world and noted that more than 180 exploration licences had been issued in Canada alone over the 
previous three years. We have identified projects among five majors that suggest an additional 30 million 
tonnes of capacity within the next 12 years. This includes ¦Ǌŀƭƪŀƭƛ όу ƳǘǇŀ ŜȄǇŀƴǎƛƻƴ ǘƘǊƻǳƎƘ нлнмύΣ .ItΩǎ 
Jansen Project (target first production in 2015 with an initial 2 mtpa phase ramping up to 8 mtpa within 10 
ȅŜŀǊǎύΣ tƻǘŀǎƘ/ƻǊǇ όс ƳǘǇŀ ŜȄǇŀƴǎƛƻƴ ǘƘǊƻǳƎƘ нлмрύΣ aƻǎŀƛŎ όпΦс ƳǘǇŀ ŜȄǇŀƴǎƛƻƴ ōȅ нлмфύ ŀƴŘ YҌ{Ω 
LeƎŀŎȅΩǎ tǊƻƧŜŎǘ όǊŀƳǇƛƴƎ ǘƻ нΦус ƳǘǇŀ ƻŦ ŎŀǇŀŎƛǘȅ ōȅ нлноύΦ ¢ƘŜ ŜƛƎƘǘ ƭŜŀŘƛƴƎ ƧǳƴƛƻǊ ǇǊƻƧŜŎǘǎ ǿŜ ƛƴŎƭǳŘŜ 
in this report could add in excess of 10 million tonnes of capacity within this timeframe. This increase adds 
up to around 40 mtpa of additional capacity versus an increase in demand of 26 mtpa (assuming a 3% 
CAGR) to 48 mtpa (assuming a 5% CAGR) over this time horizon. This forecast suggests there is a risk of 
over-capacity and a possibility for pricing pressure. However, we believe many of these projects are 
unlikely to proceed entirely as planned.  For example, the Jansen project has yet to be sanctioned 
ƛƴǘŜǊƴŀƭƭȅ ōȅ .ItΩǎ ōƻŀǊŘ ŀƴŘ Ƴŀƴȅ ŀǊŜ sceptical of it ever coming into production. The majors are also 
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motivated to overstate their plans in order to dissuade others from entering the market. Also, as 
discussed, only a select number of juniors will be successful in achieving production. One must also 
consider that some existing projects may deplete their capacity due to aging or other facts such as 
flooding (like Belaruskali in 2011). 

Pricing 
Prior to its upsurge in 2008, potash pricing had remained fairly steady for a number of years at below 
US$200 per tonne.  With a spike in agricultural commodity prices during 2007 (aided by increased demand 
for biofuels), demand for fertilizers swelled taking potash prices up to nearly US$1,000 per tonne before 
the economy derailed and the price dropped to roughly US$350 per tonne (including freight).  Marginal 
cash cost analysis suggests a pricing floor of about US$220 per tonne.  However, the costs of adding new 
production likely lifts this floor up over the US$350 mark seen in 2009/2010. While biased of course, 
Uralkali this year said that in order to justify development of greenfield capacity prices would have to 
range between US$450 and $500 per tonne ex-factory or between US$550 and US$600 per tonne after 
railway freight and shipment charges of US$80 to $100. 

In 2011 we witnessed the return of potash price escalation. Early in the year Uralkali agreed to a supply 
agreement with China for the first half of this year at a price of US$400 a tonne, then later in the year 
signed a contract at US$470 per tonne. After months of resistance, India agreed to purchase product from 
BPC at US$490 per tonne and signed with Canpotex around the same time to pay US$470 per tonne and 
US$530 per tonne for Q4/11 and Q1/12, respectively. Current prices (Vancouver spot price) are sitting at 
$490 per metric tonne, an increase of over 40% year over year. 

Exhibit 7 ς Historical Potash Pricing ς ICIS MOP Potash Bulk SE Asia Cost + Freight  

 

Source: Bloomberg, Fraser Mackenzie 
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Exhibit 8 ς Historical Potash Pricing ς IMP Canada Potash Export Price (Vancouver) 
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Source: Bloomberg, Fraser Mackenzie 

We expect that the US$500 price point will hold. After a strong year of price escalation, we believe there is 
the prospect for prices to cool in the short term as a result of the sovereign debt issues in Europe 
(affecting demand within Europe and elsewhereύ ŀǎ ǿŜƭƭ ŀǎ ŀ ǊŀǇƛŘ ŘŜǇǊŜŎƛŀǘƛƻƴ ƛƴ LƴŘƛŀΩǎ ǊǳǇŜŜ όǿƘƛŎƘ 
has caused IFFCO to demand price relief). However, we believe the overall trend is for prices to head even 
higher by the end of 2012 and demonstrate a long-term floor price of $500 per tonne. 

 

Despite strong agricultural commodity fundamentals (including rising potash demand and a 30%-40% 
increase in the potash price), large-cap fertilizer stocks have largely tracked the movement of the broader 
indices and have underperformed year-to-date. The junior potash universe started the year strong with 
the expectation that prices were on the rise (making many of the projects economic) and a number of 
companies having pending catalysts (such as a resource update). However, much of this outperformance 
waned throughout the back half of the year as positive catalysts were often considering a selling 
opportunity among investors. Below we chart the performance of large-caps (which includes those 
companies listed in our large-cap comparables table on page 16) and small-caps (including the juniors 
included within this report) versus the broad TSX Index. 
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Exhibit 9 - TSX vs. Large Cap Fertilizer vs. Junior Potash Index 
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Source: Bloomberg, Fraser Mackenzie 

 

We illustrate the summary valuation metrics in the potash sector divided by major producers and juniors 
in the exploration/development stage (See exhibit 10 and 11). We believe that producers are best valued 
on their earnings and cash flow profile and employing peer multiples methodology. In our view, the 
juniors are best valued by discounting their future cash flow streams to determine a net asset value. A 
simpler enterprise value to resource metric may have some merit (hence we also include it as a metric in 
the accompanying analysis). However, we caution this metric fails to capture a more complete set of 
unique company characteristics that we can account for in the NAV approach.  We provide details of our 
NAV calcuƭŀǘƛƻƴǎ ǿƛǘƘƛƴ ŜŀŎƘ ƛƴŘƛǾƛŘǳŀƭ ŎƻƳǇŀƴȅΩǎ section in this report. 
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Exhibit 10 ς Large-Cap Comparables 

 

Source: Bloomberg, Capital IQ, Fraser Mackenzie 
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Exhibit 11 ς Small-Cap Comparables 

 

Source: Bloomberg, Capital IQ, Fraser Mackenzie 
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SHARE INFORMATION SUMMARY 

Recent Price C$0.87 

12 mo. Price Target C$1.60 

52-week Range C$0.38 - C$2.43 

Shares Outstanding, Basic (M) 193.2 

Shares Outstanding, Diluted (M) 1 215.0 

Avg. Daily Vol. (3 mo.) 1,370,000 

Market Cap ($M) C$168.1 

Net Cash ($M) ~C$49 

Risk Profile Speculative 

9ǘƘƛƻǇƛŀΩǎ aƻǎǘ !ŘǾŀƴŎŜŘ WǳƴƛƻǊ 
Potash Play 
Allana is focused on developing a very significant Ethiopian 
potash project  

The company is earning a 100% interest in a 160 km
2
 land package 

in the Danakil Evaporite Basin, an area of known historic potash 
potential.  The basin is twice the size of the world class Urals Basin, 
which currently accounts for a large portion of global potash 
supply.  

Exploration has been successful in defining a large resource 

!ƭƭŀƴŀΩǎ ǊŜǎƻǳǊŎŜ ǘƻǘŀƭǎ мΦнт ōƛƭƭƛƻƴ ǘƻƴƴŜǎ όǇǊƛƳŀǊƛƭȅ ƳŜŀǎǳǊŜŘ ŀƴŘ 
indicated) grading 19.3% KCl. This resource lies on the western part 
of its property where drilling continues for the primary purpose of 
upgrading the resource while additional drilling on the eastern part 
of the property aims at increasing the resource. 

Economics are proving to be very favourable as indicated by a 
recently released PEA 

Cost metrics are at the low end of the industry spectrum with 
capex estimated at US$796 million and total opex at US$91 (please 
refer to page 27) per tonne for a 1 million tonne per annum 
operation.  

Key financial partners are in place with a strategic partner likely 
forthcoming 

Allana has secured a substantial investment from IFC (a member of 
the World Bank) and Liberty Metals & Mining, two groups intent on 
financing the project through the construction phase. As well, the 
company has appointed BNP Paribas as its advisor to help arrange 
the structuring of debt financing. Allana is now is discussions with 
several possible strategic partners which may result in an off take 
agreement and further investment. 

9ǘƘƛƻǇƛŀΩǎ ŜŎƻƴƻƳȅ Ƙŀǎ ōŜŜƴ ǎǘŀōƭŜ ŀƴŘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ǎǳǇǇƻǊǘǎ 
mining  

¢ƘŜ ŎƻǳƴǘǊȅΩǎ ǊǳƭƛƴƎ ǇŀǊǘȅ ǿƻƴ ŀ ŘŜŎƛǎƛǾŜ ŜƭŜŎǘƛƻn victory in 2010.  
It has been responsible for an investment friendly environment 
ǘƘŀǘ Ƙŀǎ ǇǊƻŘǳŎŜŘ ƻƴŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ŦŀǎǘŜǎǘ ƎǊƻǿƛƴƎ ŜŎƻƴƻƳƛŜǎ 
that encourages mining development through a modern mining 
code. 

We have a Strong Buy rating and a C$1.60 per share target price 

We estimate a NAV of C$3.17/share suggesting that Allana shares 
are currently trading at less than 0.3x P/NAV while our target is 
based on a 0.5x multiple.  We expect upside to our target as the 
project is de-risked or a takeout is undertaken.  Grand slam 
potential also exists with a return to stronger potash prices. 

1. There are 21.8 million of combined options and warrants 
outstanding with an average exercise price of $1.09. 

ESTIMATES SUMMARY 

FY end July 31 2013E 2014E 2015E 2016E 

Production (MM MT) - - - 1.0 

MOP Price (US$/MT) - - - 500 

Opex (US$/MT) - - - 100 

Capex (US$M) - 400 400 30 

EBITDA (US$M) (6.0) (8.0) (10.0) 372 

 

COMPANY PROFILE  

Allana Potash Corp. focuses on the acquisition and 
development of potash assets.  The Company's flagship 
project is its Ethiopia Potash Project in the Danakil 
evaporite basin which has a measured and indicated 
resource totalling 673 million tonnes with a composite 
grade of 18.7% KCl and another 596 million tonnes 
inferred grading 20.0%. 

 

ALLANA POTASH AAA ς TSX C$0.87 December 19, 2011 
 

Rating: STRONG BUY 
Target Price:  C$1.60 (83.9% Potential ROR) 
Market Capitalization:  C$168.1 million 

METALS & MINES 
Peter Prattas, CA, CFA ς Analyst 
416.682.4243 
pprattas@frasermackenzie.com   
Mona Nazir ς Associate 
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Allana Potash is a junior potash exploration company, which was formed in 2007.  In 2010 the company 
changed its name from Allana Resources to Allana Potash.  The company has two potash projects in the 
pipeline, in Ethiopia and Argentina, and is focusing primarily on the Ethiopian Dallol project as a near-term 
opportunity. 

The Dallol Potash Project (also known as the Danakil Potash Deposit) is located ƛƴ 9ǘƘƛƻǇƛŀΩǎ ƴƻǊǘƘŜŀǎǘŜǊƴ 
Danakil Depression.  Allana is earning a 100% interest in a 160 square kilometre land package across three 
mineral concessions, which are located 100 kilometres from the Red Sea coast and 600 kilometres by road 
to the deep-water port of Djibouti.  The area is well known for small-scale potash mining and extensive 
exploration was ŎŀǊǊƛŜŘ ƻǳǘ ƛƴǘŜǊƳƛǘǘŜƴǘƭȅ ŦǊƻƳ ǘƘŜ ŜŀǊƭȅ мфллΩǎΦ  !ƴ bL по-101 resource estimate has 
ōŜŜƴ ŎƻƳǇƭŜǘŜŘ ƻƴ !ƭƭŀƴŀΩǎ ǇǊƻǇŜǊǘȅΣ resulting in a measured and indicated resource estimate totalling 
673 million tonnes for the project with a composite grade of 18.7% KCl. In addition, the project has 596 
million tonnes of inferred resource with a 20.0% grade. 

Exhibit Aς1:  Location of the Dallol Potash Project in Ethiopia 

 

Source: Allana Potash 

In Argentina, Allana has a 100% interest in over 154,000 hectares in the potash-rich Neuquén province of 
Argentina.  A portion of the land is directly adjacent to Vale's Rio Colorado project, which plans on 
producing 2.4 million tonnes of potash per year with start-up scheduled for late 2013, subject to approval 
ŦǊƻƳ ±ŀƭŜΩǎ ōƻŀǊŘΦ 
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The deposit is situated within a large evaporite basin with known potash mineralization.  !ƭƭŀƴŀΩǎ 
property lies within the Danakil Evaporite Basin, which has similar geology and is twice the size of the 
world class Urals Basin.  Notably, the Saskatchewan and the Urals Basins combined account for 75% of 
ǿƻǊƭŘΩǎ ǊŜǎŜǊǾŜǎ ŀƴŘ рл҈ ƻŦ Ǝƭƻōŀƭ ǇǊƻŘǳŎǘƛƻƴΦ  ¢ƘŜ ŀǊŜŀ ǿƛǘƘƛƴ ŀƴŘ ŀǊƻǳƴŘ !ƭƭŀƴŀΩǎ ǇǊƻǇŜǊǘȅ ǿŀǎ 
ǇǊŜǾƛƻǳǎƭȅ ŀƴ ŜȄǇƭƻǊŀǘƛƻƴ ǎƛǘŜ ŦƻǊ ǇƻǘŀǎƘ ƛƴ ǘƘŜ ƭŀǘŜ мфрлΩǎ ǘƘǊƻǳƎƘ ǘƻ ǘƘŜ Ŝƴd of the sixties.  US-based 
Parsons Company drilled over 300 exploration holes and confirmed major potash reserves about 5 
kilometres west of Mount Dallol.  At that time, a resource estimate of 171 million tonnes of 32.5% KCl 
(non NI 43-101 compliant) was completed which partly extends onto the Allana property.  

The project location has several advantages over potash deposits in Saskatchewan and elsewhere.  
Dallol is approximately 100 kilometres from the Red Sea coast and 600 kilometres by road from the deep-
water port of Djibouti.  This compares favourably to the 1,500-kilometre stretch between Saskatoon and 
Vancouver.  While road and rail infrastructure is deficient in Ethiopia, the government has committed to 
improve the transportation network.  The nation plans to construct 5,000 kilometres of rail with 
ŜȄǘŜƴǎƛƻƴǎ ǘƻ 5ƧƛōƻǳǘƛΣ ǿƘƛŎƘ ŀŎŎƻǳƴǘǎ ŦƻǊ ǊƻǳƎƘƭȅ фр҈ ƻŦ 9ǘƘƛƻǇƛŀΩǎ ǘǊŀŘŜΦ  !ƴ advisor to the Prime 
aƛƴƛǎǘŜǊ Ƙŀǎ ƳŀŘŜ ǎǇŜŎƛŦƛŎ ƳŜƴǘƛƻƴ ƻŦ ǘƘŜ 5ŀƭƭƻƭ ǇǊƻƧŜŎǘ ŀǎ ōŜƛƴƎ άƻƴŜ ƻŦ ǘƘŜ Ƴŀƛƴ ǎǘǊŀǘŜƎƛŎ ǇǊƻƧŜŎǘǎ ƻŦ 
ǘƘŜ ŎƻǳƴǘǊȅ ǿƛǘƘƛƴ ǘƘŜ ŎƻƳƛƴƎ ŦƛǾŜ ȅŜŀǊǎέΦ  5Ƨƛōƻǳǘƛ ƛǎ ŀōƻǳǘ оΣолл ƪƛƭƻƳŜǘǊŜǎ ŦǊƻƳ ǘƘŜ ǇƻǊǘ ƻŦ aǳƳōŀƛΣ 
India and roughly 9,600 kilometres from China (Vancouver-China is similar).  China and India are the 
ǿƻǊƭŘΩǎ ƭŀǊƎŜǎǘ ŎƻƴǎǳƳŜǊǎ ƻŦ ǇƻǘŀǎƘ, yet produce very little.  The Dallol potash project provides an 
opportunity for these nations to secure supply outside of Canpotex (the marketing company jointly owned 
by PotashCorp, Mosaic and Agrium). 

Exhibit A-2:  Location of Dallol Potash Project 

 

Source: Allana Potash 
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The property has notable neighbours including BHP and an Indian mining company.  The area has 
ŀǘǘǊŀŎǘŜŘ ǘƘŜ ŀǘǘŜƴǘƛƻƴ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ƭŀǊƎŜǎǘ ƳƛƴƛƴƎ ŎƻƳǇŀƴȅΣ .It .ƛƭƭƛǘƻƴΣ ǿƘƛŎƘ ƘƻƭŘǎ ŀ ǇǊƻǎǇŜŎǘƛƴƎ 
licence for a huge territory directly to the south and east of Allana.  As a result, BHP could prove to be a 
valued partner.  For example, BHP may choose to invest in Allana, share knowledge (i.e. geological data) 
or attract government spending toward improving infrastructure in the area.  Within the broad perimeter 
ƻŦ !ƭƭŀƴŀΩǎ ŎƻƴŎŜǎǎƛƻƴ ǘƘŜǊŜ ŀǊŜ ŀ ŦŜǿ ǇŀǊŎŜƭǎ ƴƻǘ ƻǿƴŜŘ ōȅ ǘƘŜ ŎƻƳǇŀƴȅΦ  {ŀƛƴik Coal Mining, a leading 
Indian-based coal mining company, holds a mining licence to the west (the Musley Deposit explored by 
Parsons) and an exploration licence around Mount Dallol.  In 2007, Sainik proposed a US$450 million 
investment toward developing the property into a one million tonne per year potash operation.  However, 
the current status of this project is unknown. 

Exhibit A-3:  Allana Concession and Drilling Map 

 

Source: Allana Potash 
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Previous work shows a stratigraphic column of evaporate sequeƴŎŜ ǘƘǊƻǳƎƘ !ƭƭŀƴŀΩǎ ǇǊƻǇŜǊǘȅΦ  The 
potash-bearing zone, designated the Houston Formation, is characterized by three members (sylvinite, 
intermediate and kainitite) and varies in width from 7 to 48 metres.  The sylvinite member is comprised of 
sylvite and halite (used in the production of MOP) and can be up to 11 metres thick.  The Kainitite 
Member comprises kainite (used in the production of SOP), halite and minor sylvite and averages nine 
metres in thickness.  The Intermediate member lies between the Sylvinite and Kainitite members, is 
commonly thick and contains carnallite mineralization.  The formation has been traced for approximately 
10 kilometres along strike onto the northern and southern portions of the Allana property and has shown 
near-surface mineralization (within 50 meters of surface). 

Exhibit A-4:  Stratigraphic Column of Evaporite Sequence 

 

Source: Allana Potash 

Exploration has been a huge success resulting in a twelvefold increase to the historical resource.  Allana 
began with a historical resource estimate 105 million tonnes inferred with a 20.8% composite grade KCl.  
Drilling results from the western part of the property were included in a resource estimate released in 
June 2011 which increased total measured, indicated and inferred resources to 1.269 billion tonnes with a 
composite grade of 19.3% KCl. Exploration continues with drill targets to the west, primarily focused on 
further upgrading the resource while drill targets to the east aim at increasing it. 
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Exhibit A-5:  NI 43-101 Compliant Inferred Resource 

Category Gross Tonnage (MT) KCL (%) KCl Net Tonnage (MT) 

Sylvinite  

  

  

Measured + Indicated  97.8 30.0% 29.4 

Inferred  108.2 31.3% 33.9 

Kainitite        

Measured + Indicated  284.2 19.7% 56.2 

Inferred  271.2 20.3% 55 

Upper Carnallitite        

Measured + Indicated  78.5 18.4% 14.4 

Inferred  85.6 17.0% 14.6 

Lower Carnallitite        

Measured + Indicated  212.6 12.0% 25.6 

Inferred  130.7 11.7% 15.3 

Total Measured + Indicated 673.1 18.6% 125.6 

Total Inferred  595.7 20.0% 118.9 

Total Measured, Indicated and  Inferred 1,268.8 19.3% 244.5 

Source: Allana Potash 

¢ƘŜ ŎƻƳǇŀƴȅΩǎ ǊƻŀŘƳŀǇ ǘƻ ǇǊƻŘǳŎǘƛƻƴ ǎǳƎƎŜǎǘǎ ǘƘŜ ƳƛƴŜ ŎƻǳƭŘ ōŜ ǇǊƻŘǳŎƛƴƎ ŀǎ ŜŀǊƭȅ ŀǎ ƭŀǘŜ 2014.  With 
a completion of the feasibility study in 2012, a production decision could take place at the tail end of the 
year. The construction phase may take around 18 to 24 months, suggesting that production could 
commence by the end of 2014.  The regulatory process is expected to be non-ƻƴŜǊƻǳǎ ŀǎ ǘƘŜ ŀǊŜŀΩǎ Ƙƻǘ 
climate makes it unfavourable for any other land use (i.e. for farming, etc.).  As well, the government 
appears highly supportive.  Thus a fast track toward production is very plausible.  Nonetheless, as we 
ƘƛƎƘƭƛƎƘǘ ƛƴ ƻǳǊ άCƻǊŜŎŀǎǘǎ ŀƴŘ ±ŀƭǳŀǘƛƻƴǎέ ǎŜŎǘƛƻƴ ƻƴ page 27, we model production beginning in 2016 
ŀƭƭƻǿƛƴƎ ŦƻǊ ǇƻǎǎƛōƭŜ ŘŜƭŀȅǎ ŀƭƻƴƎ ǘƘŜ ǿŀȅΦ  ²Ŝ ǇǊŜǎŜƴǘ !ƭƭŀƴŀΩǎ ǘŀǊƎŜǘŜŘ ǘƛƳŜƭƛƴŜ ƛƴ ǘƘŜ exhibit that 
follows. 

Exhibit A-6:  Roadmap to Production 

 

Source: Allana Potash 

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Drilling- Phase 1

Seismic Surveys 

Seismic Analysis 

Drilling - Phase 2 

Resource Estimate 43-101 Update

Technical & Economic Feasibility Study

Environmental & Social Assessment 

Project Financing Assessment 

Production Decision

2010 2011 2012



December 19, 2011 / P. 24   EXPLORING THE WORLD OF POTASH 

Peter Prattas (416) 682-4243 - pprattas@frasermackenzie.com 
Mona Nazir (416) 682-4208 - mnazir@frasermackenzie.com  

 

Allana has the potential to become one of the lowest cost potash producers in the world.  The project 
involves a unique near-surface potash deposit, which is amenable to solution mining.  The distinct 
environment within the Danakil Depression provides a rare opportunity to achieve strong economics using 
this approach.  Solution mining involves the flooding of drill holes with hot water to dissolve the potash 
and then pumping the resulting brine to surface for processing.  The regionΩǎ ŎƭƛƳŀǘŜ ŀƭǎƻ ǇǊƻǾƛŘŜǎ ǘƘŜ 
potential to use low-cost geothermal and solar power.  Saline brines in a nearby thermal spring returned a 
super-ƘŜŀǘŜŘ ǘŜƳǇŜǊŀǘǳǊŜ ƻŦ мнрɕ/Φ  5ŀȅǎ ŀǊŜ ƻŦǘŜƴ Ƙƻǘ όŀǾŜǊŀƎƛƴƎ ƴŜŀǊ плɕ/ ς among the hottest on 
earth) and clear (less than 20cm of rain annually) aiding the use of solar evaporation of brines or the use 
of solar power.  These benefits can result in substantial energy and capital savings.  The location (a 
developing nation) also provides an opportunity for reduced labour expenses.   

¢ƘŜ ŎƻƳǇŀƴȅΩǎ ǊŜŎŜƴǘƭȅ ǊŜƭŜŀǎŜŘ ǇǊŜƭƛƳƛƴŀǊȅ ŜŎƻƴƻƳƛŎ ŀǎǎŜǎǎƳŜƴǘ ŎƻƴŦƛǊƳǎ ƭƻǿ Ŏƻǎǘ ƳŜǘǊƛŎǎΦ The 
independent study conducted by ERCOSPLAN estimates production costs to be US$70/tonne (roughly half 
the cost in Saskatchewan) and US$90/tonne all-in (including transportation and administrative expenses) 
ensuring the project can remain profitable even in a low price environment.  Capital costs are estimated to 
be similarly low at an estimated US$800 million versus US$1.0 billion to US$2.0 billion in Saskatchewan for 
an operation of a similar scale. The study computes a $1.85 billion NPV (using a 12% discount rate) and an 
after-tax IRR of 36.8%. 

Ethiopia has become a China-friendly place for business.  Political stability, huge untapped natural 
resources and favourable investment policies put in place by the Ethiopian government are catching the 
attention of investors from China and various Asian, European, American and African countries.  Tax 
incentives are provided to foreign investors as all imported investment capital goods (plant machinery, 
construction materials, etc.) are 100% exempted from customs duty charges.  In addition, exemption is 
provided for the import of raw materials needed for the production of export goods.  Products and 
services developed in Ethiopia are also exempt from paying export taxes on goods leaving the country.  As 
a result, the Chinese have been investing heavily in the country.  Over the past year, the Chinese 
government committed to investing billions of dollars in EthiopiŀΩǎ ǳƴŘŜǊŘŜǾŜƭƻǇŜŘ ŜŎƻƴƻƳȅΦ  Lƴ ŀŘŘƛǘƛƻƴΣ 
the Chinese granted a multi-billion Birr loan towards the construction of railway lines expected to stretch 
from Addis Ababa into the various regions of Ethiopia.  

Allana has received interest from several parties to finance and develop the project.  The company has 
been in talks with several prospective investors from China, India and elsewhere.  Notably, Allana received 
three offers from China before proceeding with an investment from China Mineral United (CMU) in 2009 
involving a 7% equity stake in Allana at the time.  Subsequently in 2010 the company secured investment 
from Liberty Metals & Mining, which now holds a 17% stake in AAA. Earlier this year Allana secured a $10 
million strategic investment from International Finance Corp (IFC), a member of the World Bank. We 
believe this investment bodes well for the raising of future low cost project financing (debt) with IFC and 
other multilateral financing organizations. 

The next key step is to sign a strategic partner in the form of an off take agreement and a material 
investment.  We understand that the company continues to hold discussions with various parties with 
ǊŜǎǇŜŎǘ ǘƻ ŀ ǎǘǊŀǘŜƎƛŎ ǇŀǊǘƴŜǊǎƘƛǇΦ ²ƛǘƘ ǘƘŜ ǿƻǊƭŘΩǎ most dominant potash producers largely in control of 
supply and dictating prices, net importers of potash like China and India are very keen on securing the 
supply of material. Accordingly, a sovereign wealth fund or state-owned fertilizer company from either 
one of these countries would be on a list of plausible strategic partners. We believe an off take agreement 
alongside a meaningful investment in Allana would de-risk the project materially. The signing of such an 
agreement could conceivably happen at any time although the conversations have likely become more in 
depth following the recent release of a preliminary economic assessment. 
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A takeout of the company remains a possibility with BHP and entities from China and India being prime 
suitors.  .ItΩǎ ōƛŘ for Potash Corp in 2010 highlights both its desire to establish a large footprint in the 
ǇƻǘŀǎƘ ǎŜŎǘƻǊ ŀƴŘ /ƘƛƴŀΩǎ ƎǊƻǿƛƴƎ ŎƻƴŎŜǊƴ ǊŜƎŀǊŘƛƴƎ ŀŎŎŜǎǎ ǘƻ ǇƻǘŀǎƘ ǎǳǇǇƭȅΦ  !ǎ ƻƴŜ ƻŦ ǘƘŜ ōƛƎƎŜǎǘ 
importers of potash, China does not want to see more concentration in the market and the same could 
apply to India, which relies on imports for virtually all of its potash consumption.  Potash buyers currently 
face a duopoly dominated by two companies.  Canpotex and Belarusian Potash Company combined 
control about 70% of global potash exports.  We believe that industry consolidation increases the 
ƛƴŎŜƴǘƛǾŜ ŦƻǊ ŎƻǳƴǘǊƛŜǎ ƭƛƪŜ /Ƙƛƴŀ ǘƻ ƛƴǾŜǎǘ ƛƴ ƎǊŜŜƴŦƛŜƭŘ ǇǊƻƧŜŎǘǎ ƭƛƪŜ !ƭƭŀƴŀΩǎΦ 

Accordingly, it is conceivable that the project could be sold within one year at a significant premium to 
the share price.  While BHP failed to acquire PotashCorp, consolidation is moving ahead.  At the same 
time, Allana is aggressively moving to advance through feasibility and fast track the start of production.  
With only a select number of quality greenfield opportunities available and a growing eagerness to secure 
resources, we believe the Dallol potash project could be sold sooner rather than later.  We expect a 
takeout value would be in-line or greater than our current target price which implies a 84% potential 
return versus the current share price.  

 
Political Risk 

The project is located in Ethiopia, which is a developing nation.  The country does have a history of conflict 
ǘƘǊƻǳƎƘƻǳǘ ǘƘŜ мфллΩǎΤ ƘƻǿŜǾŜǊ ǘƘŜ Ǉŀǎǘ ŘŜŎŀŘŜ has been peaceful.  Ethiopia has one of the more stable 
ŘŜƳƻŎǊŀŎƛŜǎ ƛƴ ǘƘƛǎ ǊŜƎƛƻƴ ƻŦ ǘƘŜ ǿƻǊƭŘ ŀƴŘ Ǌŀƴƪǎ ŀ ǊŜǎǇŜŎǘŀōƭŜ млт ƻǳǘ ƻŦ муо ŎƻǳƴǘǊƛŜǎ ƛƴ ǘƘŜ ά5ƻƛƴƎ 
Business ς 9ŎƻƴƻƳȅ wŀƴƪƛƴƎǎ нлмлέ ǎǳǊǾŜȅ ŦƻǊ ŜŀǎŜ ƻŦ ŘƻƛƴƎ ōǳǎƛƴŜǎǎΣ ŀƘŜŀŘ ƻŦ ŎƻǳƴǘǊƛŜǎ ǎǳŎƘ ŀǎ wussia 
(120), Brazil (129), India (133) and the Congo (182).  Ethiopia ranks among the top 5 countries for fastest 
GDP growth and has recently revised its mining law to promote development of natural resources. 

Technical Risk 

The company must undergo a number of technical hurdles before production can commence including 
proving out the process to produce potash in an economic manner and ensuring adequate infrastructure 
is in place to deliver the potash once it is mined.  Of note, a large portion of the resource rests in the 
Kainitite Member and the solution mining process surrounding this resource requires further work.  As 
well, a hurdle will be to ensure that the 600-kilometre transportation route to Djibouti is sufficiently 
upgraded to bring the potash to port.  Much of this work has already been done and political will appears 
supportive.  Yet much work still needs to be done before the needs of a world-class mining operation are 
met. A bonus would be if the government follows through with the planned construction of a railway 
system from the area through to a port which would substantially improve the economics. 

Financing Risk 

While Allana has secured financial support from two notable players (most recently at an issue price of 
$1.60 per share), much work still needs to be done to secure the full capital required for construction.  
Allana is pursuing a strategic partner and debt financing while it expects continued participation from 
these two investors. However, future issuances may prove to be less favourable than those obtained in 
the past and either of its existing partners could choose to walk away without further investment. 
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Our forecast assumes a constant long-term potash price forecast of US$500 per tonne along with an 
operating cost estimate of US$100 per tonne (including US$70 for production + US$15 for transportation 
to port + US$15 for overhead/contingency) and a capital cost estimate of US$800 million (invested evenly 
over two years and including contingency).  We deduct a 4.5% royalty and a 35% tax rate (consistent with 
Ethiopian statutory rates) following a three-year tax holiday.  While production is targeted to commence 
sooner, we more conservatively assume full production in 2016 (1 million metric tonnes) with a 40-year 
mine life.  Based on our assumptions above, we calculate an internal rate of return (IRR) for the project of 
30% after tax. 

Exhibit A-7:  Forecasts 

 

Source: Fraser Mackenzie estimates 

Valuation 

Using the forecast from above along with a 14.0% discount rate after-tax, we compute a net asset value 
(NAV) of C$3.17 per fully diluted share.  We apply a 0.5x P/NAV multiple to derived our $1.60 per share 
target price. We note that the project continues to be economic under a US$325 per tonne potash price 
and has the potential to double in value with a US$675 per tonne potash price assuming our 14.0% 
discount rate.  Using our US$500 potash price assumption along with a more aggressive 10% discount rate 
similarly produces an NAV double in value while a more conservative 20% discount rate continues to yield 
a C$1.33 per share positive value.  Our valuation assumes a US$/C$ exchange rate at par. 

2012 2013 2014 2015 2016 2017 2018 2019 нлнлΧ

Potash Price (US$/MT) -          -            -            -            500$       500$       500$       500$       500$       

Production (000's MT) -          -            -            -            1,000      1,000      1,000      1,000      1,000      

Gross Revenue ($000's) -          -            -            -            500,000 500,000 500,000 500,000 500,000 

Operating Costs / T -          -            -            -            100$       100$       100$       100$       100$       

- Production / T -          -            -            -            70$          70$          70$          70$          70$          

- Transport / T -          -            -            -            15$          15$          15$          15$          15$          

- Overhead/contingency / T -          -            -            -            15$          15$          15$          15$          15$          

Operating Expenses -          -            -            -            100,000 100,000 100,000 100,000 100,000 

Gross Margin ($000's) -          -            -            -            400,000 400,000 400,000 400,000 400,000 

Net Royalties (4.5%) -          -            -            -            18,000    18,000    18,000    18,000    18,000    

Corporate SG&A 4,000      6,000        8,000        10,000     10,000    10,000    10,000    10,000    10,000    

EBITDA ($000's) (4,000)    (6,000)      (8,000)      (10,000)    372,000 372,000 372,000 372,000 372,000 

Taxes (35%) 130,200 130,200 

Capex ($000's) -          -            400,000   400,000   30,000    30,000    30,000    30,000    30,000    

Free Cash Flow (4,000)    (6,000)      (408,000) (410,000) 342,000 342,000 342,000 211,800 211,800 
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Financing 

We assume the estimated US$800 million in capex will be financed via a combination of debt (US$480 
Ƴƛƭƭƛƻƴ ƻǊ сл҈ύ ŀƴŘ Ŝǉǳƛǘȅ ό¦{Ϸонл Ƴƛƭƭƛƻƴ ƻǊ пл҈ύΦ  !ǎ ǿŜΩǾŜ ƳŜƴǘƛƻƴŜŘΣ ǘƘŜ ŎƻƳǇŀƴȅ Ƙŀǎ ŀƭǊŜŀŘȅ 
received significant interest toward financing the project from the IFC and Liberty. The investment from 
IFC likely opens the door to funding from other multilateral development banks, particularly on the debt 
side. Liberty has maintained its prorated interest in the company on successive financings and appears 
keen to stay the course on any future raises. We expect that any strategic partner will be interested in 
investing capital into the project in addition to arranging an off take agreement. Accordingly, we believe 
Allana is well positioned to deliver on financing with favourable terms and within a reasonable timeframe.  
The company currently has C$49 million in cash, which we estimate will leave them with roughly $30 
million after the feasibility study is completed next year. 

 

CEO Farhad Abasov leads Allana with 15 years of business management experience including a Senior Vice 
President role at Potash One. Mr. Abasov has been very successful in marketing the Allana story to 
investors, having brought in credible financial backing in successively higher priced equity raises. We 
believe he is very well suited to help Allana raise the funds required to get to production. 

!ƴƻǘƘŜǊ ƪŜȅ ƳŜƳōŜǊ ƻŦ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘ ǘŜŀƳ ƛǎ !ƭƭŀƴŀΩǎ {ŜƴƛƻǊ ±ƛŎŜ tǊŜsident of Exploration, Mr. Peter 
MacLean. Peter has over 20 years of experience in the mining industry with junior and senior mining 
companies including Monarch Resources, Aur Resources and Newmont Mining. He has been highly 
ǎǳŎŎŜǎǎŦǳƭ ƛƴ ƎǊƻǿƛƴƎ !ƭƭŀƴŀΩǎ resource twelvefold from a historical resource of 105 million tonnes to the 
current NI 43-101 resource exceeding 1.2 billion tonnes. 

 

In our opinion, an investment in Allana Potash provides a leveraged opportunity to play both an appealing 
sector and more specifically a deposit with world-class attributes including a unique opportunity to 
become one of the lowest cost producers.  Hence, we reiterate our STRONG BUY rating and a C$1.60 
target price offering potential upside of 84% to our target.  Our target values the company at 0.5x P/NAV 
multiple.  We foresee upside to our target as the company 1) de-risks the project through completing 
feasibility and arranging additional financing (either through a partner or conventional sources) and 2) 
through a possible takeout.  Grand slam potential also exists with a strengthening of potash prices where 
we assume a US$500 per tonne long-term price while many expect potash to trend higher by the end of 
2012 and stay at or above that level. 
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INITIATING COVERAGE 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

1. Including options and warrants (exercisable between $0.25 
and $0.75) and a pending milestone payment of 13 million 
shares issuable upon completion of a Feasibility Study. 

 

ESTIMATES SUMMARY 

FY end July 31 2013E 2014E 2015E 2016E 

Production (MM MT) - - - 1.0 

MOP Price (US$/MT) - - - 500 

Opex (US$/MT) - - - 130 

Capex (US$M) 333 333 333 210 

EBITDA (US$M) (7) (8) (9) 360 

 

COMPANY PROFILE  

Elemental Minerals Ltd. is engaged in the exploration 
and development of potash resources in the Republic of 
Congo. The company has operations in Australia and 
Central Africa and holds a 93% indirect interest in 
Sintoukola Project through its partly held subsidiary, 
Sintoukola Potash SA.  

 

SHARE INFORMATION SUMMARY 

Recent Price (per recent financing) C$1.30 

12 mo. Price Target C$1.40 

52-week Range $1.05- $1.69 

Shares Outstanding, Basic (M)   222.2 

Shares Outstanding, Diluted (M) 1 253.5 

Avg. Daily Vol. (3 mo.) 4,519 

Market Cap ($M) C$288.9 

Net Cash ($M) $51.8 

Risk Profile Speculative 

Shallow, Large, High-Grade Sylvinite 
Deposit in the Republic of Congo 
The Sintoukoula Potash Project hosts a large, shallow, high-grade 
resource  

The resource lies within 264 metres from surface (versus global 
peers at 1,000 metres) and totals 804 million tonnes (indicated and 
inferred) at a 31% KCl grade (249 million tonnes of KCl). Phase 2 
drilling is targeting another 0.32Bt to 1.8Bt of potash 
mineralization. 

Elemental Minerals is in a strategic location with established 
infrastructure 

The project is within close proximity to the coast and within 90 
kilometres of an operational deep-water port at Pointe Noire. 
Preliminary studies indicate there is inexpensive access to water, 
power and gas. The company is well positioned to export its 
ǇǊƻŘǳŎǘ ǘƻ .ǊŀȊƛƭΣ ǘƘŜ ǿƻǊƭŘΩǎ ǎŜŎƻƴŘ ƭŀǊƎŜǎǘ ƛƳǇƻǊǘŜǊ ƻŦ ǇƻǘŀǎƘΦ 

Preliminary economic assessment completed demonstrating 
favourable economics 

The PEA envisions a 2015 start-up with production ramping to 1.8 
million tonnes per year. Capital costs are estimated to be $1.7 
billion ($930 per tonne of annual production) and with operating 
costs amounting to $99 per tonne (lowest quartile among 
producers). 

The Republic of Congo (ROC) is an investment friendly jurisdiction 

The country has been actively encouraging international 
investment in mining. Notably, mining major Xstrata has a joint 
venture agreement to develop an iron ore project with a capex 
estimate of US$5.8 billion. Another potash play in-country 
completed a feasibility study and was acquired earlier this year. 

Initiating coverage with a Market Perform and C$1.40 target price 

We model phase 1 production of 1 million tonnes per annum in 
2016 ramping up to 2 million tonnes over a 5-year period. We 
derive our target by applying a 0.5x multiple against our NAV 
calculation using a 15% discount rate. 

ELEMENTAL MINERALS LIMITED ELM ς TSX C$1.30  December 19, 2011 

 ELM-ASX.A $1.15  
 

Rating: MARKET PERFORM 
Target Price:  C$1.40 (7.7% Potential ROR) 
Market Capitalization:  C$288.9 million 

METALS & MINES 
Peter Prattas, CA, CFA ς Analyst 
416.682.4243 
pprattas@frasermackenzie.com   
Mona Nazir ς Associate 
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Elemental Minerals is a mineral exploration and development company based in Australia. The company 
has two projects, the Sintoukola Project and the Forrestania Project. The main focus currently is its 93% 
ƻǿƴŜŘ {ƛƴǘƻǳƪƻƭŀ tƻǘŀǎƘ tǊƻƧŜŎǘ ƭƻŎŀǘŜŘ ƛƴ ǘƘŜ wŜǇǳōƭƛŎ ƻŦ /ƻƴƎƻΦ ¢ƘŜ ǎƛǘŜ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǇǊƻƧŜŎǘ Ƙŀǎ 
extensive historical information relating to both Sylvinite and Carnallite mineralization given the fact that 
it was previously explored. The total exploration licence covers an area of 1,436.5 km2 located over the 
/ƻƴƎƻƭŜǎŜ /ƻŀǎǘŀƭ .ŀǎƛƴ ŜȄǘŜƴŘƛƴƎ ƻǾŜǊ нлл ƪƳΩǎ ŦǊƻƳ Dŀōƻƴ ǘƻ !ƴƎƻƭŀΦ  

Exhibit B-1:  The Sintoukola Potash Project 

 

Source: Elemental Minerals 

¢ƘŜ ŎƻƳǇŀƴȅΩǎ млл҈ ƻǿƴŜŘ CƻǊǊŜǎǘŀƴƛŀ tǊƻƧŜŎǘ ƛǎ ŀƴ ƛǊƻƴ ŀƴŘ ƴƛŎƪŜƭ ǇǊƻƧŜŎǘ ƛƴ ²ŜǎǘŜǊƴ !ǳǎǘǊŀƭƛŀ held in 
two exploration licences. Recent activity in and around the area suggests high potential of a greenstone 
belt previously undetected due primarily to extensive topsoil cover.  

ELM has been listed on the Australian Stock Exchange (ASX and ASIC) since 2005 and recently completed 
an Initial Public Offering on the Toronto Stock Exchange in August 2011, raising a total of $61.5 million 
including a 15% over-allotment option that was fully exercised.  
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The Sintoukola permit is well located within close proximity to the deep-water port of Pointe Noire. The 
land package is situated in the Kouilou Province in the southwest of the Republic of Congo. The southwest 
corner of the licenced area lies within 50 kilometres from Pointe Noire to the south and extends north 
along the coast toward the border with Gabon. Pointe Noire hosts a deep-water port and is the second 
largest city in the RoC. This location provides a huge logistical/transportation advantage over global 
competitors such as those in Saskatchewan that require shipping potash 1,500 kilometres by rail to 
Vancouver.   

Further, the project is ideally situated to be a primary supplier to a growing Brazilian end-market. Brazil 
ƛǎ ǘƘŜ ǿƻǊƭŘΩǎ ǎŜŎƻƴŘ ƭŀǊƎŜǎǘ ƛƳǇƻǊǘŜǊ ƻŦ ǇƻǘŀǎƘΦ ¢ƘŜ ƴŀǘƛƻƴ ƛƳǇƻǊǘǎ ǊƻǳƎƘƭȅ с Ƴƛƭƭƛƻƴ ǘƻƴƴŜǎ ǇŜǊ annum, 
which is expected to double over the next 15 years. Most of this comes from Canada, northwest Europe 
and the Middle East. Shipping from the Republic of Congo has far less distance to travel, roughly 3,500 
nautical miles versus 8,500 from Canada, 6,500 from northwest Europe and 6,400 from the Middle East. 
Accordingly, we estimate ocean freight savings versus global peers to be as high as $40 per tonne plus 
similar savings to be realized on land freight. 

Exhibit B-2:  Potash Shipping Distances to Brazil 

 

Source: Elemental Minerals 

Unlike many African mining projects, infrastructure appears to be well established. One of the primarily 
reasons investors fail to see opportunity in Africa is due to the lack of infrastructure, as well as 
government stability and support. We do not believe this is the case with EleƳŜƴǘŀƭΩǎ ǇǊƻƧŜŎǘ ƛƴ ǘƘŜ 
Republic of Congo. In place is an existing bitumen road that extends from Pointe Noire to within 9 km of 
the southern boundary of the licence area. Furthermore a 30km dirt road will be upgraded thus aiding the 
low in-country transportation costs to port. Preliminary studies indicate the project will have relatively 
inexpensive access to water (from aquifers and possibly from the nearby ocean), power (currently a 
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surplus of about 140MW versus the required 30MW) and gas (MAG Industries reports a gas price of 
$1.50/Mmbtu from ENI). 

The Republic of Congo is growing and becoming an investment friendly jurisdiction. With a population of 
over 4 million on ~340,000 square kilometres and a per capita GDP of ~$4,100, the country is open and 
welcoming to foreign direct investment. Economic growth is estimated to be ~6.5% in 2011, ahead of BRIC 
countries Russia (estimated 4.9% GDP growth) and Brazil (3.5% GDP growth). A former French colony, the 
Republic of Congo, was granted independence from France in 1960. In 1990 a democratic government was 
elected to power and the current president has been in power for over 13 years (subsequent to being 
sworn in on three separate occasions). Given the oil and mineral rich land (89% of total exports in FY2010, 
US$10.4 billion, were petroleum based) major oil firms such as Total, ENI and Chevron have in country 
operations with some having been in production phase for over 30 years. In addition, mining major Xstrata 
has a JV to develop the US$5.8 billion Zanaga Iron Ore Project. In order to draw foreign direct investment 
RoC has a relatively favourable royalty and tax structure compared to North American and European 
counterparts. 

A large resource has already been determined through a successful exploration program. Elemental took 
possession of a relatively advanced exploration project given that the area was home to historical 
exploration activity. Potash was first discovered in the basin in 1935 while oil prospecting in Gabon. 
tƻǘŀǎƘ ŦƻŎǳǎŜŘ ŜȄǇƭƻǊŀǘƛƻƴ ŎƻƳƳŜƴŎŜŘ ƛƴ ǘƘŜ мфслΩǎ ǿƛǘƘ ŀǇǇǊƻȄƛƳŀǘŜƭȅ ом ƘƛǎǘƻǊƛŎ ŘǊƛƭƭ ƘƻƭŜǎ ƻŎŎǳǊǊƛƴƎ 
within and adjacent to the Sintoukola licence ŀǊŜŀΦ ¢ƘŜ ŎƻƳǇŀƴȅΩǎ Ƴŀƛƴ ŦƻŎǳǎ ƛǎ ŎǳǊǊŜƴǘƭȅ ƻƴ ǘƘŜ Yƻƭŀ 
Potash Deposit totalling an area of 28 km2 on the eastern portion of the land package between the 
villages of Dougou and Kola. The total Kola deposit contains 362Mt of Indicated Mineral Resources and 
442Mt of Inferred resources with an average grade of 19.5% K2O (30.8% KCl). Below we have tabled the 
total mineral resource at both a 15% and 20% K2O cut-off grade.  

Exhibit B-3:  Resource Size 

Mineral Resource estimate at 15% K2O cut-off grade 

Seam Name  Resource Classification  Tonnes (M) K2O% KCl% Average Thickness (m) Density (t/m
3
) 

Upper Seam Indicated 229 21.3% 33.8% 4.94 2.01 
Upper Seam Inferred 289 21.4% 33.9% 5.08 2.01 
Lower Seam Indicated 133 16.5% 25.8% 5.6 1.85 
Lower Seam Inferred 153 16.1% 25.5% 5.6 1.85 
Both Seams  Indicated 362 19.5% 30.8% 5.18 1.95 

 
Mineral Resource estimate at 20% K2O cut-off grade for high-grade domain with the Upper Seam 

Seam Name  Resource Classification  Tonnes (M) K2O% KCl% Average Thickness (m) Density (t/m
3
) 

Upper HG Indicated 151 25.1% 39.7% 3.27 2.01 
Upper HG Inferred  186 25.2% 40.0% 3.27 2.01 

Source: Elemental Minerals 

Sizeable exploration upside remains as the current resource only covers a small part of the licenced 
area. A substantial portion of the land package remains unexplored thus providing significant upside to 
ōƻǘƘ ƛƴŘƛŎŀǘŜŘ ŀƴŘ ƛƴŦŜǊǊŜŘ ŎŀǘŜƎƻǊƛŜǎΦ ¢ƘŜ ǇǳǊŜ ǎƛȊŜ ƻŦ ǘƘŜ ŎƻƳǇŀƴȅΩǎ {ƛƴǘƻǳƪƻƭŀ licence area (1,436.5 
km2) speaks to this opportunity with the existing Kola resource covering only 28 km2. The company has 
identified two prospective drilling areas, aside from Kola and has recognized further prospective areas to 
be explored over a longer-term horizon. Kola Phase 1 drilling completed 16 holes for 2,677 metres. Phase 
2 drilling will consist of 47 holes for 13,295 metres targeting between 0.32Bt and 1.08Bt of potash 
mineralization. 
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Exhibit B-4:  ELM Drilling Program  

 

 

Source: Elemental Minerals 

The grade is quite high and compares favourably to other junior potash projects, particularly those in 
Africa. With an average grade of 19.5% and 19.6% K2O (30.8% and 31.0% KCl) in the Indicated and 
Inferred resource categories respectively, the mineralization is even more favourable than high-grade 
peers in Saskatchewan (i.e. Western Potash and Encanto Potash). Closer to home, grades compare very 
favourably versus other African companies, almost twice that of Congolese peer MAG Industries and east 
African peers Allana and South Boulder. At a 20% K2O cut-off grade within the Upper Seam both Indicated 
and Inferred resource grades were 25.1% K2O (39.7% KCl) and 25.2% K2O (40.0% KCl), taking the 
mineralization levels even further.  

The deposit is extremely shallow relative to current producers and almost any other proposed project.  
The depth of the deposit is a key indicator of the mining methodology utilized and overall operating costs 
ǊŜƭŀǘŜŘ ǘƻ ǘƘŜ ǇǊƻƧŜŎǘΦ 9[aΩǎ {ƛƴǘƻǳƪƻƭŀ tǊƻƧŜŎǘ Ǌŀƴƪǎ ŀǎ ǘƘŜ ǎƘŀƭƭƻǿŜǎǘ ŎƻƴǾŜƴǘƛƻƴŀƭ ƳƛƴƛƴƎ ǇǊƻƧŜŎǘ ǿŜ 
have seen globally, with a depth of only 264 meters below the surface versus the majority of global peers 
with depths in excess of 1,000 meters below surface. This also compares favourably to MAG Industries 
averaging around 400 metres (proposing a solution mine methodology) and is similar to Allana with 
depths between 100 metres and 300 metres below surface (also most plausibly a solution mine). Only 
South Boulder appears significantly shallower at sub 100 metres in depth (examining the open pit method 
of extraction). The shallow depth gives way to low operating costs, further aided by the favourable grade.  

The entire upper seam is sylvinite and is therefore amenable to conventional mining and processing.  
Sylvinite is present in a largely continuous mineralized horizon, thus allowing for a relatively 
straightforward potash extraction methodology and recovery with conventional mining methods. Based 
ƻƴ ǇǊŜƭƛƳƛƴŀǊȅ ǊŜǎŜŀǊŎƘΣ ǘƘŜ ŎƻƳǇŀƴȅΩǎ по-101 and the primary phase of its feasibility study, the project is 
currently based on a 1.8M tonne per year conventional mechanized underground mining operation which 
is deemed to be the optimal mining method for the project. Further analysis over the next few quarters 
will confirm the details of the mining methods and layouts. We note that conventional mining is the most 
widely used method and hence it is well understood (less risky).  
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Project economics appear very favourable as shown in the preliminary economic assessment.  The 43-
101 Technical Report is based on an underground mine with an estimated production of 1.8M tonnes per 
year commencing in about three years. Estimated capex for the project is US$1.67 billion equating to 
~US$930 per tonne of annual production. This compares quite favourably to a number of potash peers 
with CAPEX in the $1,000-$2,000/tonne of annual production range and is indicative of the competitive 
ŀŘǾŀƴǘŀƎŜǎ ǘƘŀǘ 9[a ǇƻǎǎŜǎǎŜǎΦ 9[aΩǎ ƻǇŜǊŀǘƛƴƎ Ŏƻǎǘǎ ŀǊŜ ŜȄǇŜŎǘŜŘ ǘƻ Ǌŀƴƪ ƛƴ ǘƘŜ ƭƻǿŜǎǘ ǉǳŀǊǘƛƭŜ ƻŦ ǘƘŜ 
potash producers globally, with site operating costs estimated to be US$81/ tonne and US$99/ tonne FOB. 
The low OPEX is directly attributable to favourable project characteristics including high grade, shallow 
mineralization, low transportation costs and inexpensive access to water and power.  

There is opportunity to improǾŜ ƻƴ ǎƻƳŜ ƻŦ ǘƘŜ ǎǘǳŘȅΩǎ ǳƴŘŜǊƭȅƛƴƎ ƳŜǘǊƛŎǎΦ Upside potential remains 
from expanding the resource (through a successful Phase 2 drilling program and the more recently 
announced Phase 3). This could lead to an extension of the mine life or an increase in the rate of 
production. Other initiatives are underway which could lead to a lowering of capital and/or operating 
costs. For example, the company is examiƴƛƴƎ ǊŜƭƻŎŀǘƛƴƎ ǘƘŜ Ǉƭŀƴǘ ǘƻ ǘƘŜ Ŏƻŀǎǘ όос ƪƳΩǎ ŦǊƻƳ ǘƘŜ ƳƛƴŜ 
site) alongside a ship trans-loading facility. As well, metallurgical test work may show the mineralization to 
be clean with a low insoluble content allowing for simplified processing (success in this regard has been 
recently confirmed).  

¢ƘŜ ŎƻƳǇŀƴȅΩǎ ǊƻŀŘƳŀǇ ǘƻ ǇǊƻŘǳŎǘƛƻƴ ǎǳƎƎŜǎǘǎ ǘƘŜ ƳƛƴŜ ŎƻǳƭŘ ōŜ ǇǊƻŘǳŎƛƴƎ ŀǎ ŜŀǊƭȅ ŀǎ нлмрΦ ELM has 
commenced a feasibility study with PFS-level results expected midway through 2012 before definitive 
results in early 2013. Assuming a production decision is made around that time and construction takes 
two years, initial production will commence around mid-нмлрΦ !ǎ ƛƴŘƛŎŀǘŜŘ ƛƴ ƻǳǊ άCƻǊŜŎŀǎǘǎ ŀƴŘ 
±ŀƭǳŀǘƛƻƴǎέ ǎŜŎǘƛƻƴ ƻƴ ǇŀƎŜ 33, we remain conservative with our timing assumptions and have pegged 
production coming online in FY2016, thus allowing leeway for unforeseen delays.  

Exhibit B-5:  Roadmap to Production 

 

Source: Elemental Minerals 

 

Political Risk 

Given the fact that the RoC is a developing nation and has a history of unstable government, we deem it 
necessary to address some political risk. Concerns have been alleviated with ŀ άŘŜƳƻŎǊŀǘƛŎέ ƎƻǾŜǊƴƳŜƴǘ 
having been in place for a while now and the nature of any remaining conflict in country being localized to 
specific areas. The elected government continues to make reforms in order to reduce corruption and 
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further foreign private investment. As we indicated, foreign operations are very common in the Republic 
of Congo. A prime example is Xstrata, a global mining company, having entered into a JV with Zanaga Iron 
Ore Company for a $6B CAPEX project.  

Technical Risk 

The key technical risk in our opinion is the potential for flooding. In the worst-case scenario, such an 
occurrence could halt mine operations. The mine plan will need to be considered carefully to reduce the 
possibility of any flooding. As well, further work needs to be done to ensure the project has adequate 
infrastructure including power and roads. Finally, any delays in environmental studies and approvals 
would be negative for the project. 

Financing Risk 

While the company appears sufficiently capitalized to complete its feasibility study, it will require an 
abundance of capital to fund project construction through a combination of debt and equity. Recall, ROC 
peer MagIndustries worked for a great number of months to finalize an agreement with China National 
Complete Plant Import & Export Company Limited (COMPLANT) to finance its entire potash project 
located in the Republic of the Congo, only to part ways. A separate proposal from another party similarly 
failed immediately thereafter. The company was eventually sold to Evergreen Industries at a depressed 
valuation. While the outcome of MagIndustries may lead some investors to shy away from investing in 
another ROC potash play, we do point out that Elemental Minerals has several distinctive advantages 
when comparing the two (see exhibit B-6 below). 

Exhibit B-6:  Comparison to MagIndustries  

  Elemental Minerals  MagIndustries 

Ticker ELM:TSX MAA:TSX 
Share price  $1.30 $0.26 
Shares outstanding  223.2 446.7 
Enterprise Value  $286M $115M 
Project  Sintoukola Project (93% interest) Mengo Project  
Location Republic of Congo Republic of Congo 
Development Stage Feasibility  Pre-construction 
Exploration Area  1,436.5 km

2
 1,472 km

2
 

Resource Area 28 km
2
 25 km

2
 

Size (KCl) 249 MMT (I&I)  242 MMT (Inferred) 
Grade (KCl) 31.0% 16.8% 
Depth  ~264m ~400m 
Upside Potential 2.6 BMT 1.7 BMT 
CAPEX  US $1.67 billion  US $1B + 
Mining Method Conventional  Solution 
Reserve Life  20 + years 54 years  

Source: Elemental Minerals, Fraser Mackenzie, MagIndustries 
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Our forecast assumes a constant long-term blended potash price forecast of US$500 per tonne. Given the 
strategically located project we have conservatively modeled an operating cost estimate of US$130 per 
tonne (including US$80 for production and US$20 for transportation to port + US$30 for 
overhead/contingency) and a capital cost estimate of US$1 billion (invested over 3 years and including 
contingency).  We deduct a 30% tax rate (consistent with Congolese statutory rates).  While production is 
targeted to commence in FY2015, we have more conservatively modeled 2016, ramping up to 2 million 
tonnes in tranches over a 5-year period. The life of the project is assumed to be 40 years. Based on our 
assumptions above, we calculate an internal rate of return (IRR) for the project of 26% after tax. 

Exhibit B-7:  ELM Cash Flow Forecast 

 

Source: Fraser Mackenzie estimates 

Valuation 

Using our forecast from above and applying a 15.0% discount rate we derived our target by applying a 0.5x 
multiple against our NAV calculation. We note that the project continues to appear economic if potash 
prices drop to $350 per tonne level and approximately doubles in value with an increase in our potash 
price assumption to $650 per tonne. If we reduce our discount rate from 15% to 10%, while maintaining 
our $500 per tonne potash price assumption, our NAV increases by 144% while if we increase our discount 
rate to 20% our NAV decreases by 65%. Our valuation assumes a US$/C$ exchange rate of 1.00. We note 
that our valuation is at a significant premium to the takeout of MAG Industries in 2011, which was valued 
at $115 million. While MAG had advanced further than ELM to date (pre-construction phase), ELM has 
many favourable attributes in comparison including the nature of the deposit (more shallow, better grade, 
amenable to conventional mining and processing).  

Financing 

Elemental currently has $52 million in cash, which we expect will be sufficient to get the company through 
feasibility. Of course, construction will require a large injection of capital in the neighbourhood of $1 

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Potash Price (US$/MT) -             -             -             -             -             500$          500$          500$          500$          500$              

Production (000's MT) -             -             -             -             -             1,000         1,250         1,500         1,750         2,000            

Operating Costs / T -             -             -             -             -             130$          130$          130$          130$          130$              

- Production / T -             -             -             -             -             80$            80$            80$            80$            80$                

- Transport / T -             -             -             -             -             20$            20$            20$            20$            20$                

- Royalty/contingency / T -             -             -             -             -             30$            30$            30$            30$            30$                

Gross Revenue ($000's) -             -             -             -             -             500,000    625,000    750,000    875,000    1,000,000    

Operating Expenses -             -             -             -             -             130,000    162,500    195,000    227,500    260,000        

Gross Margin ($000's) -             -             -             -             -             370,000    462,500    555,000    647,500    740,000        

Corporate SG&A 5,000         6,000         7,000         8,000         9,000         10,000      10,000      10,000      10,000      10,000          

EBITDA ($000's) (5,000)       (6,000)       (7,000)       (8,000)       (9,000)       360,000    452,500    545,000    637,500    730,000        

Taxes (30%) 191,250    219,000        

Capex ($000's) -             -             333,333    333,333    333,333    210,000    212,500    215,000    217,500    20,000          

Free Cash Flow (5,000)       (6,000)       (340,333)  (341,333)  (342,333)  150,000    240,000    330,000    228,750    491,000        
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billion in 2013 that can likely be financed through a combination of debt and equity.  Most juniors will 
attempt to finance more heavily in debt (i.e. a 60/40 split) and will most likely try and involve a strategic 
investor possibly including an off-take agreement. 

 

The company has an experienced leadership team largely involving a number of former UraMin 
executives, a company with several advanced uranium projects in Africa that was sold to Areva (the 
French nuclear entity) for $2.5 billion in mid-2007.  ¢Ƙƛǎ ƛƴŎƭǳŘŜǎ 9[aΩǎ /9h Lŀƛƴ aŀŎǇƘŜǊǎƻƴ όŦƻǊƳŜǊƭȅ 
COO of UraMin), Executive Director and GM John Sanders (previously VP Exploration at UraMin) and Non-
9ȄŜŎǳǘƛǾŜ 5ƛǊŜŎǘƻǊ Lŀƴ {ǘŀƭƪŜǊ ό¦ǊŀaƛƴΩǎ ŦƻǊƳŜǊ /9hύΦ Notably, management and directors hold an equity 
interest in the company near 10% (plus a wealth of options) ensuring they are amply motivated. 

 

In our opinion, Elemental Minerals has a very attractive project boasting excellent attributes including a 
great deposit (large, shallow and amenable to conventional mining and processing), a good location 
(greatly reducing land and ocean freight) and a highly skilled management team (having achieved a huge 
success in recent years with the sale of UraMin for $2.5 billion).  While the project economics appear quite 
attractive and provide an opportunity for shareholders to enjoy substantial upside, we ōŜƭƛŜǾŜ 9[aΩǎ 
current share price to be near full value relative to the stage of the company and considering recent 
transaction history in the area (MAG Industries). Hence, we initiate coverage with a MARKET PERFORM 
rating and C$1.40 target price, offering potential upside of 8% to our target.  Our target values the 
company at a 0.5x P/NAV multiple.  We foresee upside to our target as the company 1) de-risks the 
project by advancing through feasibility and arranging financing and 2) through a possible takeout.  Grand 
slam potential also exists with a strengthening of potash prices where we assume a US$500 per tonne, 
long-term price while some expect potash to trend over time toward the record highs we saw in 2008 
(nearly $1,000/tonne). 
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1. Including options and warrants (exercisable between $0.25 
and $0.75) and a pending milestone payment of 13 million 
shares issuable upon completion of a Feasibility Study 

 

ESTIMATES SUMMARY 

FY end July 31 2014E 2015E 2016E 2017E 

Production (MM MT) - - - 1.0 

MOP Price (US$/MT) - - - 500 

Opex (US$/MT) - - - 130 

Capex (US$M) 267 267 267 10 

EBITDA (US$M) (7.0) (8.0) (9.0) 330 
 

COMPANY PROFILE  

Ethiopian Potash Corp. is focused on the development of 
potash assets.  The Company's flagship project is its 
5ŀƴŀƪƛƭ tƻǘŀǎƘ 5ŜǇƻǎƛǘ ƭƻŎŀǘŜŘ ƛƴ 9ǘƘƛƻǇƛŀΩǎ 5ŀƴŀƪƛƭ 
evaporite basin which has a historical 43-101 inferred 
mineral resource of 128,810,000 tonnes with a 
composite grade of 20.8 % KCl. 

 

SHARE INFORMATION SUMMARY 

Recent Price (per recent financing) C$0.53 

12 mo. Price Target C$1.05 

52-week Range $0.37- $1.27 

Shares Outstanding, Basic (M) 105.1 

Shares Outstanding, Diluted (M) 1 155.6 

Avg. Daily Vol. (3 mo.) 266,022 

Market Cap ($M) C$55.7 

Net Cash ($M) ~C$4.0 

Risk Profile Speculative 

Ultra-Shallow Deposit in a Potashς
Rich Basin 
Ethiopian Potash (EPC) is focused on developing a very significant 
potash project in Ethiopia.  

EPC holds 481km
2
 of highly prospective ground in the Danakil 

Depression, a large area of known historic potash potential.  The 
ŎƻƳǇŀƴȅ ŀƛƳǎ ǘƻ ōŜ ƻƴŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ƭƻǿŜǎǘ Ŏƻǎǘ ǇƻǘŀǎƘ 
producers. Its near-surface potash deposit production costs may be 
as low as US$70/tonne, roughly half that typical of Saskatchewan. 

Exploration program likely to result in a resource update early in 
2012 

The property has a historical 43-101 inferred resource totalling 
129MM tonnes of 20.8% composite grade KCl.  An aggressive 
15,000 metre drilling program has commenced in an effort to prove 
up the resource toward the potential to host over 2 billion tonnes 
at an average grade of approximately 20% KCl. 

Drilling success on contiguous properties suggests potash 
abounds 

Ethiopian Potash is surrounded by potash exploration activity. Most 
notably, South Boulder Mines (STB-ASX) and Allana Potash (AAA-
TSXV) have drilled large intersections of potash leading to large 
resource estimates and spikes in their respective share prices. The 
belt is now fully staked by 6 companies including a State Indian 
Miner and BHP. 

9ǘƘƛƻǇƛŀΩǎ ŜŎƻƴƻƳȅ Ƙŀǎ ōŜŜƴ ǎǘŀōƭŜ ŀƴŘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ǎǳǇǇƻǊǘǎ 
mining  

¢ƘŜ ŎƻǳƴǘǊȅΩǎ ǊǳƭƛƴƎ ǇŀǊǘȅ ǿƻƴ ŀ ŘŜŎƛǎƛǾŜ ŜƭŜŎǘƛƻƴ ǾƛŎǘƻǊȅ ƛƴ нлмлΦ  
The current government has been responsible for an investment 
ŦǊƛŜƴŘƭȅ ŜƴǾƛǊƻƴƳŜƴǘ ǘƘŀǘ Ƙŀǎ ǇǊƻŘǳŎŜŘ ƻƴŜ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ŦŀǎǘŜǎǘ 
growing economies that encourages mining development through 
a modern mining code. 

We reiterate our Strong Buy rating on FED shares and C$1.05 
target price 

We estimate a NAV of C$2.11/share using a 16.5% discount rate 
and assuming a spot potash price at US$500 per tonne as a proxy 
for long-term prices.  Based on our NAV, Ethiopian Potash shares 
are priced below 0.3x P/NAV while our target is based on a 0.5x 
multiple.  We expect upside to our target as the project is de-risked 
and/or via a takeout.  Grand slam potential also exists with 
stronger potash prices. 

ETHIOPIAN POTASH FED ς TSXV C$0.53  December 19, 2011 
 

Rating: STRONG BUY 
Target Price:  C$1.05 (98.1% Potential ROR) 
Market Capitalization:  C$55.7 million 

METALS & MINES 
Peter Prattas, CA, CFA ς Analyst 
416.682.4243 
pprattas@frasermackenzie.com   
Mona Nazir ς Associate 
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Ethiopian Potash Corp. (EPC) is a junior potash exploration company, incorporated on July 12, 2010. The 
company was created with a mandate to acquire the Danakil Potash Permits from G and B Central African 
Resources Ltd. (G&B) and build shareholder value by aggressively fast-tracking development of its 
concessions. G&B is a company headquartered in the British Virgin Islands whose principal business is the 
identification, acquisition and exploration of mineral properties in Africa. Its stronghold is two potash 
ŜȄǇƭƻǊŀǘƛƻƴ ǇŜǊƳƛǘǎΥ ǘƘŜ 5ŀƴŀƪƛƭ 5ŜǇǊŜǎǎƛƻƴ ŀƴŘ ǘƘŜ .ŀŘŀ !ǊŜŀ όǘƘŜ ά5ŀƴŀƪƛƭ tǊƻǇŜǊǘȅέύ ƭƻŎŀǘŜŘ ŀƭƻƴƎ ŀ 
major potash belt in the Danakil Depression area in northern Ethiopia.  

The area is historically known for potash exploration, development and production, dating back as early as 
ǘƘŜ мфнлΩǎ ǿƘŜƴ ƛǘ ǎƻǳǊŎŜŘ ǇƻǘŀǎƘ ŦƻǊ ǘƘŜ !ƭƭƛŜŘ ŦƻǊŎŜǎ ƛƴ ²²LΦ ¢ƘǊƻǳƎƘ ŀŎǉǳƛǎƛǘƛƻƴ ƻŦ ǘƘŜ ǇŜǊƳƛǘǎ Ǿƛŀ 
G&B, EPC solely owns 481 km2 of highly prospective ground with 129 million tonnes (potential to host 2 
billion tonnes) of 20%+ potassium chloride (KCl) richness at shallow depths. Five companies, including a 
State Indian Miner and BHP, are neighbours to the property.  The project is located just 80km away from 
the Red Sea fishing port (in Eritrea) and about 700 kilometres by road to the deep-water port of Djibouti.  
A railway is planned to come within close proximity of the Danakil Property with connection straight 
through to this deep-water port. 

Exhibit C-1:  Location of the Danakil Potash Project in Ethiopia 

 

Source: Ethiopian Potash Corp 

The current company structure is the result of the amalgamation of EPC and Panorama Resources by way 
of a reverse take-over, announced in October 2010.  The RTO of Panorama, a reporting issuer in British 
Columbia, Alberta and Ontario whose principal business is the identification, acquisition and exploration 
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of mineral properties, was a structural move in order to gain a listing on the TSX Venture. Subsequently, in 
February 2011, the RTO was completed alongside a brokered private placement whereby 22,000,000 EPC 
Subscription receipts were issued at $0.50 per receipt, raising gross proceeds of $11 million. The funds are 
to be used in fast-tracking development of its Danakil concessions. 

 

The deposit is located within a large belt of known and proven potash mineralization. 9t/Ωǎ ǇǊƻǇŜǊǘȅ ƭƛŜǎ 
within the Danakil Depression, which has similar geology and is twice the size of the world class Urals 
Basin.  NotŀōƭȅΣ ǘƘŜ {ŀǎƪŀǘŎƘŜǿŀƴ ŀƴŘ ¦Ǌŀƭǎ .ŀǎƛƴǎ ŎƻƳōƛƴŜŘ ŎǳǊǊŜƴǘƭȅ ŀŎŎƻǳƴǘ ŦƻǊ тр҈ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ 
ǊŜǎŜǊǾŜǎ ŀƴŘ рл҈ ƻŦ Ǝƭƻōŀƭ ǇǊƻŘǳŎǘƛƻƴΦ  ¢ƘŜ ŀǊŜŀ ǿƛǘƘƛƴ ŀƴŘ ŀǊƻǳƴŘ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǇǊƻǇŜǊǘȅ ǿŀǎ 
ǇǊŜǾƛƻǳǎƭȅ ŀƴ ŜȄǇƭƻǊŀǘƛƻƴ ǎƛǘŜ ŦƻǊ ǇƻǘŀǎƘ ƛƴ ǘƘŜ ƭŀǘŜ мфрлΩǎ ǘƘǊƻǳƎƘ ǘƻ ǘƘŜ ŜƴŘ ƻŦ ǘƘŜ мфслΩǎΦ  ¦{-based 
Parsons Company drilled over 85 exploration holes and confirmed major potash resources in both the 
Musley Deposit and entirety of the Danakil Depression. The EPC properties are located along strike and to 
the north-northwest of Musley.  At that time, a conservative resource estimate of 160 million tonnes of 
31-34% KCl was completed for the Danakil Depression.  

The project location has several advantages over potash deposits in Saskatchewan and elsewhere.  
Danakil is approximately 80 kilometres from the Red Sea coast and 700 kilometres by road from the deep-
water port of Djibouti.  This compares favourably to the 1,500-kilometre stretch between Saskatoon and 
Vancouver.  While road and rail infrastructure is deficient in Ethiopia, the government has committed to 
improve the transportation network.  The nation plans to construct 5,000 kilometres of rail with 
ŜȄǘŜƴǎƛƻƴǎ ǘƻ 5ƧƛōƻǳǘƛΣ ǿƘƛŎƘ ŀŎŎƻǳƴǘǎ ŦƻǊ ǊƻǳƎƘƭȅ фр҈ ƻŦ 9ǘƘƛƻǇƛŀΩǎ ǘǊŀŘŜΦ  tƘŀǎŜ м ƻŦ ǘƘƛǎ Ǌŀƛƭǿŀȅ 
construction includes a track leading up to within close proximity of the Danakil Property connecting all 
the way through to the port. Djibouti is about 3,300 kilometres from the port of Mumbai, India and 
roughly 9,600 kilometres from China (Vancouver-China is similar).  This is of note as China and India are 
ǘƘŜ ǿƻǊƭŘΩǎ ƭŀǊƎŜǎǘ ŎƻƴǎǳƳŜǊǎ ƻŦ ǇƻǘŀǎƘ ȅŜǘ ǇǊƻŘǳŎŜ ǾŜǊȅ ƭƛǘǘƭŜΦ  ¢ƘŜ 5ŀƴŀƪƛƭ ǇƻǘŀǎƘ ǇǊƻƧŜŎǘ ǇǊƻǾƛŘŜǎ ŀƴ 
opportunity for these nations to secure supply outside of Canpotex. 

Exhibit Cς2:  Location of Danakil Project 

  

Source: Ethiopian Potash Corp. 
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¢ƘŜ ǇǊƻǇŜǊǘȅ Ƙŀǎ ƴƻǘŀōƭŜ ƴŜƛƎƘōƻǳǊǎΣ ƘŀǾƛƴƎ ŀǘǘǊŀŎǘŜŘ ǘƘŜ ŀǘǘŜƴǘƛƻƴ ƻŦ ǘƘŜ ǿƻǊƭŘΩǎ ƭŀǊƎŜǎǘ ƳƛƴƛƴƎ 
companies. BHP Billiton holds a prospecting licence for a huge territory to the south of Ethiopian Potash 
Corp.  As a result, BHP could prove to be a valued partner.  For example, BHP may choose to invest in EPC, 
share knowledge (i.e. geological data) or attract government spending toward improving infrastructure in 
the area.  There are a few other companies with permits in the area.  Sainik Coal Mining, a leading Indian-
based coal mining company, holds a mining licence to the south (the Musley Deposit previously explored 
by Parsons) and an exploration licence around Mount Dallol.  In 2007, Sainik proposed a US$450 million 
investment toward developing the property into a one million tonne per year potash operation.  However, 
the current status of this project is unknown. Other players with operations in the area include Allana 
Potash, Samaria and Nova Potash to the south and South Boulder to the north (on the Eritrean side). Of 
note, the belt is now fully staked by these six companies. 

Exhibit C-3:  Ethiopian Potash Corp. Concession 

9t/Ωǎ tƻǘŀǎƘ /ƻƴŎŜǎǎƛƻƴ 

 

!ŎǘƛǾƛǘȅ !ǊƻǳƴŘ 9t/Ωǎ tǊƻǇŜǊǘȅ 

 

Source: Ethiopian Potash Corp. 

tǊŜǾƛƻǳǎ ǿƻǊƪ ǎƘƻǿǎ ŀ ǎǘǊŀǘƛƎǊŀǇƘƛŎ ŎƻƭǳƳƴ ƻŦ ŜǾŀǇƻǊŀǘŜ ǎŜǉǳŜƴŎŜ ǘƘǊƻǳƎƘ 9t/Ωǎ ǇǊƻǇŜǊǘȅΦ  The 
potash-bearing zone, designated the Houston Formation, is characterized by three members (sylvinite, 
intermediate and kainitite) and varies in width from 7 to 48 metres. The sylvinite member is comprised of 
sylvite and halite (used in the production of MOP) and is up to 11 metres thick.  The kainitite member 
comprises kainite (used in the production of SOP), halite and minor sylvite and averages nine metres in 
thickness.  And, the intermediate member, which lies between the sylvinite and kainitite members, is 
commonly thick and contains carnallite mineralization.  The formation is characterized by unique near-
surface potash mineralization (within 100 metres of surface), which gives way to both open pit and 
solution mining.  
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Exhibit C-4:  Stratigraphy Musley Area of the Danakil Potash Deposit 

 

Source: Ethiopian Potash Corp. 

A sizeable resource has already been demonstrated.  Due to the exploration and development activity in 
the area dating back nearly 100 years there is considerable data regarding the proven and probable 
ǊŜǎƻǳǊŎŜΦ aƻŘŜƭƭƛƴƎ ƻŦ ŜƛƎƘǘ ŘǊƛƭƭ ƘƻƭŜǎ ǿƛǘƘƛƴ ŀƴŘ ŀǊƻǳƴŘ ǘƘŜ ŎƻƳǇŀƴȅΩǎ 5ŀƴŀƪƛƭ ǇǊƻǇŜǊǘȅ όр ǿƛǘƘƛƴ ŀƴŘ о 
close to the boundary) resulted in inferred resource (sylvinite, carnallite and kainitite) totalling ~129 
million tonnes at an average grade of 21% (see Exhibit C-5 below). Previous work completed indicates the 
potential for a deeper horizon of mineralization. In the opinion of an independent potash consulting firm, 
EPC has the potential to host 10 times the inferred resource.   

Exhibit C-5:  Inferred Resource 

Thickness 
(meters) 

Tonnage 
(millions) 

Grade 
KCl Tonnage 

(millions) 
Resource 

4.59 28.1 28.94% 8.14 Sylvite  

0.99 5.29 22.05% 1.17 Sylvite/ Carnallite  

8.27 95.42 18.30% 17.46 Kainite  

7.17 128.81 20.78% 26.77   

Source: Ethiopian Potash Corp. 
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!ƭǘƘƻǳƎƘ ƻƴƭȅ ŀ ǾŜǊȅ ǎƳŀƭƭ ǇƻǊǘƛƻƴ ƻŦ 9t/Ωǎ ƭŀƴŘ ǇŀŎƪŀƎŜ Ƙŀǎ ōŜŜƴ ŜȄǇƭƻǊŜŘΣ ŘǊƛƭƭƛƴƎ ǎǳŎŎŜǎǎ ǘƻ ŘŀǘŜ ƛƴ 
the surrounding area has been highly encouraging.  ¢ƻ ǘƘŜ ǎƻǳǘƘǿŜǎǘ ƻŦ 9t/Ωǎ ǇǊƻǇŜǊǘȅ ǿŜ Ŏŀƴ ŘǊŀǿ 
inferences from the nearby Allana Potash results. Allana has generated a wealth of success culminating in 
an updated resource estimate totalling 1.269 billion tonnes (M+I+I) at a composite grade of 19.3%. To the 
east of the EPC property, South Boulder Mines announced its maiden resource for the Colluli Potash 
Project in January. The estimate comprised 548 million tonnes @ 18.6% KCl all within 100 metres of the 
surface. South Boulder has now increased its exploration target to a range of 750Mt-1.25Bt @ 18-20% KCl. 
The company intends to investigate a range of open pit production scenarios from 1Mt to 10Mt per 
annum. 

Accordingly, we believe that the property has the potential to host over a billion tonnes.  With Allana 
hosting more than 1 billion tonnes to the west of its property, and South Boulder targeting around 1 
billion tonnes to the east, it is conceivable that Ethiopian Potash could be as large on each end of its 
property. Given the potential size of the resource and considering the shallow depth, it is possible that a 
1Mt to 5Mt per annum potash operation could be supported. Notably, the east appears to be more 
amenable to an open pit operation because of its shallow depth (within 100 metres of surface) whereas 
the west is more plausibly suitable for solution mining (slightly deeper than 100 metres). 

Exhibit C-6:  Neighbouring Exploration 

Allana Potash Drilling 

 

South Boulder Mines Drilling 

 

Source: Allana Potash, South Boulder Mines 

An aggressive drilling plan has commenced with an initial resource estimate expected early in 2012.  In 
June of this year, the company commenced drilling to the west with 2 drills turning and is planning about 
10,000 metres in this area (about 50 holes at a depth of 200 metres). Ethiopian Potash is also building 
access to the east (Colluli) where another 5,000 metres are planned (about 50 holes at a depth of 100 
metres). Almost 20 holes have been completed in the west thus far. Accordingly, EPC has enough holes to 
pursue an initial resource estimate soon followed by a more comprehensive resource estimate including 
assays from the east later on in 2012. With confirmation of a resource, EPC plans to pursue a feasibility 
study immediately thereafter. 


