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Resource Generation (RES.AX) 
 One approval down, two to go 
  

 Mining Right awarded — RES has passed a key milestone on its way to 
developing the Boikarabelo thermal coal mine in South Africa’s Waterberg region 
with the award of a 30-year Mining Right.  The Right clears the path for mining and 
is likely to facilitate coal supply agreements to domestic utilities. 

 Water solution for Stage 2 — RES is preferred developer and operator of a 
waste water treatment plant 50km from Boikarabelo. The plant will supply up to 
16ML/day of water to the mine via pipeline, which is more than sufficient for Stage 
2’s +15Mtpa.  Stage 1 has adequate on-site bore water for the 6Mtpa planned. 
Capex for the plant is already included in the A$552m budgeted for the mine. 

 BEE transfer formalized — RES’ BEE partners, Fairy Wing Trading 136, were in 
place prior to today’s announcement.  Their status in the JV is formalized with the 
Mining Right and loan from RES of R80m (A$12m) to complete FWT’s acquisition.  
The loan is secured over FWT’s share the JV and repayable from RES dividends. 

 Look for other approvals — Two other approvals are critical before construction 
begins: 1) NEMA gives environmental clearance for the rail link; 2) IWULA governs 
all water use in the project. NEMA is a fixed 6-month period and will be known in 
July 2011.  IWULA could take longer but we expect a decision around July also. 

 Our preference amongst emerging coals — Our order of preference amongst 
emerging producers is RES, Cockatoo Coal then NEC.  RES still appears heavily 
discounted to peers, has reserves of 745Mt and is progressing well to mining. 

 Valuation & Recommendation — We increase our target to A$1.40 after 
adjusting the risk weighting on our NPV of A$1.85 to 75% from 50%.  Some very 
minor changes to our FY13 estimates result from adjustments to the capex 
schedule. We believe RES is making real progress in what can be a difficult 
operating environment and see continued de-risking of Boikarabelo in the coming 
months. We continue to rate RES as Buy. 
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Buy/Speculative 1S
Price (31 Mar 11) A$0.93
Target price A$1.40

from A$0.95   
Expected share price return 51.4%
Expected dividend yield 0.0%
Expected total return 51.4%
Market Cap A$226M
  US$233M

 
 

Price Performance (RIC: RES.AX, BB: RES 
AU) 

 

RES.AU revisions (Y/E Jun) 2009A 2010A 2011E 2012E 2013E 
Sales (A$m) 0.0 0.0 0.0 0.0 0.0 

% revision 0.0% 0.0% na na na 
EBIT (A$m) -15.5 -4.2 -6.0 -6.0 -4.1 

% revision 0.0% 0.0% 0.0% 0.0% 33.0% 
Core Net Profit (A$m) -15.1 -3.3 -5.9 -5.8 -14.8 

% revision 0.0% 0.0% 0.0% 0.0% 0.7% 
Core EPS (A¢) -19.7 -2.1 -2.5 -2.4 -6.2 

% revision 0.0% 0.0% 0.0% 0.0% 0.7% 
EPS Growth (%) -164.4 89.5 -19.5 0.5 -152.5 
PE Ratio (x) -4.7 -45.2 -37.8 -38.0 -15.1 
Dividend Yield (%) 0.0 0.0 0.0 0.0 0.0 
Source: Company Reports and dataCentral, CIRA.      

 

Equities  



Resource Generation (RES.AX) 
31 March 2011 

 

Citigroup Global Markets 2 
 

Fiscal year end 30-Jun  
Profit & Loss (A$m) 2009 2010 2011E 2012E 2013E Per share data 2009 2010 2011E 2012E 2013E

Sales revenue 0.0 0.0 0 0 0 Reported EPS (¢) -19.7 -2.1 -2.5 -2.4 -6.2
Cost of sales -0.1 -0.1 na na na Core EPS (¢) -19.7 -2.1 -2.5 -2.4 -6.2
Gross profit 0.0 -0.1 na na na DPS (¢) 0 0 0 0 0
EBITDA -15.5 -4.1 -6.0 -6.0 -4.1 CFPS (¢) -1.5 -0.1 -2.6 -2.6 2.8
Depreciation -0.1 -0.1 0 0 0 BVPS (¢) 74.2 54.3 37.2 33.7 35.7
Amortisation 0 0 0 0 0 Wtd avg ord shares (m) 77 159 239 239 239
EBIT -15.5 -4.2 -6.0 -6.0 -4.1 Wtd avg diluted shares (m) 77 159 239 239 239

Net interest 0.4 1.0 0.1 0.2 -10.7  
Earnings before tax -15.1 -3.3 -5.9 -5.8 -14.8 Valuation ratios 2009 2010 2011E 2012E 2013E
Tax Recurring 0 0 0 0 0 PE (x) -4.7 -45.2 -37.8 -38.0 -15.1
Non-op/Except/Extraord 0.0 -0.1 0 0 0 EV/EBIT (x) -14.4 -52.4 -36.6 -53.4 nm
Minority interests 0 0 0 0 0 EV/EBITDA (x) -14.5 -53.5 -36.6 -53.4 nm
Associates 0 0 0 0 0 FCF yield (%) -2.2 -16.4 -2.8 -92.8 -96.0
Reported net profit -15.2 -3.4 -5.9 -5.8 -14.8 Dividend yield (%) 0 0 0 0 0
Core NPAT -15.1 -3.3 -5.9 -5.8 -14.8 Payout ratio (%) 0 0 0 0 0

Half year data (A$m) 1H10 2H10 1H11 2H11E 1H12E Growth rates 2009 2010 2011E 2012E 2013E

Sales revenue 0 0 0.1 0 0 Sales revenue (%) -91.2 35.0 nm na na
EBIT -1.6 -2.6 -3.8 -2.2 -3.0 EBIT (%) nm 72.7 -42.1 -0.4 32.7
Core NPAT -1.0 -2.3 -3.5 -2.2 -2.9 Core NPAT (%) nm 78.3 -79.1 0.5 nm
Core EPS (¢) -0.6 -1.4 -1.5 -0.9 -1.2 Core EPS (%) nm 89.5 -19.5 0.5 nm

Balance Sheet (A$m) 2009 2010 2011E 2012E 2013E Operating performance 2009 2010 2011E 2012E 2013E

Cash & cash equiv. 5.1 6.1 8.4 50.2 34.8 Gross margin (%) -245.0 -240.7 na na na
Accounts receivables 0.5 1.7 1.7 1.7 1.7 EBIT margin - Group na na na na na
Inventory 0 0 0 0 0  
Net fixed & other tangibles 56.2 84.4 84.4 284.4 504.4 Operating ROA (%) -27.9 -4.3 -6.3 -2.7 -3.4
Goodwill & intangibles 0 0 0 0 0 Operating ROE (%) -29.2 -4.6 -6.7 -6.9 -17.8
Financial & other assets 0 0.0 0.0 0.0 0.0 Operating ROIC (%) -30.7 -6.0 -7.1 -3.3 -1.0
Total assets 61.8 92.2 94.5 336.3 540.9  
Accounts payable 0.6 1.6 1.6 1.6 1.6 Net debt to equity -8.9 -7.0 -9.5 247.9 487.2
Short-term debt 0 0 0 0 0 Debt to total capital (%) 0.0 0.0 0.0 75.6 84.1
Long-term debt 0 0 0 250.0 450.0 Interest coverage (x) na na na na -0.38
Provisions & other liab 4.0 4.1 4.1 4.1 4.1  
Total liabilities 4.6 5.7 5.7 255.7 455.7 Production Volumes 2009 2010 2011E 2012E 2013E
Shareholders' equity 57.2 86.5 88.8 80.6 85.2 Thermal (export) (mt) 0.00 0.00 0.00 0.00 0.00
Minority interests 0.0 0.0 0.0 0.0 0.0 Hard Coking (export) (mt) 0.00 0.00 0.00 0.00 0.00
Total equity 57.2 86.5 88.9 80.6 85.2  
Net debt -5.1 -6.1 -8.4 199.8 415.2 Operating Metrics 2009 2010 2011E 2012E 2013E

Cashflow (A$m) 2009 2010 2011E 2012E 2013E Cash Costs (A$/t) 0.00 0.00 0.00 0.00 0.00
EBITDA -15.5 -4.1 -6.0 -6.0 -4.1 Cash Costs (US$/t) 0.00 0.00 0.00 0.00 0.00
Working capital 0 0 0 0 0 Average Price Received 0.00 0.00 0.00 0.00 0.00
Net interest paid 0.4 1.0 -0.1 -0.2 10.7 Average Price Received 0.00 0.00 0.00 0.00 0.00
Tax paid 0 0 0 0 0  
Other 13.9 3.0 0 0 0 Commodity&FX 2009 2010 2011E 2012E 2013E
Operating cashflow -1.2 -0.1 -6.2 -6.2 6.6 AUDUSD (analyst) 0.74 0.88 0.96 1.01 0.88
Capex -0.4 -24.2 0 -200.0 -220.0 Hard coking (export) (US$/t) 260.8 146.0 246.0 288.8 207.5
Net acq/disposals -2.3 0 0 0 0 Thermal (export) (US$/t) 98.2 84.1 104.9 122.5 97.5
Exploration exp/Other -3.9 -4.3 -2.0 -2.0 -2.0  
Investing cashflow -6.6 -28.5 -2.0 -202.0 -222.0  
Dividends paid 0 0 0 0 0  
Financing cashflow 11.4 29.6 10.5 250.0 200.0  
Net change in cash 3.8 1.0 2.3 41.8 -15.4  
FCF ex acquisns & -7.8 -28.6 -8.2 -208.2 -215.4  
For further data queries on Citi's full coverage universe please contact CIRA Data Services Australia New Zealand at CIRADataServicesAustraliaNZ@citi.com or +61-2-8225-4848 
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Resource Generation 
 
Valuation 

Our target price of $1.40/share is set as a 75% risk weighting to our NPV of 
$1.85 per share. Our NPV is based on DCF analysis using a 14.5% discount 
rate and a US$90/t long term thermal coal price. We believe a 75% risk 
weighting to our NPV is appropriate given the early stage of the project as well 
as the infrastructure barriers that need to be overcome. 
 
Risks 

We rate RES as a Speculative risk given the non producing nature of its assets. 
Key risks to achieving our target price are as follows: 

Commodity price: Coal prices have become more volatile over the past 5 years 
as the historically bulk traded market has moved to a more terminal market 
approach. At the same time China has been swinging from importers to 
exporters to importers of coal which has had a significant effect on the supply-
demand balance of the seaborne market. Given the big coal resources that 
China has, there is always the risk that it could increase domestic production 
and turn again to a net exporter of coal, having a negative influence on the coal 
price. 

Rail: RES's coal assets are located in the Waterberg region of South Africa. 
The region is not as well serviced by infrastructure as the coal fields of the 
Witbank are.  

Political Risk: South Africa has had a revolution in its minerals industry in the 
past decade with the implementation of Black Economic Empowerment.  

If the impact on the company from any of these factors proves to be greater 
than we anticipate, the stock will likely have difficulty achieving our target price. 
However, should they be less than anticipated, the stock could trade above our 
target price. 

Cockatoo Coal Limited  
(COK.AX; A$0.49; 1H) 

Valuation 

Our target price for Cockatoo is A$0.70/share and is based on our NPV of 
A$0.68. We assume Bowen Basin expansion to 3Mtpa in 2014, development of 
Woori in the Surat Basin to 3.5Mtpa by 2015 and include undeveloped 
resources at A$0.43/t. Our resource multiple is based on the average of coal 
project transactions over the last 3 years. Our long-term coal price assumptions 
are US$90/t and US$120/t for thermal and PCI and a A$/US$ exchange rate of 
0.80. 

Risks 

We rate Cockatoo High Risk because of the long development timeframe and 
funding requirements. Specific risks to achieving our target price are as follows: 



Resource Generation (RES.AX) 
31 March 2011 

 

Citigroup Global Markets 4 
 

Infrastructure: a key risk to Cockatoo's growth plans. The company is well 
placed with Stage 1 of WICET but longer-term conceptual plans of 9-14Mtpa 
need rail and port. 

Funding and dilution: we estimate capex for Woori and the Bowen Basin 
expansion is A$700m or ~1x the current market cap. 

Coal Prices: variations to our coal price and exchange rate forecasts present a 
risk to forecast earnings and hence company valuation. 

Product mix: the proportion of PCI sold from Baralaba is very volatile and a 
swing in the mix can have a large impact on earnings. 

If the impact on the company from any of these factors proves to be greater 
than we anticipate, the stock will likely have difficulty achieving our target price. 
However, should they be less than anticipated, the stock could trade above our 
target price. 

Northern Energy Corporation Limited  
(NEC.AX; A$1.67; 2H) 

Valuation 

Our target of A$1.85 represents New Hope's offer price as recommended by 
the majority of NEC's board. Our NPV is A$1.32, comprising a risk weighting to 
the Maryborough hard coking coal project of 50% due to delays in permitting. 
We risk weight Elimatta to 25% given sales are unlikely prior to 2015 and the 
almost A$600m needed for construction. 

Risks 

We rate NEC High Risk because of long lead times to production, infrastructure 
challenges and large funding requirements. Specific risks are: 

Coal prices: NEC is leveraged to hard coking coal. Higher than forecast prices 
would increase our valuation. A weakening steel cycle would negatively impact 
our forecasts. 

Infrastructure: Lack of access could delay projects while approval adds 
certainty and would support share prices. 

Capital: NEC has capital requirements ~3x market cap. Several options are 
open to the company including partial asset sales. Investments by strategic 
partners would reduce this risk. 

A last minute alternative offer for the company from a 3rd party has upside risks 
to our target price. 

If the impact on the company from any of these factors proves to be greater 
than we anticipate, the stock will likely have difficulty achieving our target price. 
However, should they be less than anticipated, the stock could trade above our 
target price 
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The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at the front 
of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst. Each of these 
analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein accurately reflect their 
personal views about each issuer and security referenced and were prepared in an independent manner, including with respect to Citigroup Global 
Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the specific 
recommendation(s) or view(s) expressed by that research analyst in this report. 
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Within the past 12 months, Citigroup Global Markets Inc. or its affiliates has acted as manager or co-manager of an offering of securities of Resource Generation. 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Resource 
Generation. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Resource Generation. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking revenues. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Investment Research & Analysis product 
("the Product"), please contact Citi Investment Research & Analysis, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance. In 
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure 
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Citi Investment Research & Analysis Ratings Distribution       
 12 Month Rating Relative Rating 
Data current as of 31 Dec 2010 Buy Hold Sell Buy Hold Sell
Citi Investment Research & Analysis Global Fundamental Coverage 52% 37% 11% 0% 100% 0%

% of companies in each rating category that are investment banking clients 45% 44% 40% 0% 44% 0%
Guide to Citi Investment Research & Analysis (CIRA) Fundamental Research Investment Ratings: 
CIRA's stock recommendations include a risk rating and an investment rating. 
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event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the company. Absent any specific catalyst 
the analyst(s) will indicate the most and least preferred stocks in his coverage universe, explaining the basis for this short-term view. This three-month view may be 
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for additional details. Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information 
contained in the Product may be placed only through Citigroup Global Markets Inc. 

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. Incorporated (Morgan Stanley) research reports may be 
available about the companies that are the subject of this Citi Investment Research & Analysis (CIRA) research report. Ask your Financial Advisor or use 
smithbarney.com to view any available Morgan Stanley research reports in addition to CIRA research reports. 
Important disclosure regarding the relationship between the companies that are the subject of this CIRA research report and Morgan Stanley Smith Barney LLC and 
its affiliates are available at the Morgan Stanley Smith Barney disclosure website at www.morganstanleysmithbarney.com/researchdisclosures. 
The required disclosures provided by Morgan Stanley and Citigroup Global Markets, Inc. on Morgan Stanley and CIRA research relate in part to the separate 
businesses of Citigroup Global Markets, Inc. and Morgan Stanley that now form Morgan Stanley Smith Barney LLC, rather than to Morgan Stanley Smith Barney LLC 
in its entirety. For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and 
https://www.citigroupgeo.com/geopublic/Disclosures/index_a.html. 
This CIRA research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was conducted by the same 
person who reviewed this research report on behalf of CIRA. This could create a conflict of interest. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is 
made available in Australia through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of the ASX Group and 
regulated by the Australian Securities & Investments Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia 
to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product 
advice to Australian Private Banking wholesale clients through bankers and relationship managers.  If there is any doubt about the suitability of investments held in 
Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia.  Citigroup companies may compensate affiliates and their 
representatives for providing products and services to clients.  The Product is made available in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is 
regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, APIMEC - Associação dos Analistas e Profissionais de Investimento do 
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Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the 
Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3.  This product is available in Chile through Banchile Corredores de Bolsa 
S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is 
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residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in 
this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws 
and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances 
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Korea.   KOFIA makes available registration information of research analysts on its website.  Please visit the following website if you wish to find KOFIA registration 
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Product is made available through Citigroup Global Markets New Zealand Ltd. (Company Number 604457), a Participant of the New Zealand Exchange Limited and 
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P.O. Box 4889, Karachi-74200.  The Product is made available in the Philippines through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which 
is regulated by the Philippines Securities and Exchange Commission. 20th Floor Citibank Square Bldg. The Product is made available in Poland by Dom Maklerski 
Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego.  Dom Maklerski Banku Handlowego S.A. 
ul.Senatorska 16, 00-923 Warszawa.  The Product is made available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities 
in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in 
accordance with the license issued by the Federal Service for Financial Markets.  Neither the Product nor any information contained in the Product shall be 
considered as advertising the securities mentioned in this report within the territory of the Russian Federation or outside the Russian Federation.  The Product does 
not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the 
Russian Federation.  8-10 Gasheka Street, 125047 Moscow.  The Product is made available in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a 
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South Africa (company registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets 
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authorised and regulated by Financial Services Authority.  29 Jose Ortega Y Gassef, 4th Floor, Madrid, 28006, Spain.  The Product is made available in Taiwan 
through Citigroup Global Markets Taiwan Securities Company Ltd., which is regulated by Securities & Futures Bureau. No portion of the report may be reproduced or 
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Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand.  18/F, 
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States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and Exchange Commission. 388 Greenwich Street, New 
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transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared without taking account of the objectives, 
financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the appropriateness of the advice, having 
regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to obtain the relevant offer document for 
the product and consider it before making a decision as to whether to purchase the product. 
CIRA concurrently disseminates its research via proprietary and non-proprietary electronic distribution platforms. Periodically, individual analysts may also opt to 
circulate research to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the 
aforementioned distribution channels. 
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