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BUSINESS DESCRIPTION
Danakali is developing the Colluli sulphate of
potash project in Eritrea. The aim is to
produce 425kt of SOP per annum in the first
phase and then expand to 850ktpa. The
project is expected to be one of the lowest
costs SOP project in the world. Colluli is a
50/50 joint venture with the Eritrean
government’s mining company.
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COMPANY REPORT — INITIATION OF COVERAGE

Fertile ground

Initiation of coverage: We initiate coverage of Danakali with a BUY
recommendation and target price of $0.50ps on a diluted basis based on
our modelling of the NPV over time. Our valuation for DNK is $402m or
$0.66ps after diluting for an equity raising at $0.30ps to fund the equity
portion of the project development (assumed to be 30%). The risk rating is
Speculative as the company needs to arrange debt and equity financing to
take the Colluli Sulphate of Potash Project forward.

Cost and capital advantage from open pit hard rock potash: Hard rock
mining of potash has been carried out for centuries however it is typically
done utilising capital intensive underground mining operations. The
muriate of potash mined then needs to be processed to produce sulphate
of potash, adding further to the cost. The traditional low cost route for
sulphate of potash (SOP) production is from brines. DNK’s Colluli project
benefits from low capex and opex through shallow open pit mining and a
mineral assemblage which lends itself to established processing methods
to produce SOP. Danakali’s DFS indicates that the Colluli project could be
the lowest cost producer of SOP globally.

Eritrea is pro-development: There are a lot of mixed messages regarding
Eritrea. However, the government does need income and mining is viewed
as a key means of acquiring foreign income and investment. China is
actively investing in mining and infrastructure. The development of Colluli
would see the government receiving income through it 50% ownership of
the operating company, and through its corporate taxation. We estimate
that the long run annual income when Phase 1&2 are up and running will
return ~US$170m to the government per annum. It is therefore in the
government’s interest to support the development of Colluli and other
mining projects in Eritrea.

Investment thesis and risks: Scalable project, discount due to location,
potential corporate appeal for companies familiar with the region, offtake
MOU'’s in place, and operating costs are forecast to be at the bottom of the
cost curve and competitive with brine production. We would therefore
expect that production from Colluli would go to new markets or displace
high cost Mannheim production. Colluli’s position in the cost curve should
assist in raising equity and debt funding from producers and consumers as
well as traditional markets. Funding an Eritrean development, given the
perception of its political instability is likely to fall to those investors,
companies or governments willing to cope with the risk.

INVESTMENT SUMMARY

Year End: 31 December 2014 (A) 2015 (A) 2016 (E) 2017 (E) 2018 (E)
Revenue $mn 0 1 1 1 1
EBITDA $mn -1.2 -0.7 -0.7 -0.7 -0.7
EBIT $mn -4.5 -0.7 -0.7 -0.7 -0.7
Reported Profit $mn -4.4 -0.4 -0.7 7.0 1.8
Adjusted Profit $mn -4.4 -0.4 -0.7 7.0 1.8
EPS (Reported) ¢ 2.6 -0.3 -0.3 1.1 0.3
EPS (Adjusted) ¢ -2.6 -0.3 -0.3 1.1 0.3
EPS Growth % N/A N/A N/A -74.8
PER (Reported) N/A N/A N/A 26.7 106.1
PER (Adjusted) X N/A N/A N/A 26.7 106.1
Dividend ¢ 0.0 0.0 0.0 0.0 0.0
Yield % 0.0 0.0 0.0 0.0 0.0
Franking % 0 0 0 0 0
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DANAKALI
Analyst: Warren Edney Rating: Buy
Date: 08-Jun-16 Price Target: $0.50
Share Price ($A): $0.31 Valuation: $0.66
Market Cap (A$m): $61.2 Upside/(Downside): 64%
EV (A$m) $61.2 Risk: Speculative
Year End: December 31
KEY RATIOS CY15A  CY16E  CY17E  CY18E  CYI9E  CY20E  CY21E VALUATION SUMMARY
NPAT - Reported 0.4 0.7 7.0 18 317 90.0 93.7 WACC  10.4% A$m Ag/Share
NPAT - Attributable 04 07 7.0 18 31.7 90.0 93.7 Colluli 350 0.57
EPS - Adjusted 03 02 11 0.3 5.2 14.7 153 Exploration 0 0.00
EPS Growth (%) N/A N/A N/A  (74.8%)  1,696% 184% 4% Corporate 11 -0.02
P/E (x) (105.7)  (141.9) 26.7 106.0 5.9 2.1 2.0 Equity Project debt -142 -0.23
CFPS (A Cents) 03 0.1 11 0.3 7.4 16.9 175 Cash 205 0.34
P/CF (x) -119.3 -273.7 26.7 106.1 4.1 1.8 17 Total Valuation 402 0.66
DPS (A Cents) - - - - - - 4.0 Diluted for equity issue at 0.30cps
Franking (%) 0% 0% 0% 0% 0% 0% 0%
Dividend Yield (%) - - - - - - 13.1%
Payout Ratio (%) - - - - - - 26%
FCF Yield (%) 4% -4% -45% -145% -102% 116% 166% VALUATION SENSITIVITY
EV/EBIT (x) (275.1)  (275.1)  (275.1)  (275.1) 7.0 2.6 2.6
EV/EBITDA (x) (275.1)  (275.1)  (275.1)  (275.1) 4.8 2.2 2.2 0’;"" Asishare

1.
ASSUMPTIONS CY15A  CYI6E  CYI7E  CY18E  CYI9E  CY20E  CY2IE 0-00
Australian Dollar (AUD/USD) 0.75 0.74 0.72 0.72 0.73 0.73 0.74 0.80
MOP (US$/t) 304 275 250 250 250 250 255 070
MOP (A$t) 404 371 347 347 342 341 346 060
SOP (US$/t) 667 575 550 550 550 550 555 050
SOP (A$]t) 886 776 764 764 753 751 754 0.40

0.30
PRODUCTION & COSTS CYI5A  CY16E  CY17E  CY18E  CYI9E  CY20E  CY21E 0.20

0.10
Colluli- SOP prodn (kt) 0.0 0.0 0.0 0.0 2122 4243 4243 O e ame | aom | s 0w s 10w 15 | 20
Colluli - C1 cost US$/t of SOP 0 0 0 0 57 105 101
Colluli - FOB Cost US$/t of SOP 0 0 0 0 287 264 255 ——AUDIUSD  ——=SOP (USs/Y)
Colluli - AISC US$/t 0 0 0 0 315 278 270

VALUATION SENSITIVITY TO EQUITY ISSUE PRICE AND TIME
PROFIT & LOSS (A$M) CY15A  CYI16E  CYI7E  CY18E  CYI9E  CY20E  CY2IE
Operating Revenue 00 00 00 0.0 733 1462 14638 Ol ey
Other Revenue 0.8 0.8 0.8 0.8 0.8 0.8 0.8 2.50 issue
Total Revenue 0.8 0.8 0.8 0.8 741 146.9 1475 g
Operating Expenses 0.0 0.0 0.0 0.0 -30.4 -56.0 542 2.00
Corporate/Other Expenses -1.5 -1.5 -15 -1.5 -1.5 -1.5 -15 —(0.50
EBITDA 07 0.7 0.7 0.7 422 89.4 91.8 150 o5
Depreciation & Amortisation 0.0 0.0 0.0 0.0 -13.6 -13.6 -13.5 040
Exploration/write-offs 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.00 0
EBIT 07 07 0.7 0.7 28.6 75.9 78.3
Net Interest / (Expense) 0.3 0.1 7.7 53 5.0 14.9 16.8 050 =030
NPBT -0.4 -0.6 7.0 46 33.6 90.8 95.2 0.25
Income Tax Expense 0.0 0.0 0.0 -2.8 -1.9 -0.7 -15 0.00 =020
NPAT - Adjusted -0.4 -0.7 7.0 1.8 317 90.0 93.7 CY16E CY17E CY18E CY19E CY20E CY21E CY22E CY23E
Significant Items 0.0 0.0 0.0 0.0 0.0 0.0 0.0
NPAT - Reported 04 07 7.0 18 31.7 90.0 93.7
CASH FLOW (A$M) CY15A  CYI6E  CYI7E  CYI18E  CYIOE  CY20E _ CY21E PRODUCTION AND COSTS
Cash Flow from Ops 24 25 34 4.6 11.8 85.3 105.6
Capex - Development & Sustaining 0.0 0.0 -31.0 -93.1 -74.3 -14.3 4.1 K US$it of SOP
Free Cash Flow 2.4 25 277 -88.5 62.6 70.9 1015 o0 450
Cash Flow From Investing -19.9 -10.1 -91.9 -93.1 74.3 -14.3 41 800 400
Cash Flow From Financing 7.7 7.9 268.2 11.3 11.7 0.2 151 700 350
Net Cash Flow -14.7 47 179.7 77.3 -50.9 712 86.4 600 — 300
500 250
BALANCE SHEET (A$M) CY15A  CYI16E  CYI7E  CY18E  CYI9E  CY20E  CY21E 400 200
Cash 2.8 205.4 159.3 49.0 77.8 1735 250.3 300 150
PP&E/Development/Exploration 0.0 0.0 62.1 186.3 197.2 187.7 178.3 200 100
Assets 24.9 24.4 297.2 313.1 328.8 393.0 4488 100 - 50
Debts 0.0 141.9 150.9 161.9 167.3 143.0 1187 o
Liabilities 07 07 146.4 157.0 168.2 155.8 1315 CY16E CY17E CY18E CY19E CY20E CY21E CY22E CY23E CY24E CY25E CY26E
) mmm SOP (kt) - Phase 1&2 e Site cOst (US$/) - Phase 1&2
Equity 24.3 23.9 149.8 155.0 160.4 209.9 289.7
OB cost (US$/t) - Phase 1&2

Net Debt / (Cash) 238 635 8.4 112.9 89.6 305  -1315
Gearing (%) - ND / (ND + Eq) -13% 161% 6% 42% 36% -17% -83%
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What is SOP and why do we need it?

Naturally occurring SOP is rare so most of it is manufactured: Potassium sulphate can
be made either by: 1) the Mannheim process where potassium chloride reacts with
sulphuric acid; or 2) natural complex salts (FIG.1). The two basic reactions forming

Baillieu Holst

Since 1889

Potassium is one of the
three major agricultural
nutrients

potassium sulphate are: 1) the transformation of Kainite to schoenite followed by water
leaching; and 2) the adding of sylvite to kainite, langberite or kieserite.

FIG.1: SOP PRODUCTION METHODS

Potassium Sulphate (SOP)

[ ]
Primary Production

Secondary Production

Extraction from Mineral
Sulphate Salts Processing Ores

Potassium Chloride (MCP)
+ SulphuricAcid

18% ofworld 30% of world 2% of world 50% ofworld
capacity capacity capacity capacity
Reaction of combining Solar evaporation from Extraction and processing The chemical conversion of potassium
Potassium Chloride with natural resources (salt of minerals from naturally- chloride (MOP) by combining it with
sulphate salts, usually with lakes) of SOP occurring ores sulphuric acid via the ‘Mannheim
both extracted at the mine Process’
= Supply: Limited by = Supply: Limited by

= Supply: Limited by number of commercial- number of commercial- = Supply: Not limited

number of commercial- scale deposits scale deposits

scale deposits = largest producers:

= lLargest producers: = Largest producers: » Tessenderlo Chemie (Belgium
= Largest producers: = S5DIC Luohupo (China) = Rusal (Russia) +France)
= K+ 5Kali (Germany) = 50M (Chile) = Quingshang (China)
= Compass Minerals * Compass Minerals = Note: This process is
(us) {us) extremely rare * Note: Costs are primarily
dependent on prices of KCl, as

* Note: Largely * Note: Due to nature of substantially less sulphuric acid is

dependent on demand evaporation, required

for kieserite (if kieserite production is weather

demand is low, SOP dependent

production is higher)

Source: Crystal Peak, Parthenon, CRU

= |mproved agricultural productivity: Globally, there is ever-increasing pressure to improve
the productivity of arable land to feed a growing population. The use of fertiliser in the
developed world and the developing world is on the increase, as is its production. MOP is
widely used but also suffers from over-capacity (current utilisation is 70%), capacity
additions and a decline in the prices of crops which utilise MOP as a fertiliser. On the other
hand, SOP has a higher cost structure and is used on high value crops where the cost is
less of an issue and where salt tolerance is important (FIG.2).

FIG.2: CHLORIDE TOLERANCE BY CROP

Classification Chloride tolerance Crop

Tier 1 Highly sensitive Tobacco, tea, almonds, grapes

Tier 2 Sensitive Potatoes, oranges,tomatoes, cashews
Tier 3 Partly sensitive Sunflower, coffee, peas, spinach, carrots
Tier 4 Tolerant Cereal, maize, rice, soy bean, sugar cane

Source: Crystal Peak

SOP offers better operating margins than MOP: Muriate of Potash or potassium
chloride (MOP) is the most widely used potash fertiliser with a global market of ~60Mt. It is
typically used on broad acre, low value crops such as wheat and corn. SOP on the other
hand is used on salt intolerant, high value crops (almonds, tea, potatoes for instance) for
which the global market amounts to 5.5Mt. SOP is currently trading at a US$325/t premium
to MOP reflecting the higher cost of production. Over the last four years MOP prices have
fallen with increased supply and lower grain prices, however the cost of SOP production
and its use in high value crops has supported the SOP price (+4%), while MOP has
declined 40%.

Baillieu Holst Ltd ABN 74 006 519 393 www.baillieuholst.com.au Please read the disclaimer at the end of this report.

SOP is ideal for crops
which are salt intolerant or
in areas where salt build
up in soils has become an
issue
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FIG.3: CEREAL PRICE INDEX AND MOP PRICE
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FIG.4: SOP PREMIUM TO MOP (US$/t)
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Source: USDA, World Bank Source: Baillieu Holst
m  SOP’s premium to MOP has risen over the last 10 years (FIG.4) which we feel is related
not only to the cost of Mannheim production, but also to the cost of disposal, or the ability to
dispose of the hydrochloric acid, which is a co-product. The SOP premium is therefore in
part process-route related and not just a value-in-use premium, and will be a feature of the
market until Mannheim production is displaced.
FIG.5: FORECAST MOP & SOP PRICES (US$/t) FIG.6: SOP COST CURVE
US$/t
200 - us$it
600 1
600 -
S
500 4 500
400 400 A
300 -
— 300 1 Mannheim production
200 - >
100 | 200 1
0 . . . . " 100 A
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OIS O S AN LA S 2
o o & & & e ¢ o o o 0 - - - -
. 0 2 4 6 8
SOP SOP - ave price rec MOP Capacity (M)
Source: Bloomberg, Baillieu Holst Source: Green Markets
m  Growth potential: The potential growth in SOP capacity is assumed to lead to a longer
term decline in prices and a contraction of the premium, but the cost curve is supportive of
price (FIG.6). High cost secondary production capacity will be displaced by projects like
SO4’s brine project in Western Australia, or potentially Danakali’s rock project in Eritrea, or
perhaps future solution mines in Ethiopia.
Baillieu Holst Ltd ABN 74 006 519 393 www.baillieuholst.com.au Please read the disclaimer at the end of this report. Page 4
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SOP from rock rather than brine
The Colluli Project

Location: The Colluli Project is 75km from the Red Sea Coast, and 180km from the Port of
Massawa, located near the border of Ethiopia and Eritrea. The perception of country risk
may in part be due to past conflicts between neighbouring countries, and travel warnings
from various governments. However, it is a poor country and the development of a mining

industry will provide much needed income. The Bisha mine is currently Eritrea's chief Chinese investment in
source of income (via taxes and its 40% holding), with copper the country's leading export Eritrea is leading the way
item (30% of total sales abroad in 2014). The exploitation of the Zara gold mine started at in mining and

the end of 2015 and the Bisha mine should be in a position to produce zinc from the second infrastructure

half of 2016; this will further diversify the country’s revenue base. Production at the Asmara
copper-zinc-gold and silver mine is expected to start during 2016 and will be operated by a
Chinese company and ENAMCO. China is the country's leading investor, creditor and
trading partner.

FIG.7: LOCATION OF ERITREA (IN ORANGE) FIG.8: LOCATION OF COLLULI

Tunisla

Asmara @

Atlantic Ocean

v
DJisouTI

Indian Ocean

Source: GMT.com Source: DNK

Government partnership: DNK is developing the Colluli project in partnership with the
Eritrean National Mining Company (ENAMCO). The project will be operated by a JV
company, Colluli Mining Share Company (CMSC), with the ownership being 50/50. DNK is
responsible for negotiating the capital and funding ENAMCO’s equity in the project through
an interest free loan. The loan will be repaid using project cash flow giving DNK a 75%
share of the distributable cash flow until the loan is repaid.

Our assumptions for Capital requirements: We have assumed that the capital
requirements are in line with company estimates outlined in its DFS. Phase 1 costs of
US$298m (which we have assumed) will be 70% debt funded (US$208m), and the
remaining US$89.4m will be funded by Joint Venture Company, Colluli Mining Share
Company (CMSC). DNK will then be required to fund 100% of the equity component and
we assume that this component is funded by DNK issuing ~408m shares at 30cps. This is a
substantial equity raising given the current market capitalisation of DNK and our
assumption is therefore not without some risk in terms of additional shares being required
from lowering the issue price. However our analysis of the NPV for the project over time
and various issue prices for the equity raising does indicate that it may be possible to do the
equity raising at or even at a premium to the current share price. The size of the equity
raising probably lends itself to include a cornerstone investor with an interest in the offtake
or the project itself.

Work to date covers the bases, PFS, DFS, Marketing, Environmental assessment and
the MLA: DNK was required to demonstrate the economics and outline the project’s social
and environmental management plans in order to apply for a mining licence. It is therefore
much more advanced than companies applying for a mining licence in Australia. Front-end
engineering and design will start after project financing has been organised.

Baillieu Holst Ltd ABN 74 006 519 393 www.baillieuholst.com.au Please read the disclaimer at the end of this report. Page 5
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= MOU’s for offtake indicative of interest: Based on its recent pilot plant trials and
proposed scope of the project, DNK has MOU’s with eight multinational consumers, and
has secured a broad spread of markets for SOP offtake. The interest level amounts to
800ktpa, just short of the proposed Phase 2 expansion. There has been no indication of the
pricing however, so we have conservatively assumed that DNK receives a small discount to
our base price in the first few years of production (FIG.5).

FIG.9: PROJECT TIME LINE
Ql (Q2 (03 (04 | Q1 Q2 O3 (04 Q1 | Q2 | Q3 | 04 | Q1 | Q2 | Q3 | 04

Licence application

]

Expected Licence approval

Construction Y O B I

First ore/production

Source: DNK

= Mining: Mining by open pit may be different for SOP but not for other minerals. The
mineralisation is close to surface at the northern end of the Danakil Basin and DNK can
therefore mine the evaporate sequence using a traditional truck and shovel fleet, with the
addition of surface miners for ore mining (no drill and blast is anticipated). The fleet will be
scaled to meet the strip ratio and ore feed rates. In our analysis of cash flow and earnings
we have assumed that all the waste is expensed as incurred, and that once the initial pre-
strip (depth to ore is 16m) is completed, that stripping ratios will gradually fall to the life of
mine as outlined in the DFS (our overall strip ratios are marginally higher than DFS Phase 1
of 1.91:1 and Phase 1&2 of 1.93:1). To allow for increased pit stability in this tectonically
active region of Africa, Colluli’s strip ratios do take into account the requirement to have pit
wall angles as low as 15 degrees; it is therefore possible that the ultimate strip ratio could
be lower once DNK has additional geotechnical data once the mine is operating.

FIG.10: COLLULI OPEN PIT

Colluli mine cross section Colluli mine from above
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Source: DNK

®m  Processing: The process method involves combining ore containing sylvite and carnalite in
water and then reacting the product with dissolved kainite to produce potassium sulphate
(FIG.12). DNK is proposing a two phase modular development of the plant. The first phase
would see SOP at 425ktpa and then Phase 2, a doubling to 850ktpa around five years after
the ramp-up of Phase 1 (FIG.15). Besides the ore, the main process requirement is 200m?3
per hour of water, rising to 400m? per hour when the process rate is doubled. During the
first phase of production the company has indicated that it has identified sufficient sub-
surface water near the mine to supply the plant. DNK believes that it is possible a larger
sub-surface water resource could be delineated, which would negate construction of a
pipeline and subsequent infrastructure to pump 75km from the coast and its desalination at
the mine site.

Baillieu Holst Ltd ABN 74 006 519 393 www.baillieuholst.com.au Please read the disclaimer at the end of this report. Page 6
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FIG.11: POTASH MINERALS FIG.12: PROCESS ROUTE

Potash minerals Chemistry %K,0 Recovered potassium salt Recovered potassium salt
SyIVite KCl 63% Brine recirculation

Sylvinite KCI.NaCl 35% | _ Brine

Carnalite KCl.MgCl,.6H,0 17% Sylvinite /

Camalitite-h EET I

Brine recirculation, disposal
recavery ponds & bleed

Potassium salt SOP

Kainite KCl.MgS0,.3H,0 19% Tails mixing tank Eﬁl"pl-ﬁr
Langbeinite K,S0,.2MgS0, 23% Kainitite — ::ﬂr:dpl;:‘t‘im

Polyhalite K,S,.MgS0,.2CaS0,.H,0 16% R

Alunite KZSO4.A|2(SO4)34A|(OH)3 11% Brine recirculation

Source: Wikipedia Source: DNK

FIG.13: SOP PRODUCTION (kt)

Other products are an option: The geological units in the evaporate sequence and the
proposed processing circuit could allow DNK to produce SOPM, MOP, rocks salt,
magnesium chloride, magnesium sulphate and calcium sulphate. Scoping study work has
commenced on the integration of SOP-M production into Phase 2. We have not included
this in our analysis but will review its inclusion when DNK releases the information.

FIG.14: FOB COST BREAKDOWN (PHASE 1&2)
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= SOP (k) -1 mSOP (ki) - Il ®Mining ®Processing ® Site Services ®Other m Mktg / Trans = Royalties
Source: DNK, Baillieu Holst Source: Baillieu Holst

Operating costs based on DFS: We have no reason to dispute the operating cost
estimates detailed in DNK’s DFS release and have used these as the basis for our analysis
(FIG.16 & FIG.17). We have however rounded them up rather than down. DNK believes its
estimates have an accuracy of £15% and we have carried out sensitivity analysis to take
this into account.

The

The

items we see as positive for the cost are:

It is close to established shipping infrastructure at the Port of Massawa, 180km from
the project (only 50km of road needs to be constructed);

The mineralisation starts at 16m below the surface;

Mining methods are simple and adaptable;

Potential for a variety of by-product credits; and

The relatively low capital intensity and the mine life of 60 years allows scope for
payback and the ability to scale the project to market demand. Once up and running
and demonstrating that there are no issues with government interference, DNK could
be viewed as an attractive option to a greenfields development from a potash industry
participant’s perspective.

items we see as risks for the costs are:

The mineralisation is prone to dissolution which could create issues when mining
around voids;

Unskilled workforce or skilling the work force may result in productivity issues; and
Specifications of pilot trial product from laboratory testing are very good, but this needs
to be replicated at the estimated cost at full scale production.

Baillieu Holst Ltd ABN 74 006 519 393 www.baillieuholst.com.au Please read the disclaimer at the end of this report.
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FIG.15: PRODUCTION COSTS
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FIG.16: PROJECT VALUATION SENSITIVITY FOR COSTS (PH 1&2)
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FIG.17: SOP COST CURVE
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Cash flow and valuation sensitivity

m  Revenue: Should have some upside, and should be in line with our forecasts as the
company has been marketing trial product samples and entered into MOU’s with various
parties. As previously mentioned we have not included sales of any by-products or their
cost of production in our analysis.

= Capex: Low development capital intensity for Stage 1 and lower again for Stage 2. DNK
estimates capex for Phase 1 to be US$298m, and US$175m for Phase 2.

®  Funding: Phase 1 (425ktpa): we have assumed that the project is financed 30% equity and
70% debt. As part of the joint venture agreement DNK will be responsible for funding the
entire equity component of US$89.4m. Once the project starts production the cash flow will
be used to service third party debt and the distributable portion of the cash flow 50/50, 75%
of which will go to DNK and repay the interest free loan which DNK provided to fund the
government’s equity in the development. Phase 2: we have assumed that it is funded out of
cash and cash flow from the project.

FIG.18: PROJECT CASH FLOW (US$m) FIG.19: DNK CASH FLOW (US$m)
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Source: Baillieu Holst Source: Baillieu Holst

m  Equity funding assumptions: To fund DNK'’s equity contribution and the interest free loan
to ENAMCO we have assumed that DNK issues shares to raise funds for the entire
amount, and that the shares are issued at 30cps or around the current share price.
Achieving debt and equity financing should see the share price better reflect the project
value and would result in DNK'’s issued capital increasing from 200m shares to ~600m
shares or a ~2 for 1 equity issue. Obviously this would be dependent on the share price at
the time, the broader equity market and the appetite for the shares from existing and new
shareholders. FIG.21 shows our calculated NPV per share on a fully diluted basis over
seven years as the project moves from financing, project build & completion and

production.
FIG.20: DNK VALUATION SENSITIVITY FIG.21: DNK VALUATION OVER TIME (A$/SHARE — DILUTED)
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Directors and Management

Seamus Cornelius (Non — Executive Chairman): Corporate lawyer - Cross-border
resources commercial negotiations. Chinese investment advice to global companies.
Overseas resource project investment to Chinese state-owned entities.

Paul Donaldson (Chief Executive Officer & Managing Director): Mining and engineering
- Extensive operational, technical marketing and supply chain management experience
from a series of senior management roles with BHP Billiton.

Tony Kiernan (Non-Executive Director): Commercial lawyer - Government relations and
approvals (including Eritrea), corporate strategy and corporate governance. Administration
and operation of publically listed companies.

John Fitzgerald (Non-Executive Director): Accountant - Extensive project finance
experience (Optimum Capital, NM Rothschild and Sons, Investec Bank Australia,
Commonwealth Banks and HSBC Precious Metals).

Liam Cornelius (Non-Executive Director): Geologist - Extensive experience in the
exploration industry across Australia, Asia and Africa. Founding member of Danakali Ltd.

Chris Els (CFO & company secretary): Accountant - Over 22 years’ experience in senior
finance executive roles in mining and agribusiness sectors in Australia, South Africa and
Brazil

Shareholders

Well Efficient -15.1%
Kam Lung Investment Development — 5.0%
Montezuma Mining — 3.8%

Danakali Board and Management — 11.6%
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This document has been prepared and issued by:

Baillieu Holst Ltd
ABN 74 006 519 393

Australian Financial Service Licence No. 245421
Participant of ASX Group
Participant of NSX Ltd

Analysts’ stock ratings are defined as follows:

Buy: The stock’s total return is expected to increase by at least 10-15 percent from the current
share price over the next 12 months.

Hold: The stock’s total return is expected to trade within a range of +10-15 percent from the
current share price over the next 12 months.

Sell: The stock’s total return is expected to decrease by at least 10-15 percent from the current
share price over the next 12 months.

Disclosure of potential interest and disclaimer:

Baillieu Holst Ltd (Baillieu Holst) and/or its associates may receive commissions, calculated at normal
client rates, from transactions involving securities of the companies mentioned herein and may hold
interests in securities of the companies mentioned herein from time to time. Your adviser will earn a
commission of up to 55% of any brokerage resulting from any transactions you may undertake as a
result of this advice.

When we provide advice to you, it is based on the information you have provided to us about your
personal circumstances, financial objectives and needs. If you wish to rely on our advice, it is
important that you inform us of any changes to your personal investment needs, objectives and
financial circumstances.

If you do not provide us with the relevant information (including updated information) regarding your
investment needs, objectives and financial circumstances, our advice may be based on inaccurate
information, and you will need to consider whether the advice is suitable to you given your personal
investment needs, objectives and financial circumstances. Please do not hesitate to contact our
offices if you need to update your information held with us. Please be assured that we keep your
information strictly confidential.

No representation, warranty or undertaking is given or made in relation to the accuracy of information
contained in this advice, such advice being based solely on public information which has not been
verified by Baillieu Holst Ltd.

Save for any statutory liability that cannot be excluded, Baillieu Holst Ltd and its employees and
agents shall not be liable (whether in negligence or otherwise) for any error or inaccuracy in, or
omission from, this advice or any resulting loss suffered by the recipient or any other person.

Past performance should not be taken as an indication or guarantee of future performance, and no
representation or warranty, express or implied, is made regarding future performance. Information,
opinions and estimates contained in this report reflect a judgment at its original date of publication and
are subject to change without notice. The price, value of and income from any of the securities or
financial instruments mentioned in this report can fall as well as rise. The value of securities and
financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect
on the price or income of such securities or financial instruments.

Baillieu Holst Ltd assumes no obligation to update this advice or correct any inaccuracy which may
become apparent after it is given.

Baillieu Holst Ltd ABN 74 006 519 393 www.baillieuholst.com.au

Baillieu Holst

Since 1889

Baillieu Holst Ltd

ABN 74 006 519 393

Australian Financial Service Licence No. 245421
Participant of ASX Group

Participant of NSX Ltd

www.baillieuholst.com.au

Melbourne (Head Office)

Address Level 26, 360 Collins Street
Melbourne, VIC 3000 Australia

Postal PO Box 48, Collins Street West
Melbourne, VIC 8007 Australia

Phone +61 3 9602 9222

Facsimile +61 3 9602 2350

Email melbourne@baillieuholst.com.au

Adelaide Office

Address 1, 341 Payneham Road
Marden, SA 5070 Australia

Phone +61 8 7074 8400

Facsimile +61 8 8362 3942

Email adelaide@baillieuholst.com.au

Bendigo Office

Address Cnr Bridge & Baxter Streets
Bendigo, VIC 3550 Australia

Postal PO Box 40

North Bendigo VIC 3550 Australia
Phone +61 3 4433 3400

Facsimile +61 3 4433 3430

Email bendigo@baillieuholst.com.au

Brisbane Office

Address Level 18, 333 Ann Street
Brisbane, QLD 4000 Australia
Phone +61 7 3232 1110

Email brisbane@baillieuholst.com.au

Geelong Office

Address 16 Aberdeen Street
Geelong West Vic 3218

Postal PO Box 364

Geelong Vic 3220 Australia

Phone +61 3 5229 4637

Facsimile +61 3 4229 4142

Email geelong@baillieuholst.com.au

Newcastle Office

Address Level 1, 120 Darby Street
Cooks Hill, NSW 2300 Australia
Postal PO Box 111

The Junction, NSW 2291 Australia
Phone +61 2 4037 3500

Facsimile +61 2 4037 3511

Email newcastle@baillieuholst.com.au

Perth Office

Address Level 10, 191 St Georges Terrace
Perth WA 6000 Australia

Postal PO Box 7662, Cloisters Square
Perth, WA 6850 Australia

Phone +61 8 6141 9450

Facsimile +61 8 6141 9499

Email perth@baillieuholst.com.au

Sydney Office

Address Level 18, 1 Alfred Street
Sydney, NSW 2000 Australia

Postal PO Box R1797

Royal Exchange, NSW 1225 Australia
Phone +61 2 9250 8900

Facsimile +61 2 9247 4092

Email sydney@baillieuholst.com.au
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