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KEFI Minerals 21 December 2016 

High quality construction-ready gold project 

 

Under review  Yesterday KEFI published an operational update with a useful summary of its 
overall situation; project economics at a range of gold prices, the improving 
Ethiopian political situation, encouraging Saudi developments and corporate 
matters. It also reported it has “received formal confirmation its [£2.5m] refund 
is due for payment” from the Ethiopian tax authorities, this will be useful 
working capital. 

KEFI has been very unfortunate in 4Q17 with the double whammy of political 
volatility and a weak gold price. However, in 2017 we anticipate these dynamics 
to improve, for its share price to recover, and for financing to be achieved. We 
currently have our price target Under Review until there is more clarity on the 
political situation. However, based on a range of scenarios, once the state of 
emergency has been lifted, we anticipate a price target above 0.75p with 
significant further upside once financing is in place. 

Based on this update and our recent visit to Tulu Kapi, our main takeaways are: 

1. Ethiopia is a relatively well developed African country with excellent 
infrastructure including power, roads and significant sovereign funding 
capacity 

2. The political situation is improved and the president has made some major 
changes to ensure stability e.g. wholesale ministerial reshuffle in November 

3. We expect the state of emergency to end in April, if not before 

4. Tulu Kapi is high quality project which should become at least a 1.5Moz 
(current reserves c. 1Moz) gold mine 

5. KEFI has an excellent owner’s team, based in country, and with the 
requisite experience to deliver operationally 

6. KEFI has tier one contractors (Lycopodium & Ausdrill) whose involvement 
and investments in KEFI shares demonstrate the feasibility of Tulu Kapi 

Gold price outlook – positive medium term 

We have a positive medium term outlook due to the global cost of production, 
which means that very few miners can justify expansion or new mine 
development at current prices. We also recognise the potential for U.S. 
economic slowdown and a pause or reversal of the new hawkish interest rate 
policy. We have a medium term (2-5y) gold price forecast of $1250/oz.  

Ethiopia visit – relatively well developed 

We visited Tula Kapi last month and are impressed by the country, the project and 
KEFI’s project team (owner’s team). We saw no impact of the emergency in Addis 
or on site although clearly the situation delays closing project finance, at least from 
purely financial mining/project funds.  

Valuation and recommendation 

We have our target price Under Review but will update in 1Q17 when we have 
more clarity on the political situation. However, based on a range of scenarios we 
anticipate an initial price target above 0.75p with further upside post financial 
close. 

Price:            0.24p 

Target Price:  N/A 

Sector: Metals & Mining 
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Introduction 

KEFI’s Tulu Kapi is one of the few decent sized construction-ready gold projects, not just in Africa but globally. 
The key to KEFI’s progress has been a much more accurate resource model, a more selective mining method and 
a better mine schedule. KEFI has also more than halved previous owner Nyotas’s project capex estimates. 

So near yet so far…. 

In 2H16 KEFI had been heading towards financial close when it was scuppered by a state of emergency in Ethiopia 
followed by a softening gold price. Financing had also been delayed in 1H16 when the chosen funding partner 
decided to exit from the mining sector. It has been a very challenging year for management and the company’s 
directors were paid in shares for 4Q16.  

Q416 update 

Yesterday KEFI published an operational update with a comprehensive overview of the situation. The main issues 
are the state of emergency in Ethiopia and the gold price impact on project economics. KEFI also reported the 
Ethiopian tax authorities have agreed in writing to reimburse KEFI £2.5m in Tax (VAT). 

Ethiopia – KEFI’s update details multiple positives about Ethiopia. We recently visited the country and were 
impressed by the sophistication and level of development.  

KEFI’s highlights include (1) Ethiopia has maintained 7-10% annual GDP growth for 15 years (2) since the public 
protests, changes include new federal and regional cabinets and a new Independent Agency for Land 
Compensation (3) the Government has recently started lifting some of the restrictions of the State of Emergency 
and has publicly indicated its possible end ahead of schedule. 

Gold price impact – The update also includes this table outlying the impact of a lower gold price.  KEFI notes 
that IRRs remain very attractive due to the reduced equity component (now expected to be circa $20m). 

 

Summary 

KEFI’s management has no control over the gold price or Ethiopian politics, and both issues have had a serious 
negative impact. However, we believe KEFI’s technical work has unlocked Tulu Kapi’s value and that Ethiopia should 
soon become stable and investable for a wider range of funds. We expect management to deliver on its targets, 
and hope uncontrollable factors start to move in a better direction.   

Gold Price NPV(8%) Open Pit & NPV(8%) IRR

US$/oz Underground - US$m Open pit only - US$m Open pit only - %

1,150 74 56 37

1,200 100 77 47

1,250 126 98 56

1,300 151 119 65

1,350 178 140 72
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Recommendation Breakdown 

During the three months to end-November 2016, the number of stocks on which Beaufort Securities published recommendations was 263, and the 
recommendations were as follows: Buy - 93; Speculative Buy - 131; Hold - 38; Sell - 1. 

Full definitions of the recommendations used by Beaufort Securities in its publications and their respective meanings can be found on our website here. 

Disclaimer 

This report is published by Beaufort Securities (“Beaufort Securities”). Beaufort Securities is Authorised and Regulated by the Financial Conduct Authority and is 
a Member of the London Stock Exchange. 

This research is non-independent and is classified as a Marketing Communication under FCA rules. As such it has not been prepared in accordance with legal 
requirements designed to promote independence of investment research and it is not subject to the prohibition on dealing ahead of the dissemination of 
investment research in COBS 12.2.5. However Beaufort Securities has adopted internal procedures which prohibit analysts from dealing ahead of non-
independent research, except for legitimate market making and fulfilling clients’ unsolicited orders. 

RELIANCE ON THIS NOTE FOR THE PURPOSE OF ENGAGING IN ANY INVESTMENT ACTIVITY MAY EXPOSE AN INDIVIDUAL TO A SIGNIFICANT RISK OF LOSING ALL 
OF THE FUNDS, PROPERTY OR OTHER ASSETS INVESTED OR OF INCURRING ADDITIONAL LIABILITY. 

By receiving this document, you will not be deemed a client or provided with the protections afforded to clients of Beaufort Securities. When distributing this 
document, Beaufort Securities is not acting for any recipient of this document and will not be responsible for providing advice to any recipient in relation to 
this document. Accordingly, Beaufort Securities will not be responsible to any recipient for providing the protections afforded to its clients. 

Beaufort Securities may effect transactions in shares mentioned herein and may take proprietary trading positions in those shares, and may receive 
remuneration for the publication of its research and for other services. Beaufort Securities may be a shareholder in any of the companies mentioned in this 
report. Accordingly, this document may not be considered as objective or impartial. Additionally, information may be available to Beaufort Securities or the 
Group, which is not reflected in this material. The remuneration of the author of this report is not tied to the recommendations on any shares mentioned nor 
to the any transactions undertaken by Beaufort Securities or any affiliate company. Further information on Beaufort Securities’ policy regarding potential 
conflicts of interest in the context of investment research and Beaufort Securities’ policy on disclosure and conflicts in general are available on request. Please 

refer to http://www.beaufortsecurities.com/important-info.  

This document is not an offer to buy or sell any security or currency. This document does not provide individually tailored investment advice. It has been 
prepared without regard to the individual financial circumstances and objectives of persons who receive it. The appropriateness of a particular investment or 
currency will depend on an investor’s individual circumstances and objectives. The investments and shares referred to in this document may not be suitable for 
all investors. 

Past performance is not a guarantee of future performance. Investments may go down in value as well as up and you may not get back the full amount 
invested. The listing requirements for securities listed on AIM or ISDX are less demanding and trading in them may be less liquid than main markets. 

This document is based on information Beaufort Securities has received from publicly available reports and industry sources. Beaufort Securities may not have 
verified all of this information with third parties. Neither Beaufort Securities nor its advisors, directors or employees can guarantee the accuracy, 
reasonableness or completeness of the information received from any sources consulted for this publication, and neither Beaufort Securities nor its advisors, 
directors or employees accepts any liability whatsoever (in negligence or otherwise) for any loss howsoever arising from any use of this document or its 
contents or otherwise arising in connection with this document (except in respect of wilful default and to the extent that any such liability cannot be excluded 
by the applicable law). This document is not to be relied upon and should not be used in substitution for the exercise of independent judgment.  

This document includes certain statements, estimates, and projections with respect to the anticipated future performance of securities listed on stock 
exchanges and as to the market for these shares. Such statements, estimates, and projections are based on information that we consider reliable and may 
reflect various assumptions made concerning anticipated economic developments, which have not been independently verified and may or may not prove 
correct. No representation or warranty is made as to the accuracy of such statements, estimates, and projections or as to its fitness for the purpose intended 
and it should not be relied upon as such. Opinions expressed are our current opinions as of the date appearing on this material only and may change without 
notice. Other third parties may have issued other reports that are inconsistent with, and reach different conclusions from, the information presented in this 
report. Those reports reflect the different assumptions, views, and analytical methods of the analysts who prepared them. This report has not been disclosed 
to any of the companies mentioned herein prior to its publication. 

The information contained in this document is confidential and is solely for use of those persons to whom it is addressed and may not be reproduced, further 
distributed to any other person or published, in whole or in part, for any purpose. Other persons who receive this document should not rely on it. Beaufort 
Securities, its directors, officers and employees may have positions in the securities mentioned herein. 
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Definitions of Disclosures 

1. In the past 12 months, Beaufort Securities Limited or its affiliates have had corporate finance mandates or managed or co-managed a public offering of the 
relevant issuer’s securities or received compensation for Corporate Finance services from the relevant issuer. 

2. Beaufort Securities Limited expects to receive or intends to seek compensation for Corporate Finance Services from this company in the next six months.  

3. The investment analyst or a member of the investment analyst’s household has a long position in the shares or derivatives of the relevant issuer. 

4. The investment analyst or a member of the investment analyst’s household has a short position in the shares or derivatives of the relevant issuer. 

5. As of the month end immediately preceding the date of publication of this report, or the prior month end if publication is within 10 days following a month 
end, Beaufort Securities Limited and / or its affiliates beneficially owned 1% or more of any class of common equity securities of the relevant issuer. 

6. A senior executive or director of Beaufort Securities Limited or a member of his or her household is an officer, director or advisor, board member of the 
relevant issuer and / or one of his subsidiaries. 

7. Beaufort Securities Limited acts as corporate broker to the relevant issuer. 

The investment analyst who is responsible for the preparation of this investment research is employed by Beaufort Securities Limited. 
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